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Nearly every state, city, or region in
America sponsors some sort of economic
development office. Sometimes financed
by taxpayers and sometimes jointly by
private and public bodies, they employ
thousands of professionals and staff per-
sons to run public relations campaigns
touting the attractiveness of their locales
as a “place to do business.” They orga-
nize and attend endless meetings designed
to bring government officials and busi-
nessmen together. They dream up plans
for infrastructure projects and special tax-
incentives. To the extent that they suc-
ceed, they mainly serve to funnel billions
of taxpayer dollars to private interests in
the name of “economic development.”

Much of this activity takes place at the
local or state level, but the Federal gov-
ernment is also a big player. While state
and local economic development workers
direct their efforts toward a specific geo-
graphic area, Washington’s economic de-
velopers sift through grant applications for
economic development proposals from
across the country. They then bless the
favored projects with checks ranging from
just a few thousand to many millions of
dollars.

As a result, the quest for grant money
from Federal or state agencies is a large
part of the job of regional and local eco-
nomic development bureaucrats, but it is
generally only a part of what they see as
their main task—attracting new, or keep-
ing old, sources of employment in their
communities. Success in this regard helps
them justify their salaries (and that of
their staffs) to the local politicians and
sponsoring private organizations that pay
them.

Meanwhile, nearly every politician rel-
ishes the public relations appeal of state-

Economic Development:

Boon or Boondoggle?

When politicians, bureaucrats, and businessmen organize them-

selves in the name of “economic development,” they receive almost

universal applause; however, their activities typically serve to ad-

vance special interests rather than the general well-being of the com-

munities they purport to serve.

assisted economic development. When-
ever a grant is announced, members of
Congress eagerly take every opportunity
to share the good news in the local media
with smiling local officials and business-
men. Local and state politicians likewise
love Federal grants, since they can also
claim part of the credit and a piece of the
publicity.

Thus, the popularity of economic de-
velopment schemes is shared by nearly
every politician, whatever their persua-
sion, party affiliation, or views on other
issues. Professor Peter Eisinger, who has
written extensively on local economic de-
velopment initiatives, has observed that it
is a “policy domain…marked by an ex-
tremely broad agreement as to the desir-
ability of substantial government involve-
ment in the creation of private-sector em-
ployment.” Or as another scholar put it,
“Republicans are even more happy to in-
terfere in the market than Democrats.” If
so, this presumably reflects the Republi-
cans’ posture of responsiveness to busi-
ness interests.

The Federal government spent around
$57 billion dollars in 2001 on “economic
development” projects around the coun-
try. This was coordinated and distributed
by ten Federal agencies and 27 sub-agen-
cies via 73 different programs, many with
overlapping purposes and criteria. The
Economic Development Administration
(EDA)—part of the Department of Com-
merce—may be the best known of the Fed-
eral agencies doling out development grant
money, but it is by no means the only or
even a major one. Its 2001 grant allot-
ments of around $497 million were a mere
fraction of the total Federal economic de-
velopment budget. State and local gov-
ernments likewise spend billions each year

on various economic development
schemes, such as subsidized business
loans, business “incubators,” grants, and
infrastructure development projects aimed
at fostering or aiding specific industries
or even specific firms.

Given the billions of dollars of gov-
ernment spending year after year, it might
seem safe to assume that something posi-
tive for the economy as a whole is com-
ing in return, but there is scant evidence
of this.

Robbing Peter to Pay Paul

Taxpayer funded grants and subsidies
can obviously make a specific company
or geographic area more prosperous while
they are being spent, but there is little rea-
son to believe that such gains will persist
after the grants and subsidies expire. In
any event, a moment’s reflection should
reveal that any such gains will perforce
come at the expense of someone else. Ba-
sic principles of economics and finance
teach us that everything has to be paid
for, and directing any scarce resources to
one activity means fewer resources for all
other activities. Only increased produc-
tivity can result in overall improvements
in living standards.

