




















CHAPTERI1

Gerald M. Lage

OKLAHOMA'S SPECIAL PROGRAMS
FOR ECONOMIC DEVELOPMENT

INTRODUCTION AND PURPOSE

he long-run trends of Oklahoma’s economic

development are generally well known. il
and agriculture dominated the resource-based de-
velopment of the economy, for better or worse, and
the population decline following the depression of
the 1930s was finally reversed in the 1950s, but
only in the late 1970s did the state finally increase
its percentage share of the national population.
The extraordinary energy-led growth after 1973
began to be taken for granted and the national re-
cessions of 1980 and 1981-82 were barely noticed.
Nonetheless, the end of easy growth without con-
scious public policy choices would soon become
painfully obvious,

Almost any aggregate income or employment
indicator will tell Oklahoma’s economic story of
the 1980s. The graph of real per capita personal
income in Chart 1 displays the dramatic end of the
energy boom in 1982, Just as most of the rest of
the country came out of the recession that year,
Oklahoma began its five-year economic slide, The
state’s relative income, which had virtually
reached parity with the national average, fell to
levels of 80 percent or less in the late 1980s. A
turnaround was not to come until the spring and
summer of 1987 when real incomes per person
started to rise again. Perhaps ironically, that was
also the time that several years of study and de-
bate on Oklahoma’s economic future culminated in
legislation to stimulate growth and diversity, led
by House Bill 1444 — the Economic Development
Act of 1987,

The economic hardships caused by a decline in
Oklahoma’s growth rate spawned many studies
dedicated to the determination of innovative eco-
nomic development incentives. During the sum-
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mer of 1986 Kent Olson opened his review of 93

such works, most written within the previous five

years, with the observations:
The development of the state’s economy may
be the number one social issue today in
Oklahoma, It was not always so. However,
the economy has faltered badly only recently,
and what becomes fashicnable in social
problems is often dictated by the sweep of
history.l

Other reports about the same time were by
Beldon Daniels? and the Hudson Institute.?

The purpose of this chapter is to review spe-
cial programs developed to encourage the forma-
tion, growth, and retention of private businesses
in Oklahoma. The programs discussed here result
from direct expenditures on various types of ser-
vices that complement the broad classes of eco-
nomic development incentives provided by tax and
hnancing incentives, especially those that provide
training, information and cost-reducing services
that make firms more competitive in their mar-
kets and the state more profitable as a business
location.

The plan of the chapter is to briefly review the
logical framework justifying these economic de-
velopment services as potentially desirable public
policy.4 Individual programs are then described,
and their performance is measured when data are
available. Finally, a survey of local economic de-
velopment professionals is described which re-
veals general satisfaction with the state’s pro-
grams in comparison with those of surrounding
states. A brief review of policy options for further
enhancement of incentive programs concludes the
chapter.

ECONOMIC DEVELOPMENT INCENTIVES
OF NEIGHBORING STATES

To place in perspective the specific targeted
economic development incentive programs of





















































































CHAPTER II

Alexander B. Holmes

OKLAHOMA TAX EXPENDITURES FOR
ECONOMIC DEVELOPMENT: POST HB 1444

INTRODUCTION

H ouse Bill 1444, passed in the 1987 session of
the Oklahoma Legislature, was hailed as a
watershed piece of legislation that would cure the
economic malaise in which Oklahoma’s economy
had existed since the oil bust of 1982, HB 1444
was a grab-bag of institutional changes creating a
multitude of governmental agencies, advisory
boards and commissions. Oversight of debt issu-
ance was increased by codifying standing Execu-
tive Orders on the allocation of the Private Activ-
ity Bond Cap. The Oklahoma Center for the
Advancement of Science and Technology was
constituted as a stand-alone state agency elevat-
ing it from a unit of the existing Department of
Commerce, and a variety of entities were created
with the intent to address the alleged shortage of
capital in Oklahoma for business formation.
Other than the granting of loan guarantees by the
newly constituted Oklahoma Development Fi-
nance Authority (previously the Oklahoma Devel-
opment Authority) precious little has come of
these other capital creating entities. But if insti-
tutional structural change was the problem with
Okla-homa’s economy, certainly HB 1444 more
than met the challenge.

