Liberty or Economic Growth?
Texas Can Have Both if We
Rely on the Free Market
by Bill Peacock

C

onservatives have long questioned whether welfare is
the best way to help the least fortunate among us. This
concern was highlighted in the 1995-96 welfare reform
debate that led to a significant transformation of America’s
welfare system.
Perhaps nothing was more influential in shaping this debate than author Marvin Olasky’s 1992 book, The Tragedy of
American Compassion. In his book, Olasky made the case that
America’s welfare system born out of the Great Society had
failed; not only because a lot of money was squandered with
little results, but also because the system corrupted human
souls and eroded our national character.
Olasky found that the culture of entitlement fostered by the
welfare state eroded the traditional American virtues of seeking to better oneself and helping to better one’s neighbor.
Self-improvement morphed into dependency while charity
gave way to complacency. Social mobility gave way to a seemingly permanent underclass that more and more has to turn
to the government for help. Despite these obvious failings,
however, the debate over welfare for the poor continues today
as the Obama Administration has sought to expand governmental “compassion” by undermining some of the key reforms
from the nineties.
More recently, a debate over a different type of welfare has taken hold. Today, conservatives are challenging whether what
is often called “corporate welfare” achieves its stated goal of
boosting economic growth. And, as in the case of traditional
welfare, the debate extends beyond the effectiveness of corporate welfare to the impact it has on the principles on which this
country was founded—particularly that of liberty.

Corporate welfare, also known as economic development, is
widely used throughout Texas and the nation. From local tax
abatements to the Export-Import Bank, governments provide
billions of dollars each year in benefits to businesses in an attempt to improve the outcomes of the marketplace. In Texas
alone, tax abatements, renewable energy subsidies, development incentives, and direct payments total more than $2 billion annually.
The most recent high profile debate over subsidies involved
several Texans in Congress who took the lead in delaying the
reauthorization of the Export-Import Bank. Their efforts were
not appreciated by several Texas business groups that, in an
attempt to keep the corporate subsidies flowing to their members, said opposition to the bank amounts to putting “politics
ahead of economic progress and payrolls.”
Meanwhile, here at home there’s also been a spirited debate
about what to do with some of Texas’ own economic development programs. The Texas Legislature recently abolished the
state’s Emerging Technology Fund and reduced funding for the
Texas Enterprise Fund. Additionally, a recent announcement
of almost $150 million in property tax abatements for Facebook’s new data center in Fort Worth—which will be powered
by subsidized renewable energy—spurred a lively discussion.
Proponents of government economic development programs
claim that they have a proven track record of growing the
economy and creating high-paying jobs. While there are multiple responses to this claim, we can start by pointing out that
Texas has proven there is even a better path to economic development—the Texas Model.

“

Since the beginning of the Great Recession, Texas has added 1.3 million jobs,
far more than any other state and 39 percent of all non-farm U.S. jobs created
during that time. Texas has also become the nation’s top exporting state. Its $289
billion in exports in 2014 accounted for more than 17 percent of the U.S. total.
And Texas poverty rate for is second lowest among the 12 largest states.”

Texas is a national leader in relying on the free market to increase prosperity within its borders. The Texas Model is really
simple: lower taxes, less regulation, fewer frivolous lawsuits,
and reduced reliance on the federal government. It’s also very
successful. The results speak for themselves, with Texas leading the nation in just about every economic category. Since the
beginning of the Great Recession, Texas has added 1.3 million jobs, far more than any other state and 39 percent of all
non-farm U.S. jobs created during that time. Texas has also
become the nation’s top exporting state. Its $289 billion in exports in 2014 accounted for more than 17 percent of the U.S.
total. And Texas’ poverty rate is second lowest among the 12
largest states.
Texas isn’t alone. States that cut taxes and return surpluses to
taxpayers have much stronger economic growth than states
that use government spending to grow an economy. From
2001 to 2011, the economies of states without an income tax
grew 23 percent more than the average state, and 36 percent
more than the states with the highest income tax rates. The
benefits of the market approach hold true even when looking
specifically at economic development spending; job growth in
the states with the lowest per capita economic development
spending averaged 5.5 percent from 2007 to 2014 while job
growth in the states with the highest per capita economic
spending averaged only 1.8 percent.

This results in a situation where on the one hand the government is prosecuting some businesses for raising prices in
voluntary market transactions but on the other hand it is taking money from citizens and giving it to other businesses. In
addition to this moral hazard, we have the example of what
happened in Poletown in the name of economic development.
Poletown was a neighborhood in Detroit which took the name
of the Polish immigrants that had at one time lived there.
However, by the 1970s, it had become a predominantly black
neighborhood. About that time development planners in Detroit came up with the idea to stem Detroit’s ongoing economic decline by turning Poletown into a General Motors plant.
They put the plan in motion, using eminent domain to force
people out of their homes and businesses. Once the Michigan
Supreme Court sided with the city in 1981, 4,200 residents in
Poletown were displaced and 1,400 homes were destroyed.
The Court’s reversal of its Poletown decision 23 years later
came too late to help the residents.