“Success” in economic development
is measured primarily by the number of
jobs deemed to have been “created.” It is
not surprising, therefore, that most eco-
nomic development projects simply in-
volve transfers of wealth via the political
process. Such “robbing Peter to pay Paul,”
may be a time-honored practice of politi-
cians, but it has never been a cause of
economic growth.

Government-backed and financed eco-
nomic development projects are really
boondoggles that appear to bring rewards
and prosperity only to the extent that their
costs are dispersed and hidden. When gov-
ernment officials spend, say, a million tax-
payer dollars on a public works project
creating 18 new jobs, it means there are
one million fewer dollars being spent on
other things that might well support more
than 18 jobs elsewhere. Perhaps the most
egregious example of this is the practice
of constructing grandiose municipally-
funded sports stadiums or arenas.

If the construction of a new multi-mil-
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lion dollar spectator-sport facility gener-
ates 1,000 temporary construction jobs and
leads to 100 permanent restaurant and
hotel industry jobs, the newly “created”
jobs are easily seen but the jobs that are
eliminated or never come into being in
the first place are much harder to visual-
ize. Such facilities are not used for their
primary purpose during the off-season or
when the home team is on the road and
they have relatively few alternative uses.
Thus it should not be a stretch of the imagi-
nation to see that the funds could have
been better used elsewhere. Moreover, this
critique of government-fostered economic
development projects is supported by em-
pirical analysis.

The Government Accounting Office
(GAO) attempted to measure the impact
of “economic development” using sophis-
ticated econometric modeling. They were
unable to find any overall positive im-
pact. Likewise, a 1996 GAO report using
economic development studies and based
on data provided by Federal economic de-
velopment agencies was “unable to find
any study that established a strong causal
linkage between a positive economic ef-
fect and an agency’s economic develop-
ment assistance.” Others have similarly
taken on the subject and found no evi-
dence of net positive effects.

Local and regional economic develop-
ment efforts often involve offering spe-
cial tax incentives aimed at retaining or
attracting specific companies. But even
when these incentives “succeed,” it is not
clear they are necessary or even benefi-
cial to the overall local economy. Those
who have studied site-location decisions
have concluded that they are primarily
based on factors such as local wage rates,
the quality of the labor force, proximity
to transportation facilities, local taxes and
regulations, and the overall quality of life,
rather than any particular “goodies” served
up by the local politicians.

Moreover, lower taxes are usually a
plus for any economy, but project-spe-
cific tax breaks probably have no net posi-
tive effect—they only shift more of the
overall tax burden to others. Tax breaks
for one firm only provide that firm with
an arbitrary cost advantage at the expense
of other area businesses, whether those
other businesses are direct competitors or
only indirectly competing for scarce capi-
tal resources and workers.

Implementing “Industrial Policy”

Many defenders (especially academic
defenders) of economic development ac-
tually see it as mechanism for a kind of
“industrial policy.” Economic developers,
in this view, should redirect wealth to busi-
nesses, individuals and communities that

are struggling. For example, developers
should direct resources to companies hurt
by import competition, technological
change, plant closures or other significant
economic shifts. And they should not fo-
cus simply on bringing jobs to an under
privileged area, but “good paying” and
“interesting” jobs.

Those seeking an “industrial” policy
approach to economic development are
gaining strength in the field. As the EDA
reports, “an increasing number of voices”
believe economic development policy
should promote a “broad distribution of
opportunities for meaningful participation
in the economy and enjoyment of the ben-
efits of an increased standard of living.”
These voices seek “greater community
control” over economic development, and
want to broaden “business and asset own-
ership within poor and ethnic minority
communities.

 Indeed, a perusal of contemporary eco-
nomic development academic literature
exposes a widespread belief in strongly
interventionist government, a belief that
would appear to reflect political orienta-
tion rather than any actual experience with
“industrial policy,” or any other form of
central planning. Even after the manifest
failures of centrally-planned and socialist
economies, the notion that an elite of one
kind or another can make decisions af-
fecting ordinary people better than ordi-
nary people themselves persists (see the
following review of the new book, Sus-
tainable Development).

