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C o m m u n i t y  D e v e lo p m e n t - F is c a l  In te r a c t io n s  
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The relationships between business development and the community budget 
have important implications on several fronts. Through zoning decisions, 
impact fees, abatements and other vehicles, communities must often decide on 
the extent and terms with which businesses are supplied with sites for 
development. Such community decisions often hinge on the fiscal advantages 
and disadvantages that accompany business development. Advantages can 
arise from an enhanced local tax base and augmented revenues; fiscal 
disadvantage can derive from increased demands by business for local public 
services such as roads, police, fire, water, and sewers. In addition, business 
development may also give rise to added population pressures as workers 
follow job creation. Such population growth often has its own attendant 
service demands, especially for public schools.
In the context of metropolitan areas, in which almost 80 percent of U.S. 
population now resides, the implications of local community decisions 
concerning business development extend well beyond the home community.
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of the Illinois Department of Revenue and the Illinois Department of employment 
services.
Community business development decisions impact job opportunities 
throughout the metropolitan area because new businesses draw their workers 
from wide labor sheds. For the same reason, attendant population pressures 
arising from business development may impact both fiscal health and quality 
of life in neighboring communities who may ultimately play host to workers 
seeking proximity to newly created jobs.
Despite the importance of the business development-local fiscal relationship, 
much more remains to be discovered about the behaviors of communities, 
population, and businesses in determining the pattern of land usage in our 
metropolitan areas. In moving toward a better understanding through more 
meaningful research, this paper reviews those studies that are relevant to 
community development-fiscal relationships.

Fiscal impact studies
The question of local government fiscal surplus or deficit attendant to land 
development has become so widely asked by local officials that an entire 
methodology and practice has been developed to facilitate specific inquiries 
and their circumstances. An extensive handbook is available to teach and 
assist those who would attempt to measure the fiscal impact associated with 
any particular property development (Burchell and Listokin 1993). This 
methodology has come to be known as "fiscal impact analysis", and it entails 
comparing the public service costs of land development in a particular use in 
relation to the public revenues to be derived from the property's development.
These latter-day repositories (Burchell and Listokin) of fiscal impact analysis 
trace back the roots of such analysis to the 1930s when it was first used to 
assess the efficacy of replacing urban slums with public housing. Over time, 
and especially with the massive wave of development which was unleashed 
after World War II, fiscal impact analysis became the vogue of local planning 
commissions who sought to maximize the fiscal well-being of their local 
communities (e.g. Hoyt 1949) by finding the most lucrative targets for local 
development. Most early efforts at estimating fiscal impact were 
straightforward and crude. At the build-out phase of development, the direct 
service costs of development were measured and compared to the local 
property tax revenues. Service costs were usually estimated to be the average

FRB CHICAGO Working Paper
August 1995, WP-I995-6

2

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



costs of serving the type of population generally associated with the 
development. For example, at the build-out phase of a residential 
development, fiscal impact studies of yesteryear would have assumed that a 
specific number of households would reside in the community and these 
households were assumed to contain the current U.S. average number of 
school age children. The costs of educating these children would have been 
estimated at the historic average costs of providing elementary and secondary 
education in the community. Today, although many fiscal impact studies 
continue to be done in a similar crude fashion, Burchell and Listokin report 
significant leaps in the sophistication of fiscal impact methodology. Rather 
than presuming that new public services will be provided at existing average 
cost, marginal cost, which includes, for example, costs of adding infrastructure 
capacity, is obtained through data analysis and extensive interviews with 
community public officials. Similarly, modeling approaches are being 
employed whereby year-by-year streams of costs and benefits are projected 
from the development's inception until final buildout, thereby yielding a far 
more comprehensive and dynamic picture of fiscal costs and benefits.
Regardless of the sophistication of the fiscal impact method, the finding of 
fiscal impact studies over all these decades has not changed dramatically. 