Since HB 1444, Oklahoma’s economy has
grown steadily, albeit at a moderate rate. Unem-
ployment declined from a high of 8.1 percent in
June of 1987 to 6.6 percent in 1991. State rev-
enues grew at a rate of five percent annually, ad-
justed for tax rate increases and one-time revenue
sources. Oklahoma’s financial institutions stabi-
lized, after nearly a decade of turmoil, and have
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once again begun to show modest profits. One
would be hard pressed, however, to attribute much
of this economic growth te any of the institutional
changes forged in the Economic Recovery Act of
1987 (HB 1444). Indeed, the date of the passage
of HB 1444 coincides almost exactly with what is
now considered the end of Oklahoma’s oil bust
recession: June, 1987.

HB 1444 is, nevertheless, noteworthy because
its approach to economic development problems is
one of restructuring governmental institutions
rather than affecting the private sector through
either tax abatement or direct expenditures tar-
geted to immediate business needs such as road-
ways or employee training.

This approeach is in sharp contrast to economic
development efforts that followed HB 1444 and
that reached their zenith with the special legisla-
tion to attract a United Airlines maintenance fa-
cility to Oklahoma City in 1991, The character of
economic development legislation became much
more industry specific and very closely tied to the
needs and requests of particular projects. Broadly
speaking, this approach to economic development
can be classified as project driven, with the state
reacting to requests for either direct expenditures
or targeted tax abatement. Elsewhere in this vol-
ume the programs that the state has created to
respond to requests for direct expenditures and fi-
nancing to attract business projects are addressed.

This paper discusses the tax abatement leg-
islation implemented since HB 1444, Tax expen-
ditures are defined and current ones are enumer-
ated. The relative merit of tax expenditures is
discussed. Finally, a detailed discussion of newly
created tax expenditures is provided with a cri-
tique of these as an economic development tool.

TAX PREFERENCES PRIOR TO HB 1444

Tax preferences, or tax expenditures, are cre-
ated when the state grants, as an exception to































CHAPTER III

David Penn
Craig Knutson

MARKETING AND AWARENESS
OF STATE FINANCIAL ASSISTANCE PROGRAMS

INTRODUCTION

L ack of awareness regarding state programs
among potential lenders, such as bankers,
and potential borrowers, such as manufacturers,
will affect the mix of businesses that apply for and
receive assistance from the state. The mix of
applicants is important, since state financial as-
sistance programs are sources of job and income
creation in Oklahoma. Lack ofinformation regard-
ing these programs could result in a portfolio of
projects that is sub-optimal from the perspective of
long-term economic growth in Oklahoma. Since
information is costly to produce and distribute,
there will inevitably be projects that should receive
funding from state agencies that go unfunded due
to lack of awareness of the programs. While pro-
gram managers probably do well in terms of se-
lecting the best projects from the pool of applicants,
the issue is whether the pool of applicants consists
of the best potential projects. Businesses that are
not aware of the programs cannot apply.

Businesses and financial institutions may have
many reasons for not taking advantage of state
financial assistance programs. Perceived high
administrative costs of monitoring and financial
documentation may discourage applications to the
programs. Other reasons include the difficulty of
satisfying eligibility requirements, costs related to
traveling to agencies at the state capital, and
perhaps even a disdain for government programs
in general.
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State agencies and authorities have little con-
trol over some of these factors. They can greatly
influence, however, the manner in which informa-
tion regarding these programs is produced and
distributed and therefore affect the level of
awareness of the programs.

The purpose of this chapter is to examine the
level of awareness among Oklahoma bankers and
manufacturersregarding state financial assistance
programs. First, the current strategy of marketing
state programsis presented from the perspective of
the agencies. The next portion of the chapter sum-
marizes a survey of awareness of state financial
programs among Oklahoma bankers and manufac-
turers. Finally, the last section offers some con-
cluding comments.