In any event, day-to-day practices at
economic development offices remain fo-
cused on jobs, any jobs, and how to get
them or keep them with subsidies, tax
breaks, grants, loans, and infrastructure
development with particular industries or
firms in mind. It is about using taxpayer
funds to select winners and (by necessity)
losers in a local economy. One natural
side effect of this is clearly an increase in
“rent-seeking,” meaning efforts by private
businesses to secure government favors.
This is particularly alarming in light of
recent empirical evidence showing the
prevalence of “rent-seeking” to be a sig-
nificant drag on economic growth. These
findings should not be surprising. When
business people and entrepreneurs are pre-
occupied with obtaining government fa-
vors, incentives become skewed and fewer
resources are devoted to improving their
capital and consumer goods.

Boring and unsatisfying as it may
sound to “economic development” prac-
titioners and politicians, the keys to eco-
nomic growth and prosperity remain the
same: secure private property rights, low
taxes, and minimal government regula-
tion. The Fraser Institute recently ranked

nations according to variables concerned
with taxes, legal protection of property
rights, freedom of exchange, etc. Like
countless other studies dating back to
Adam Smith, the Frazer Institute’s rank-
ing shows that the freest economies are
the most prosperous. Closer to home, in
this country, states that enforce compul-
sory unionization are seeing a reduction
in jobs while “right to work” states are
seeing an increase.

Economic development strategies sub-
sidize politically favored businesses and
industries at the expense of all the rest.
This clearly and wastefully redirects
scarce capital resources into dead or dy-
ing industries or encourages over-invest-
ment in subsidized businesses at the ex-
pense of the unsubsidized. But all this
seems entirely beside the point when votes
and cash grants are at stake.

Good Intentions, Flawed Incentives

It should come as no surprise that pri-
vate companies often pay consultants to
coach their employees on the best ways to
get government economic development
money, and that politicians, who receive
good publicity from doling out taxpayer
money, nearly universally favor contin-
ued spending for “economic develop-
ment.” It also should be no surprise that
Federal, regional, and local economic de-
velopers have their own lobbying organi-
zations or send their directors to Capitol
Hill to plead for continued taxpayer sup-
port.

But after 40 years or so of wide-rang-
ing implementation, such spending shows
no evidence of macroeconomic benefits
whatsoever. Government programs, no
matter how well intended, have not been
capable of avoiding a fundamental eco-
nomic principle: that scarce resources are
best allocated by the free choices of con-
sumers and producers, on the basis of
prices that reflect genuine conditions of
supply and demand. These choices may
not always be correct, but when private
investors make mistakes, they suffer im-
mediate consequences in the form of
losses.

This is not so for governments. In fact,
when a project fails to yield the desired
results, the most common response of
officialdom is to throw even more money
at it. The most basic flaw in the govern-
ment spending, tax breaks, etc. in the name
of economic development, is the lack of
sound means of validating or invalidating
the results.

Prosperity results when governments
protect private property rights, maintain
law and order and basic services, keep
taxes and regulations to a minimum, and
otherwise stay out of the way. ❑
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Announcing the Fall 2004 AIER Property Rights Conference

PROPERTY RIGHTS:  THE ESSENTIAL INGREDIENT

FOR PERSONAL LIBERTY AND DEVELOPMENT

November 4-5, 2004

American Institute for Economic Research
250 Division Street, PO Box 1000, Great Barrington, Massachusetts 01230, (413) 528-1216

“The diversity in the faculties of men, from which the rights of property originate, is not less an

insuperable obstacle to a uniformity of interests.  The protection of these faculties is the first object of

government.” – James Madison, The Federalist, No. 10 (1787)

This conference reviews the origins of property rights, the renewed intellectual interest in property rights in law and economics since
the 1960s, discoveries about the importance of property rights in development finance, the conflict between traditional property rights
theories and current land use and control policies in the American West, and the current state of eminent domain (governmental
takings) law in the United States.  A combination of misguided attempts at governmental direction of economic development at all
levels of government, economic emergency legislation and regulations left over from the 1930s, and local government efforts to
increase tax revenues by using direct governmental action to increase taxable property values has created the current turbulent
environment for property rights.  Solutions will be explored that involve increased sales of government-owned property, allocation of
property rights where they did not exist before or were imperfectly protected, and consistent enforcement.