That finding is that, in most cases, there is a clear hierarchy of development 
usage. Generally speaking, and with important exceptions, commercial and 
industrial property appears to more than pay its way (Burchell and Listokin, 
1993). For example, extensive studies of the impacts of individual 
developments, such as the Saturn plant, suggest that the local revenues of an 
industrial development exceed service costs by a factor of three (Bartik 1991 
citing Fox and Neel 1987 and Bartik et al 1987). At the same time, low-to- 
middle income single family housing is usually found to be a losing 
proposition. The constancy of this finding has even suggested to one popular 
journalist that attracting commercial and industrial development has become 
a matter of survival for elected officials. One popular journalist has 
characterized this common finding as being accepted wisdom among 
developers of real estate, "WHY ELECTED OFFICIALS FEEL THEY MUST 
ENCOURAGE COMMERCIAL DEVELOPMENT OR DIE: For every $1.00 
of tax revenue that comes in from a residential subdivision, as much as $1.22 
goes out to provide services, especially schools. (By contrast, for every $1.00 
of tax revenue that comes in from commercial development, at most thirty-two 
cents is required in expenditures, usually for roads.)".1
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Statistical studies of fiscal impact
With respect to the finding that commercial and industrial property more than 
pays its own way, statistical studies from the economic and professional 
planning literature have tended to support the general tenor of fiscal impact 
studies. One recent statistical study examined 365 contiguous municipalities 
of northern New Jersey during the 1980s when the region gained 400,000 new 
jobs and 150,000 new residents (Danielson and Wolpert 1991). The study 
constructed several indices of benefits for each of the communities—both fiscal 
and nonfiscal benefits—and examined whether growth in jobs and population 
affected these indices. In general, employment growth was found to benefit 
local communities while population growth was largely detrimental. In 
particular, those affluent communities in the region that limited population 
growth were found to experience very favorable housing appreciation. With 
regard to fiscal benefits, own community employment growth significantly 
lowered property tax rates, while raising local government revenues per capita.

Enhancement of local government revenues has a somewhat ambiguous 
interpretation as a fiscal benefit because businesses may require increased 
public service expenditures including police and fire protection, thereby 
offsetting increased revenues which derive from an enhanced property tax 
base. Some ambiguity can be clarified by focusing on the growth of those 
public expenditures that are directly benefiting local residents, such as local 
school spending. While an educated workforce benefits the broader business 
sector to some degree, any particular business will not draw its labor force 
from the immediately surrounding suburb. Accordingly, school spending 
disparities at the community level largely benefit community residents rather 
than community businesses. In studying the educational spending decisions 
of communities in the Boston metropolitan area, Helen Ladd found that a 
greater proportion of commercial and industrial property sends signals to local 
voters that they face a lower "tax price" for education (1975). That is, for 
every additional dollar spent by local government on education, part of the 
cost will be born by out-of-community persons associated with the business 
property.2 Fischel (1975) has found very similar results in examining school 
spending decisions in 56 Bergen County communities. In a recent study of 
the northern New Jersey area, community employment growth was found to
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significantly increase school spending per pupil while, in contrast, population 
growth tended to suppress school spending (Danielson and Wolpert 1992).
Economists question whether fiscal surplus associated with property taxes paid 
by commercial/industrial development possibly distorts land use decisions. If 
business property tax bills exceed the marginal cost of a business moving to 
the community, as is the commonplace assumption of most fiscal impact 
analyses, inefficient location of industry will be the result. This result follows 
because firms will choose their location for "fiscal” or "pecuniary" reasons 
rather than for reasons reflecting spatial variations in costs derived from real 
features of the landscape and infrastructure. At the same time, the presence 
of industrial/commercial property may distort the "price" to residents of voting 
to consume those local public services that are financed by the property tax, 
thereby giving rise to inefficient (possibly too large) levels of local public 
service provision.
During the 1970s, several economists rebutted arguments that local property 
taxation of business property gave rise to inefficient or suboptimal allocation 
of business capital and industry. In arguing that the property tax is, in fact, 
efficient with regard to firm location decisions, Fischel (1975), Fox (1978), 
and White (1975) posited that local communities use their land-use zoning 
powers to regulate aggressive entry of businesses into the community so that, 
through a process of competition among communities, the taxes paid by 
business are equated with the marginal sum of business service demands 
(costs) and environmental costs borne by the community. In doing so, entry 
control through zoning allows communities to create a marketplace for 
environmental noxiousness whereby the business firm implicitly compensates 
local communities (through property taxes) for development costs (both fiscal 
and environmental). As pointed out by White (1975), this marketplace may 
still be characterized by spillover costs and inefficiencies in land use. For 
example, because noxious firms may exert a very local geographic impact, 
communities may tend to site industries at the boundary and comers of their 
jurisdiction, thereby imposing costs on other communities while reaping 
potential fiscal windfalls.
