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Q: At what cost is the credit accomplishing the purpose?

Q: To what extent does the credit benefit some taxpayers at the expense of
others?

O In other words: to what extent does new business cannibalize existing
business

o Consider REMI ‘firm sales’ vs. ‘exogenous sales’ — firm sales accounts
for industry type (ex. Retail vs. manufacturing) and fixed local demand

Example: W.E. Upjohn Institute The Results

“National Economic Impact of Foracast | 2221 |[mp |[S
Manufacturing Extension Partnership” | = |- L= JLE
* Assuming net new: 575k jobs, 35.8 |t | e | sesor | sunar | s

ROI mﬁﬁ” | 142381 | s15.40 | sz0m9° | ;

* Assuming cannibalization: 142k
jobs, 8.7 ROl  -> 4:1 difference
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Q: Are there adverse impacts of the credit or its elimination?
o In other words: what is the counterfactual?
m Investment fund collecting interest?
m General fund spending? Specific type of appropriation?
®m Lower taxes? What kind?

O Other fiscal impact: population influx drives additional demand for
government services

O Counterfactual is never certain, so users take different approaches:

m Foregone spending can be done in any input-output model: general
approach is reduce state gov. spend, can go into more or less detail

m Reducing taxes requires dynamic model: corporate or PIT at state
level, sales or property taxes at local level
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Q: Does the credit change taxpayer decisions?

Q: Does the credit reward decisions that may have been made regardless of
the existence of the credit?

O Flipside of the same coin: to what extent is the reported economic
activity attributable to the incentive, or how much wouldn’t have
taken place ‘but for’ the incentive?

O Obviously not 100%, but how much? 50%? 5%? Experts disagree, so
use sensitivity analysis

Exa m ple: April 2019 N E LPA AUdit Of s Sacans e Legislative Performance Audit s
G '{L’;ﬁ“i{’g‘%},w Committee vw%{géw
‘Advantage Act’ used 12.5, 25, 100% but-for — il
assumption, from Tim Bartik/W.E. Upjohn EON AT e S i, (o 47
Apsil 13, 201
100% - S 7 k/J O b - ’k: raska Advantage Act Performance on Selected Measures
: o e bt B gyt
25% - S30k/job e e R e b R
will help us as we discuss the future of tax incentives in the State.”
12.5% - $S62k/job e A e e o ey

$60 million per year impact d by the Legisk: when Bram was mntad
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O Can also use break-even approach: how much of the activity would
need to be ‘net new’ in order for the benefit to outweigh the cost?

m Decision rule: does the necessary ‘but-for’ seem plausible?

O Example: REMI broadly modeled Montana’s New or Expanded Industry
Credit claims using Tax-Pl model of Wyoming economy, budget

m Assumed offset by reducing state government spending

O Result: net neutral economic impact somewhere around 0.175% ‘but-
for’ assumption

m Think: $179k credit to stimulate 619 jobs, not many need to be ‘net
new’ in order for credit to offset counterfactual
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Q: To what extent do benefits of the credit affect the larger economy?

O Spending impacts can be done in any input-output model, incentives
that affect biz production cost (ex: payroll tax exemption, w/o
associated FTE data) require dynamic model

Q: Do the benefits of the continuance/elimination outweigh the costs?

O Requires careful consideration of everything: cannibalization,
opportunity cost, population increase, ‘but-for’ assumption

Example: FTI ConSUIting INew and Expanding .l Cumulative NEBITE revenues and expenditures
Business Income Tax Exemption’ (NEBITE) fiscal =

$150

impact analysis on behalf of Bank of North 5 s -
Dakota : . .
* 12 years: revenues — NEBITE — expenditures gjjj T —

= S4m net fiscal benefit A e

mmmmmmmmmmmmm

what does REMI say? 5™



About REMI

REMI

. Regional Economic Models, Inc. (REMI) is the industry leader in dynamic
economic policy analysis

o Pl | is our industr standard . Unlimited techn“
economic and demographi - ’ and trammg
impact model. “ -

° Access to expert REM
Economists, Re‘gion
Assoc:ates R&D staff
leadershtp . ’

« Custom builds

REMI is trusted by over 100+ state and federal agencies, universities, consultants
and policy advocates across 45 states and 3 continents
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REMI’s 39-year history of rigorous academic research and software
development has led to the development of the state of the art model in
macroeconomic research methodology:

Input-Output General Equilibrium
Close analysis of Estimate of long-run stability of
inter-industry the economy allows for
relationships analysis of policy decisions Integrated REMI
economic modelling
Econometrics Economic Geography approach
Advanced statistical analyses Effects of geographic
underpinning the model concentration of labor and

BND:

Bank of North Dakota

GOVERNOR'S OFFICE OF
MANAGEMENT AND BUDGET

industry

DEPARTMENT OF TRANSPORTATION

MONTANA

BUREAU OF BUSINESS AND

DEPARTMENT OF COMMERCE
ECONOMIC RESEARCH
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Questions?
R
Kyle Compton
Economic Associate
REMI

433 West Street
Amherst, MA 01002
Main: 413-549-1169
Direct: 413-362-8890
Cell: 413-230-1132
kyle.compton@remi.com
WWw.remi.com
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