Conference Program (All events at AIER)

Thursday, November 4, 2004

9:00 a.m.-12:00 p.m.

The intellectual origins of property rights
Tom Bethell, American Spectator and Hoover Institution,
Stanford, CA

The importance of property rights theories in economic
studies and in environmental studies in particular

Richard L. Stroup, Montana State University and
Property and Environment Research Center, Bozeman, MT

The primacy of property rights in the common law tradition
[by telephone]

Hon. Richard Posner, Judge, US Court of Appeals for
the Seventh Circuit and University of Chicago Law School

Discussants:
Walker F. Todd, AIER
W. Lee Hoskins, Pacific Research Institute, Reno, NV
Howard Segermark, Segermark Associates,
Washington, DC

12:00 p.m.-2:00 p.m.

Lunch in the Helen F. Harwood Ballroom, AIER

2:00 p.m.- 5:00 p.m. 

Property rights in development finance
Gerald P. O’Driscoll, Jr., Cato Institute, Reno, NV

Property rights in Latin America
Mary Anastasia O’Grady, Wall Street Journal, NY

What have we learned about public land allocations in the
West in the 200 years since Lewis and Clark?

E. Bruce Godfrey, Utah State University, Logan, UT
Discussants:

Lord Robert Skidelsky, University of Warwick, UK, and
House of Lords
Ian Vasquez, Cato Institute, Washington, DC
W. Lee Hoskins, Pacific Research Institute, Reno, NV

Friday, November 5, 2004

9:00 a.m. – 12:00 p.m. 

Discussion of the Godfrey paper
Discussants:

Russell Grider, Institute for Consumer and Rural Studies,
Clovis, NM;
Michael Nivison, Otero County Commissioner, Cloudland,
NM;
Howard Hutchinson, Arizona/New Mexico Coalition of
Counties, Phoenix, AZ;
Eugene P. Schroder, American Agricultural Movement,
Campo, CO

Eminent domain for economists and the general public:  May the
state take private property for public use?  For private use?

Joyce Anagnos, Roetzel & Andress, Toledo, OH
Discussant:

Patricia Salkin, Albany Law School, Albany, NY
Bert Gall, Institute for Justice, Washington DC [by
telephone]

12:00 p.m.-2:00 p.m.

Lunch in the Helen F. Harwood Ballroom, AIER.

There is no charge for the conference, but seating is limited.  Registration includes lunch Thursday and Friday, and dinner Thursday.
To register, please contact Susan Gillette at AIER by October 22, 2004, (413) 528-1216, fax (413) 528-0103, gillette@aier.org.
Information about traveling and staying in the Berkshires is available from the Berkshires Visitors Bureau at 800-237-5747 or at

www.berkshires.org.
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SUSTAINABLE DEVELOPMENT*

To the extent that they carry any meaning at all, calls for “sustain-

able development” are calls for the allocation of resources by com-

mand and fiat instead of the price system.

The pursuit of sustainable development is particularly damaging for poorer
countries because of the support that it provides for protectionist policies. Under
the banner of sustainable development and environmental conservation, many
groups in rich countries urge their governments to restrict imports of certain
products from other countries—in particular poor countries—on the ground that
the latter are failing in their duty to protect and preserve their environments…

…the most immoral effect of the protectionist pressures exerted in the name
of sustainable development is that the damage done to consumers in rich coun-
tries is proportionately much smaller than the damage done to the poor in
developing countries. Measures that penalize exports from poor countries that
do not adopt the environmental standards of rich countries harm these countries,
whether they lose exports earnings or buckle under and adopt environmental
policies that are not best for them given their state of development. Rich people
are willing to give up some wealth for better environmental quality and even to
know that some animal they may never see in the wild nevertheless exists. Most
people in poor countries rate having a roof over their heads, a square meal in the
next twenty four hours, and clean water to drink as more important than the
level of carbon in the atmosphere in fifty years’ time. Most of them will not live
that long. There is no virtue in seeking to punish other countries that do not give
the same priority to environmental protection as may be desirable in rich coun-
tries.