The evidence that the Texas Model outperforms corporate welfare is compelling. But it is also important to examine why corporate welfare can have some of the same corrosive effects as
welfare for individuals and fails to live up to the core American
ideal of protecting “life, liberty, and the pursuit of happiness.”
If a large corporation used its expertise to break into the bank
accounts of Texans and transfer millions of dollars into its own
account, everyone would condemn this action as theft. Those
who ordered and conducted the raids would be prosecuted
and locked in jail. However, let the government take the money from Texans’ bank accounts and then give it to the same
company and it is called economic development.
The irony of this becomes even more obvious when examining many of Texas’ so-called “consumer protection” laws. For
instance, two motels in Texas faced civil actions from the state
for raising their prices as people evacuated the coast in advance of Hurricane Ike. Similarly, in 2006 the state sought tens
of millions of dollars in fines from TXU when it raised wholesale electricity prices a bit too high to suit regulators.

Detroit’s Poletown Neighborhood: Before and After

But for specialization to work, we need a complex system of
exchange. Factory workers can’t eat tractors and farmers can’t
use corn cobs to plow their fields. The complexity of getting
corn cobs to workers and tractors to farmers can’t be accounted for in central planning.
Yet policymakers assume just the opposite when they endorse
government economic development spending. They believe
that either they or government planners can best determine
what technology has the best chance of success, which jobs
and products best supply society’s needs, and where best to
expend scarce supplies of capital. They believe that they just
can’t sit back and let the economy take care of itself; they have
to take money and property from citizens in order to solve real
problems in the real world.

Woodard Paint and Body: Before and After

Texans, however, don’t have to travel out of state to witness
examples of technocratic economic development. The Dallas
City Council decided in 2005 that Ross Avenue was much better suited for upscale apartments and condominiums than the
numerous auto repair shops and used car lots that occupied it
at that time. So the city re-zoned Ross Avenue, turning many
of the existing businesses into “nonconforming uses.”
Overnight, businesses like Woodard Paint and Body Shop
could no longer legally operate on Ross Avenue, despite the
fact that in Woodard’s case it had occupied its location since
1976. The Texas courts wouldn’t help owner Allen Woodard,
but he put up a political fight and at a cost of close to $100,000
was able to operate on Ross Avenue longer than most of his
neighbors. However, Woodard finally closed his doors last
year, eight years after the Dallas City Council started its campaign against his business.
In all of these cases, we have politicians, planners, and businesses using the economic development process to benefit the
parties involved with the rights of affected property owners,
taxpayers, and workers being pushed aside—all for programs
that are not as effective at boosting the economy as the actions
of the market place. See a list of Texas Economic Development
Programs and Corporate Subsidies on back.
A proper understanding of how economies work and grow is
necessary to understand why government economic development programs are not as effective as the market. Economies
flourish only because of the division of labor, which allows
people to specialize. Because of this, we no longer have to grow
our own food, build our own houses, or make our own tools.

This ivory tower approach to economic development stands in
stark contrast to the ongoing economic development activities
taking place each day in the real world. Millions of consumers
are haggling over prices with hundreds of thousands of suppliers trying to determine which mix of jobs, products, and
capital allocation will best help the economy grow. Regulators
can’t make sense of this all. What is needed to make this system work are entrepreneurs who place their own capital at risk
while attempting to coordinate the allocation of our precious
supplies of labor and capital. While they are not always successful, the information available to the millions of entrepreneurs operating in the marketplace is vastly superior to what
is available to regulators. Add to this the fact that government
economic development takes money away from consumers
and puts it into the hands of economic development planners,
and it is easy to see why centralized economic planning is
nothing but high stakes gambling with taxpayer money.
Texas is the national leader in increasing prosperity for its citizens. It has arrived at this point because it has relied on the free
market model of economic development and protected the
rights of its citizens while largely rejecting the government approach. Building upon this approach, Texas should reduce or
eliminate current economic development programs, restrain
growth in overall government spending and regulation, and
reduce taxes. Relying on markets is the best way to promote
liberty and boost the economy. 
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Texas Economic Development Programs and Corporate Subsidies
Chapter 312 - Property Tax Abatement Act
Chapter 313 - Texas Economic Development Act
Chapter 311 - Tax Increment Financing Act
Chapter 11 - The Freeport and Goods in Transit Exemptions
Development Corporation Act - Type A and B Economic Development Corporations
Chapter 377 - Municipal Development Districts
Chapter 387 - County Assistance Districts
Chapter 2303 - The Texas Enterprise Zone Program
Event Trust Funds
Chapter 380 - Economic Development Municipality Agreements
Chapter 381 - Economic Development County Agreements
Chapter 378 - Neighborhood Empowerment Zones
Chapter 379A - Municipal Development Corporations
Texas Moving Image Industry Incentive Program
Arts Organization Grants
Texas Enterprise Fund
Texas Product/Business Fund
Texas Leverage Fund
Industrial Revenue Bond Program
Texas Capital Fund Infrastructure Development Program
Texas Capital Fund Real Estate Development Program
Texas Enterprise Zone Program
Manufacturing Exemptions - Tangible Property
Manufacturing Exemptions - Natural Gas & Electricity
Value Limitation and Tax Credits (Texas Economic Development Act)
Freeport Exemptions
Pollution Control Equipment Incentive
Spaceport Trust Fund
CPRIT Product Development - Company Commercialization
Economic Development Bank
Commercialization Awards
Texas Historic Preservation Tax Credit Program
Agricultural Loan Guarantee Program
Agricultural Interest Rate Reduction Program
Young Farmer Grant
Texas Equine Incentive Program
Parallel Pathways to Success Grant Program
Texas Oyster and Shrimp Program
Texas Wine Marketing Assistance Program
Texas Emissions Reduction Plan (TERP)
Housing Trust Fund
TWC Skills Development Fund
PUC Energy Efficiency Program
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