CURRENT STATE PROGRAM
MARKETING STRATEGY

The level of awareness of the programs is par-
tially determined by marketing strategy. Thus, it
is important to examine how state financial pro-
grams market their services and how from the
perspective of the agency, given additional re-
sources, they might be marketed differently. In-
person and telephone interviews were scheduled
with managers of each of four state programs that
are involved in lending to manufacturers and/or
small business firms within the state. These pro-
grams are: the Oklahoma Linked Deposit Pro-
grams {OLDP), Oklahoma Finance Authorities
(OIFA & ODFA), Export Finance Program (EFP)
at the Oklahoma Department of Commerce
(ODOC), and the Community Development Block
Grant - Economic Development Financing Pro-
gram at ODOC.

Our questions to each of the managers were:
{1) How do you currently market your program?
and (2) If you could make any changes, how would
you change the manner in which you currently
market your program? A summary of these dis-
cussions follows.























































CHAPTER IV

Kent W. Olson
Donald A, Murry

THE 1990 CLEAN AIR ACT AMENDMENTS
AND THEIR IMPACT ON OKLAHOMA

O n November 15, 1990, President Bush ap-
proved the Clean Air Act Amendments
(CAAA) of 1990, ushering in sweeping changes in
the nation’s plans to clean up its air. No state will
be left untouched by this action, but the impact of
these amendments will not be uniform across the
various states. Thus, there is a need for studies
focused on particular states.

This study focuses on how Oklahoma is likely
to be affected by certain portions of the CAAA:

* new provisions for changes in motor vehicles
and fuels,

¢ revised regulations for ground-level ozone
and carben monoxide,

* new regulations for toxic air pollutants,

* new approaches to control emissions {sulfur
dioxide and nitrogen oxides) that cause acid
rain, and

* anew program for operating permits.

The CAAA also contain provisions for controlling
particulates, offshore sources of air pollution,
stratospheric ozone, and tough new sanctions for
those who fail to comply with the Clean Air Act, as
amended. We omijt these features because they
are relatively unimportant problems in Okla-
homa or that they will have little impact on the
state’s chances for economic development.

We have organized this paper in sections cor-
responding to principal provisions of the CAAA,
Each section contains a brief description of the
problem or problems addressed by the CAAA and
the problem-solving strategy provided in the
amendments, the relevance of the problems and
strategies for Oklahoma, and state policy options.
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MOTOR VEHICLES AND FUELS

The Problem

Motor vehicles contribute heavily to a variety
of air pollution problems. In 1986, they accounted
for over 70 percent of the carbon monoxide (CO)
present in urban air sheds, They also produced 43
percent of the country’s airborne nitregen oxides
(NOy) and one-third of its volatile organic com-
pounds (VOCs). NO, and VOCs combine in the
presence of sunlight to produce ozone, a bluish gas
that is harmful to people, plants, and physical
substances when present in excessive amounts
near the earth’s surface. NOy is a precursor of acid
rain, and VOCs contribute to over half of the
nation’s toxic air pollutants,

The discouraging aspect of this problem is
that it still exists after more than two decades of
governmental efforts to reduce pollutants attrib-
utable to the internal combustion engine. Be-
tween 1970 and 1987, however, the volatility of
gasoline increased by more than 20 percent as re-
finers substituted various chemical compounds for
lead to keep octane ratings at acceptable levels.
These compounds significantly increased emis-
sions of VOCs and CO. In the meantime, re-
searchers discovered major losses of VOCs from
refueling and from gas tank heating which occurs
during vehicle operation. EPA studies also showed
that catalytic converters deteriorate rapidly after
50,000 miles, and that existing vehicle inspection
and maintenance programs often are ineffective.
Finally, there was a steady growth in the number
of vehicles, vehicle miles traveled, and urban con-
gestion.