Implicit in this theoretical argument of inter-community competition and land 
use restriction is the outcome that business tax payments must exceed the 
costs they impose on the host community in the form of higher service costs. 
Otherwise, business could not compensate the community for environmental
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costs. Fischel provided empirical evidence that was consistent with this 
implication of the theoretical model. (Fischel 1975). In studying school 
spending and school tax payments by household in 56 Bergen Co., New 
Jersey, communities, he found that 70 percent of commercial and 52 percent 
of all industrial property tax payments benefited residents in terms of lower 
taxes and greater school spending per household. In particular, a hypothetical 
$1000 extra of commercial property was estimated to have resulted in $8.60 
lower property tax payment per household, and an extra $8.10 in extra school 
spending per household. These results echo those conducted in a master's 
thesis over a sample of communities in Minneapolis-St. Paul (Litvack and 
Oates 1972). A subsequent study of 119 communities in the Minneapolis-St. 
Paul area from 1975-80 has found supporting evidence (McGuire 1987). In 
that study, McGuire stratified firms by their degrees of noxiousness, and found 
that, for a given dollar value of commercial property development, those 
communities experiencing growth of the more noxious types of firms tended 
to extract larger compensation by means of a greater falloff (or a lesser 
increase) in effective property tax rates.

Contrary studies
Not all empirical studies have supported the hypothesis that community pursuit 
of commercial and industrial property is advantageous. Julius Margolis (1956, 
1957) examined both the real effective property tax rate of municipalities in 
the San Francisco Bay area in 1953-54 along with their total property value 
per resident. Margolis classified cities according to their intensity of 
commercial/industrial property land use, and then compared the distribution 
of property value and real tax rate by type of city. He found that "dormitory" 
cities (that is, those choosing to specialize in residential property) tended to 
display total property value per capita in excess of "balanced" cities (those 
being communities hosting both substantial nonresidential and residential 
property). Similarly, tax rates were found to be no higher in dormitory cities 
than in balanced cities. However, the Margolis evidence is far from 
compelling for two reasons. First, his classification scheme appears somewhat 
arbitrary and even slanted. In his comparisons, "industrial enclaves" are 
excluded. Yet there is no reason to treat such communities as anything more 
than nonresidential property-intensive communities. Perhaps more damaging, 
the Margolis studies examine tax rates over all property rather than on
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residents only; yet fiscal benefits of business should be manifested only in 
residential property values.
More recently, a study by the staff of the DuPage County Development 
Department has received much public attention for its implications that the 
growth of nonresidential property has exerted large effects on the fiscal 
situation in 133 communities. Specifically, the study finds that "both 
residential and nonresidential land uses exhibit significant impacts on property 
tax levy impacts in DuPage County" and that "the areas of DuPage 
experiencing most rapid changes from residential to nonresidential land uses 
bear an additional service provision cost that translates into higher tax levies." 
While the results of the study have been interpreted by some as suggesting 
that nonresidential development has exerted a net fiscal burden, such an 
interpretation is well beyond the design of the study. The DuPage study does 
not isolate tax payments by residential property payers, but rather attempts to 
explain all (both residential and nonresidential) property tax payments. Again, 
as in the Margolis studies, payments by nonresidential property cannot 
necessarily be interpreted as a burden to established residents; nonresidential 
property payments may be compensating or benefiting local residents through 
the property tax system. Moreover, the study examined the growth of tax levy 
in absolute dollar amounts (and not the "price" or "tax rate" effect of growth 
and development).

Summary discussion
Most individual fiscal impact case studies conclude that property taxes are 
lower (declining) in communities where nonresidential property base is higher 
(growing). Of course, individual circumstances and conditions vary widely. 
This is so to such an extent that the evaluation of specific cases of 
development to determine community impact has become a professional 
practice. Statistical studies also tend to suggest that, generally, there is an 
inverse relation between nonresidential development and property tax rates. 