From A Poverty of Reason, pp. 58-59.

The phrase “sustainable development”
is encountered with increasing frequency.
Its typical habitat includes the mission
statements of organizations concerned
with the environment, political screeds on
issues ranging from local to global, a U.N.
Commission with several committees, and
countless government departments. Even
the World Bank has a vice-president for
environmentally sustainable development.

Dr. Wilfred Beckerman, of Balliol Col-
lege at Oxford University, observes at the
beginning of his latest book:

“Throughout the affluent countries

of the world, the doctrine of sustainable

development has attracted a very wide

following. Almost all the governments

of the developed world pay lip service

to it, and any particular intervention in

public life that can be claimed to

promote the objective of sustainable

development is almost automatically

claimed to be justified.”

What, if anything, does “sustainable
development” mean? In this slim volume,
Dr. Beckerman shows that there is no in-
tellectual coherence to the notion because
it is based on “a flagrant disregard of the
relevant factual evidence.” He continues,
“Indeed the popularity of sustainable de-
velopment cannot be explained by its in-
tellectual coherence, for it is founded on
two indefensible propositions.”

The first of these is the notion of re-
source exhaustion. A moment’s reflection
should reveal the basic contradiction: if
resources are finite in some relevant sense,
then even no growth at all (i.e., consump-
tion unchanging at current rates) will even-
tually cause them to run out. On the other
hand, if resources are not finite in any
relevant sense, then the argument for slow-
ing down growth to conserve resources
for the future collapses.

The notion that humankind faces dire
problems because resources will become
exhausted has been around for a long time.
But it hasn’t happened yet, and, more per-
tinently, as long as human creativity and
the price system are allowed to function,
it never will.

A fundamental aspect of allocating re-
sources by price is that when a resource
becomes scarce, the price goes up. This

* This article is a review of A Poverty of Reason:

Sustainable Development and Economic Growth,
by Wilfred Beckerman, The Independent Insti-
tute, 100 Swan Way, Oakland CA  94621, 76 pp,
$17.95 soft bound.

encourages the creativity of producers in
finding ways to produce more and encour-
ages consumers to find substitutes and/or
more economical ways to use the resource
in question.

Moreover, if development is sustained,
future generations will be richer than we
are. Income transfers from poorer to richer
persons are generally considered indefen-
sible. Yet this is precisely what the advo-
cates of sustainable development would
have us do. Penalizing the current gen-
eration for the benefit of future genera-
tions is the second “indefensible proposi-
tion” described by Dr. Beckerman, and it
is especially outrageous when those be-
ing asked to forego the current use of re-
sources are the citizens of desperately poor
countries (see box).

A related argument advanced by the
advocates of sustainable development is
the “precautionary principle.” This was
summarized in the declaration of the
United Nations Conference on Environ-
ment and Development held in Rio in
1992: “where there are threats of serious
or irreversible damage, lack of full scien-

tific certainty shall not be used as a rea-
son for postponing cost-effective measures
to prevent environments degradation.”

As Dr. Beckerman observes, “the no-
tion of scientific certainty… is, of course,
absurd, and if it had ever been taken seri-
ously, we would still be living in the stone
age.” He continues:

“…following the precautionary

principle [involves] the danger that

terrible mistakes will be made. For

example, in the late 1960s there was a

widespread alarm that the world was

entering a new ice age. If policies had

been adopted then to prevent it…it is

now widely believed [the consequences]

would have been catastrophic.”

 In sum, the basic belief of advocates
of “sustainable development” is that the
“experts” of today can determine what is
best for current and future generations
alike. Therefore, it should not be surpris-
ing that it is mainly self-appointed experts
and power-hungry officials who are clam-
oring for the authority to direct the use of
resources in the name of “sustainable de-
velopment.”

Regulation and fiat didn’t work for so-
cialists and communists. There is no rea-
son to expect that regulation and fiat in
the name of environmentalism would
work any better. ❑