Cleaner Vehicles. To address these prob-
lems, the 1990 CAAA require both cleaner vehicles
and cleaner fuels. Startingin 1994, new cars must
emit about 30 percent fewer hydrocarbons and 60
percent less NOy than they do today. The useful
life of emissions control equipment, such as the
catalytic converter, must increase from 50,000 to





























































Previous Studies

1991

State Government Provision of Business Finance in
Oklahoma

HB 1017: The Education Reform Act of 1990

Oklahoma's Corporate International Trade
Opportunities in Eastern Europe

Choice: The Next Educational Reform

Changes in Oklahoma's Tax Base in the 1980s:
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Approaches to State Policy

The Cotton Industry in Oklahoma:
Current Status and Future Prospects

1990
Oklahoma Constitutional Revision 1988-1989

State Debt Management and Budgeting for Capital
Needs in Oklahoma
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Influences on the USA and Oklahoma Economies

Child Care: What Role for State Government?
Measures of Diversification
Agricultural Product Processing in Oklahoma

Public Policies Affecting the Oklahoma Coal Mining
Industry

The First Session of the 42nd Oklahoma Legislature:

Highlights and Economic Development Initiatives

1989

Target Industry Analysis
Migration of New College Freshmen in Oklahoma

Resources for Oklahoma Public Education:
Needs and Sources

State Policy Toward Indian Tribes and Economic
Development in Oklahoma

Impact of Tourism and Recreation on Oklahoma
State Policy for the Development of the Warehousing
and Distribution Industry in Oklahoma

1988

Tax Exempt Bond Financing — A New Era for
Cklahoma Trust Authorities

Impediments to Growth of Small Manufacturers
in Oklahoma: Another Perspective

Constitutional Reform and Economic Development
in Oklahoma

The Legislative Development Efforts and Economic
Diversification

College Student Migration and State Economic
Growth

Improving Oklahoma Higher Education:
The Unfinished Agenda

Banking — An Industry in Crisis The State Response
Retailing, Public Policy, and Economic Growth

Oklahoma’s 41st Legislature: A Review and Analysis
of the First Session

1986

Impediments to Locating Manufacturing Activities in
Oklahoma: An Update

The Status of the Oil and Gas Sector
Systematic Thinking for State Tax Reform

Laocal Infrastructures in Oklahoma and Economic
Development

The Oklahoma Ethics Commission:
Toward Greater Confidence in the Public Sector

Higher Education and Economic Growth:
The Quality Dimension

Tort Reform and Insurance Rates Deregulation of the
Trucking Industry: Current Issues

1985
QOklahoma State Government Reform in 1985

State Government Responses to Changing Natural
Gas Markets

Right-to-Work in Oklahoma

Legistative Initiatives to Increase the Supply of
Venture Capital in Oklahoma

New Tax Initiatives for Economic Development
Industrial Hazardous Waste Policy in Oklahoma

Workers’ Compensation Legislation: An Introductory
Evaluation

Education and Economic Development in Oklahoma:
Recent Initiatives




1984

Economic Development Implications of
Governmental Reform

The Council on Science and Technology

State Financing of Higher Education: How Well is
Oklahoma Doing?

Oklahoma’s Constitution and Economic Development
Policies: Are they Compatible?

Renewed Local Tax Effort and the Continuing
Property Tax Controversy

Agriculture and Oklahoma Economic Growth

State Financing of Local Water Projects Revisited
The Job Training Partnership Act in Oklahoma

1983
State Response to Declining Revenue Growth
The Human Services Budget: Problems and Issues
State Policies Affecting Loca! Government
Oklahoma Enterprise Zone Act: An Empty Shell
Natural Gas Market Ordering Initiatives

The Creation of a New Industry:
Parimutuel Betting

State Control of Bank Structure in Oklahoma
The Interest m High Technology and Economic Growth

1982
Workers’ Compensation
Hazardous Waste
L.and Commission

Rail Abandonment and the Oklahoma Program to
Restore Service

The Prospects for Nuclear Power inOklahoma;
The Black Fox Decision

State Government Financing of Water Resource
Development in Oklahoma

Oklahoma State Merit System
The Impact of the New Federalism

Unfunded Liabilities in State and Local Government
Pension Programs

Toward a Savings Account for Oklahoma State
Government

Property Tax Equalization