However, many studies do not fully account for the interactions among 
important variables, including the possibility that the causation between tax 
rates and nonresidential property runs in both directions. Moreover, even if 
nonresidential property tax base tends to reduce residential property tax rates, 
caution should be exercised before concluding that business development pays 
its own way from the overall fiscal perspective of the host community. It may
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be possible that nonproperty taxes bom by community residents increase at the 
same time that property tax rates decline. Also, service demands by the 
business sector may be rising, thereby crowding out public services enjoyed 
by the community's households. Such crowding out is unlikely. The greatest 
demands on local governments are not usually for business type services but 
rather are for local schools. Here, studies find that school spending per pupil 
tends to rise along with increased nonresidential tax base, suggesting that there 
are fiscal gains on the spending side of the ledger. Again, it appears on the 
face of it that nonresidential property base tends to defray the costs of public 
services consumed by households—namely local education—while also allowing 
some reduction in residential property tax rates. However, conclusions with 
regard to any overall fiscal surplus must be tempered by other considerations. 
As suggested by Ladd (1975), property taxes nominally paid by commercial 
and industrial property may be partly borne by community residents through 
tax shifting. More importantly, such studies do not examine interactions of 
land use and development but, rather, limit their inquiries to the direct impacts 
of own community business and population development.

Land use interaction
Even though the early studies criticizing the wisdom of attracting 
nonresidential property contained some methodological flaws, one critique of 
fiscal impact studies per se was very well founded (Margolis 1956; 1957). In 
particular, fiscal impact studies—both numerical and the statistical—are only a 
partial accounting of impact. In addition to direct fiscal impact, there may be 
inter-relationships of land use which need to be considered, each of which has 
its own attendant fiscal impact. Retail stores attract customers; either by 
bringing them in from afar over local roads, or they must have their customers 
living nearby. Similarly, factory and office jobs presumably may draw on a 
local labor force who, in turn, must be provided with public services including 
schools, roads, public safety, and sanitation. Early critics of industry-oriented 
community planning were skeptical that any particular community could be 
successful in attracting land uses having a net fiscal benefit (e.g. industrial) 
without also bringing in and hosting those land uses having a net fiscal loss 
(e.g. residential) (Margolis NTJ). Community use of zoning to exclude less 
desirable land uses, it was believed, is incapable of withstanding pressures to 
convert to higher valued land uses which are economically tied to the original
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land use target. And even if exclusionary zoning were successful in doing so, 
the target land use could, in the process, become unprofitable from the 
standpoint of those landowners themselves who would not have economical 
access to laborers, shoppers, or certain business service inputs.
It is also true of most studies to date that, for the most part, the impact of 
development on own community only is being measured, without considering 
whether own-community development policies such as zoning, selective tax 
abatement, or commercial/industrial attraction have significant environmental 
or fiscal spillover impact on neighboring communities (Fox 1978). 
Consideration of these effects add much complexity to the mechanisms and 
outcomes of suburban development policies. Some communities may be quite 
successful in the use of their exclusionary zoning practices by bringing in 
those properties having a fiscal surplus while excluding nonbeneficial property 
development. However, other communities may be caught unawares of the 
negative development spillovers resulting from actions by neighboring 
communities. For example, commercial development in one suburb may be 
accompanied by population influx into neighboring suburbs—along with 
attendant fiscal stress associated with increased school and sanitation capacity. 
More generally, widespread "develop-as-you-please" practices amongst many 
neighboring suburbs could, while being rational from each individual 
community's viewpoint, give rise to fiscal or environmental overload for the 
suburbs as a group.
Perhaps because of the puzzling and disappointing results of "develop-as-you- 
please” in many fast-growing suburban areas, questions of growth impacts 
have taken a new turn during the 1980s and 1990s. Many of those places 
whose residents commute outside of their own community for jobs and income 
have come to oppose growth in any and all forms. At least on the face of it, 
such communities are more concerned about quality of life and the physical 
environment than about fiscal surplus accruing from commercial and industrial 
property. Motivated by this new or heightened community concern, along 
with a recognition that developments imply many complex interactions, some 
studies have begun to question the fiscal impact of overall growth and 
development rather than differentiating the fiscal impact of different types of 
development on the local fisc. Unlike earlier work, these studies often claim 
that the benefits and disbenefits of land-use interactions are fully recognized 
and measured.
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Very recently, Black and Curtis (1993) have conducted a study of "the local 
fiscal effects of growth of commercial development over time" for towns and 
counties in Virginia. The authors conclude that both population growth and 
economic growth (jobs) increase revenue-generating capacity, and that revenue 
capacity is the primary determinant of local government expenditure levels. 
Since enhanced revenue capacity makes it possible to increase expenditures 
without raising tax rates, the policy implication that the authors draw is 
decidedly pro-growth. The Black-Curtis study results are difficult to interpret 
in the same way that the authors do. The authors interpret greater local 
government spending as evidence of fiscal surplus p e rse  simply because fiscal 
capacity is a prime determinant of government spending. This would seem to 
be something of a non seq u itu r because higher spending alone could reflect, 
either higher costs (coupled with inelastic demand for public goods) or greater 
business service needs rather than fiscal surplus. If anything, one would 
presume that greater fiscal capacity would allow residents to consume or enjoy 
both greater public services AND lower taxes. Accordingly, if one observed 
lower tax rates directly, such evidence would be more convincing. However, 
the authors report no attempt to statistically associate population growth (or 
even fiscal capacity) with residential tax rates directly. For their method to 
have insight, increases in fiscal capacity must be measured net of the 
expenditure demands which are attendant to growth. Aside from these 
problems, even if one agrees with their finding that overall "growth" is fiscally 
sound, the study does not address which particular mixture, if any, of growth 
(commercial vs. industrial etc.) is most beneficial to the community or to 
society overall.
Other recent growth-oriented studies by Ladd (1992,1993, and 1994) examine 
all local governments in 247(8) large countywide observations in the U.S. 
from 1978 to 1985. After controlling for growth in income, jobs, changing 
age distribution, and changing governmental responsibilities, it is found that 
population growth rates exceeding one percent per year exert a large and 
significant impact on per capita tax revenues and revenue per $100 of personal 
income. Since Ladd finds that average tax rates go up, and since property 
taxes are paid by all residents—both new and established, her evidence implies 
that the influx of new residents is associated with rising tax burdens for 
established residents. (Study controls are also in place to assure that the new 
tax revenues being observed are not being "exported" to nonresidents via 
taxation of the business sector).
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Empirical work by Ladd (1992) also suggests that population exerts a negative 
fiscal impact in several ways. First, the costs of public services are found to 
have a "u-shape," that is costs per unit decline over low to moderate 
population densities, and raise thereafter. However, in contradiction to many 
engineering-type or planning studies, Ladd finds also that higher densities 
result in higher unit costs (after accounting for other demand side effects, 
including the effect of population itself). Secondly, in examining current 
spending (net of capital spending), Ladd (1992) also finds that high rates of 
population growth (at least in the short term) depress current spending and 
service levels. Apparently, rapidly populating communities find it difficult to 
keep up with population-related rising service demands. Part of this puzzle 
is perhaps solved in a later work by the author (1994) in which it is found 
that, when population rises very rapidly, declining state shares of total state- 
local spending for services are a prime culprit in accounting for declining 
levels of current services. In contrast, capital spending and interest payments 
rise more than proportionately. Overall, community spending per capita is 
found to rise along with population.
From the business side of the development equation, it is notable that the 1994 
Ladd study includes variables which measure business demand for services 
(the ratio of county wide jobs by place-of-work, per capita). In this study, and 
in her 1993 study, it is found that business demands do increase overall 
spending growth even while population continues to significantly create fiscal 
pressures on residents. This latter finding cannot be taken as evidence that 
business does not "pay its own way" because greater spending may be 
accompanied by higher taxes paid by the business sector (that is, such taxes 
are exported outside the community). The Ladd study uses business demand 
(and also "tax price") as a control variable to show that population raises fiscal 
pressure after taking account of the impacts that business development exerts 
on expenditures and on tax base.
Broad-based approaches to the issue of growth and its fiscal impact, such as 
these, are promising in that they address the most serious shortcoming of the 
fiscal impact type of study; that being that one must account for the 
interactions among types of land use in understanding growth and 
development. However, such studies will perhaps become more compelling 
if the specific nature of the land use interactions are specified, tested, and 
verified.
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Do jobs follow people?
One of the earliest recognized interactions of land use associated with 
nonresidential development is that workers, other things equal, would prefer 
to live within a short-to-reasonable distance (driving time) to their place of 
employment. For example, the monocentric model of large urban areas, which 
has been developed by Richard Muth (1969) and others, posits that households 
maximize their well-being by choosing to locate at a distance from the city 
center (i.e. the job location) so as to trade off commuting time to the city 
center for more affordable housing (which is presumably at greater distance 
from city center). In context of studies of the fiscal impact of nonresidential 
development, this attraction of household location to job location would seem 
to imply that, as land uses which increase job opportunities are developed, so 
too will the demand for housing in the vicinity of nonresidential development 
subsequently unfold over time. This suggests a dynamic whereby commercial 
development-and its attendant fiscal benefits—can potentially be followed by 
household growth-with its own attendant fiscal deficit. Insofar as the vicinity 
of labor force attraction likely includes an entire labor shed area (and exceeds 
the community itself), the spatial effect of this dynamic may be to encourage 
a geographically widespread development of both jobs and housing which 
does not necessarily have beneficial fiscal consequences over the long run.
Most of the existing studies of the intraurban location of jobs and people have 
been conducted, not by observing individual suburban communities or labor 
sheds themselves, but by observing central city jobs and people versus 
aggregate suburban jobs and people; or by examining the density of jobs and 
people in city versus aggregate suburban areas in metro areas over time 
(Bradford and Kalejian 1973; Mills and Price 1984; Cooke 1978; Mills 1986; 
Palumbo, Sacks, and Waslenko 1990). Generally, these studies have found 
little evidence that people follow jobs; or if they do find that people follow 
jobs, the strength of the effect is less robust than the effect that jobs have 
followed people to the suburbs. Nonetheless, one recent study found that, by 
disaggregating industries into individual industries, suburban decentralization 
of population is enhanced by suburbanization of jobs in the transportation, 
communications, public utilities, and services sectors (Thurston and Yezer 
1993). (Failure to find such effects in previous studies, it is suggested, may 
be due to over-aggregation of industries).
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So too, studies of individual household behavior have been more convincing 
of the "people follow jobs” effect. Greenwood and Stock (1990) examined 
household migration into major metropolitan areas, and migration of 
household from city to suburb and suburb to city within large U.S. metro areas 
during the 1950s, 1960s, and 1970s. Those authors found that suburban job 
opportunities attracted both high- and low-income households from the central 
city during the 1950s and 1960s, but discouraged such migration during the 
1970s. Metro area immigrants were attracted by suburban jobs only for the 
1970s. In a study of migration behavior of households in the San Francisco- 
Oakland, and San Jose areas, Brown (1975) divided land area into 300 traffic 
zones to examine whether households tend to move closer to job locations. 
That study found that 28 percent of household experiencing a change of jobs 
also moved to a new traffic zone with average savings of commuting time of
6.2 minutes.
Studies using observations of individual communities within a single 
metropolitan area are uncommon, perhaps due to the difficulties of compiling 
such data sets. One early exception was conducted for a sample of 100 
communities in the Chicago metro area during the 1950 to 1960 period 
(Steinnes and Fisher 1974). Interestingly, in contrast to the dominant research 
finding of the prior 20 years, the authors characterized the common thinking 
of that time as being that employment location affects or determines 
residential location, while residential location has no effect on employment 
location. The Steinnes-Fisher study contradicted the common wisdom of the 
time in finding little evidence that employment growth in a community was 
a prime causal factor of the community's own population growth. Potential 
spillover whereby population attraction could result from neighboring 
community job growth was not examined.
One must jump ahead some 20 years before encountering a study wherein 
(1) individual communities within a metropolitan area are observed and (2) 
spillover impacts of neighboring job and population growth are examined. 
Luce (1994) investigated the simultaneous relationship between intraurban job 
and population location for municipalities in the Philadelphia metropolitan 
area. Although the study is primarily interested in examining the effects of 
local tax and spending features on job and population location, the interactions 
of job and residential location are also determined as some of the important 
behavioral mechanisms of growth and land use in a metropolitan area. In that 
regard, it is found that labor force location is significantly influenced by both
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a municipality’s own employment, and also by the location of jobs within 
commuting distance (although the reverse impact of labor force on job 
location is, once again, found to be the stronger). Of additional interest is the 
speed of adjustment of labor force to changed or ’’equilibrium” employment 
location. The statistical estimates suggest that within a 10-year period 
following a change in employment, 25 percent of the subsequent labor force 
or population adjustment will take place.
These studies suggest a continuing interest on the part of economic analysts 
in the attraction of labor force in response to a community’s job development. 
While the literature is still somewhat young, it appears that the causation of 
people-follow-jobs phenomenon is significant but weaker than the reverse 
causality of jobs following labor force. However, there have been only a very 
few studies conducted over a sample of communities within a single 
metropolitan area, and only the latest study has appropriately measured all job 
creation which occurs within commuting distance of a community (rather than 
confining job measurement to the community itself). The importance of the 
job location-residence location interaction implies that these linkages may need 
to be accounted for in examining the fiscal impacts of business development.

Concluding Discussion

To date, economic studies of the fiscal impact of community business 
development are not yet definitive. The weaknesses of the existing body of 
literature relate to (1) the direct linkages between business development and 
its host community and (2) the indirect consequences of business development 
which follow from land use interactions between business and residential land 
development.
With regard to direct linkages, studies have not identified and distinguished 
the separate direct lines of causation running from business development to 
fiscal indicators. With regard to property tax rates, business development 
affects community expenditures (the numerator of tax rate) and also the tax 
base ( the denominator). Tax base impacts of business development are 
unambiguously positive from a fiscal perspective. In contrast, augmented 
expenditures are ambiguous: those expenditures representing services to 
business must be distinguished from services to residents. One methodological
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solution has been taken by those studies that narrow the examination to the 
impact of business growth on the subset of services that are unambiguously 
residential at the local level, namely local education. Findings here seem to 
suggest that local school spending is higher, and property tax rates lower, in 
those communities that have chosen to be the domicile of business 
development. However, although local school expenditures are important, 
local government spending on other services are also significant so that the 
conclusions are not definitive. (Unfortunately, many local public services are 
not easily classifiable as benefitting local residents versus local business.) A 
different approach has recently been taken which identifies the effect of 
business development on tax base; and which identifies residential service 
demand as depending on community income and demographics (Oakland and 
Testa 1995). This framework allows any independent influence of business 
growth on community expenditures to be verified. While the Oakland-Testa 
results are still preliminary, it appears that business service demands do not 
overwhelm the beneficial influence of business development on community's 
tax base.
With regard to the indirect linkages between business development and the 
community fisc, studies have long recognized that business development can 
be induced or be accompanied by residential development. If so, and if such 
residential development gives rise to local fiscal strain, these indirect linkages 
of business development may negate direct fiscal advantages of community 
business growth. While many studies have addressed the land use interactions 
between residential and employment location decisions, until recently few 
studies have examined these behaviors within the context of suburban 
communities in which most U.S. population now resides. The Oakland-Testa 
framework and results suggest that there has been a significant pull of 
population toward employment location in Chicago suburbs during the 1980s. 
Employment growth tended to give rise to population pressures, while 
population growth was found, in turn, to give rise to local fiscal stress. 
Moreover, these population pressures were experienced not only by those 
communities where employment had increased, but also in surrounding 
communities where workers chose to commute to nearby jobs. Accordingly, 
individual community decisions regarding business development were found 
to have powerful potential impacts on neighboring communities.
The weaknesses of existing studies, along with the promising results of recent 
statistical work, argue for further study of both direct and indirect linkages
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between business development and both local fiscal health and land use 
decisions. The policy implications of such research are important on several 
fronts. First, local communities often have responsibility for making land use, 
public service, and tax abatement decisions with regard to business 
development. The fiscal calculus of these decisions affects community 
residents who are seeking low-cost yet abundant public services. In addition, 
the possibility that land use decisions encouraging business location have 
powerful impacts on neighboring communities lends added importance to a 
better understanding of the indirect linkages between business development 
and fiscal impact. While individual communities often decide whether or not 
to supply sites to for business development, the attendant impacts on job 
availability and on fiscal health may often fall on the remainder of a 
metropolitan area.
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Footnotes

ôel Garreau, E d g e  C i t y, Doubleday, 1991. p. 465.
2Unlike the assumption of some statistical studies and most fiscal impact 
studies, it appears from Ladd’s study that local residents comprehend that part 
of local taxes imposed on businesses are shifted forward to local consumers 
or backward to local wage earners or landowners. In their selection of 
property tax rates, communities act as if 39-45 percent of the property taxes 
paid by industrial property are borne by such property rather than by local 
residents (Ladd 1975).
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