
Leveraging Incentives for Community Economic Development 

 

When strategically designed and used, business incentives can serve as a powerful 

community economic development tool.  Incentives provide an opportunity for local 

governments to establish economic development priorities and negotiate widely 

distributed benefits.  The following recommendations support incentives that produce 

shared gains for local government, business and residents alike. 

 

Hire Local Residents 

 

Improving local employment is the biggest benefit an incentive can offer.  Not only do 

formerly un- or under-employed residents of a town, city or county enjoy increased 

earnings when they acquire a job in their jurisdiction, those who move up to better-

paying positions create new employment opportunities for those coming up behind them.  

Newly hired employees gain valuable work experience that can put them on the path to 

long-term economic well-being.  Growth in local employment is good for government 

since it reduces the cost of social services and increases tax revenue.  And businesses 

benefit from reduced absenteeism and turnover rates.
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In contrast, incentivized projects that employ few or no residents generate none of these 

benefits for local communities and businesses.  Additionally, a large-scale influx of 

newcomers—attracted by jobs or brought in by the company—may lead to fiscal costs 

(for expanded public services and infrastructure) and environmental harms (such as more 

pollution, traffic and sprawl, and less greenspace).  

 

Local governments can encourage incentivized businesses to provide employment for 

local residents without mandating it.  In North Carolina, one innovative approach is to 

pair local employment or workforce development agencies with incentivized companies 

[link to Chatham, Durham policies or descriptions].  The partner agency works with the 

company to ascertain employment needs, find qualified local residents and submit job 

applications for first consideration.  In addition to increasing local employment, these 

partnerships assist businesses by screening and training applicants, and create 

opportunities to assess workforce skills, address training gaps, and develop ongoing 

relationships with incentivized companies [link to Durham description?]. 

 

 

Enforceable Wage and Benefit Standards 
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Communities that struggle to attract new jobs may feel that any job gained is a good one.  

However, research shows that jobs that pay less than the industry average produce no 

earnings benefits for local workers.  By incorporating enforceable wage and benefit 

standards into incentive agreements, local officials can ensure good jobs for workers, as 

well as set a benchmark for similar, non-incentivized positions.  Wage standards, which 

can be monitored and enforced through regular reporting, also prevent a race to the 

bottom in which different locales are driven to underbid each other in pursuit of low-

paying jobs. 

 

 

Offer Upfront and In-kind Services 

 

Upfront and in-kind services offered as part of an incentive package boost its cost 

effectiveness.  Upfront incentives are more responsive to business needs.  Since 

businesses seek quick production and profitability from new projects, an upfront 

incentive is more useful and more attractive from a business perspective because it brings 

in resources when they are most needed.  Upfront incentives also serve as a reality check 

for decisionmakers since the costs are more immediate, not many years down the road. 

 

Local governments can protect their investment through the use of legally binding 

clawback provisions in the incentive agreement.  That way, if the business fails to 

produce the promised performance goals, the local government can recover some portion 

of its funds [link to incentives overview/clawback info].   

 

Not all incentives take the form of a cash grant.  In-kind services such as customized 

training and infrastructure development address immediate business needs while sowing 

the seeds for long-term benefits.  In-kind services can become community assets 

regardless of the incentivized project’s success.  For example, customized training can 

increase the chances that local residents will be hired and can give individual workers and 

the region’s workforce specialized and desirable skills [link to something on training?].  

Likewise, infrastructure developed for one project can be used by other local businesses 

or to attract new ones.  In-kind services also tend to come into play at the beginning of a 

project and thus offer the advantage of being upfront as well.   

 

 

Other Ways to Enhance Incentive Gains 

 

Incentives can benefit a community in other ways.  They can encourage the use of local 

sites or assets that are not living up to their full potential.  Vacant buildings, underutilized 

infrastructure or “brownfield” sites are all examples of relatively unproductive resources 

that incentives turn into assets.  Tapping into these underused resources often benefits 

businesses, as they can be less expensive than new construction.  In addition, 

intentionally targeting specific locations serves comprehensive planning efforts, directs 

economic activity toward overlooked neighborhoods and promotes historical 

preservation, environmental reclamation and wise land use.   



 

Incentives can build a community’s economic base by favoring export-based industries, 

such as manufacturing and tourism.  Export-based industries produce goods or services 

that are sold outside of the region and bring in new dollars.  If a new project is neither 

export-based nor a substitute for imports (goods and services that come from outside the 

region), then it runs the risk of competing with already-established businesses.  Incentives 

can also be used to fill supply-chain gaps in order to support existing businesses and 

build on regional economic strengths.   

 

Although new projects are usually the most ballyhooed, using incentives to retain and 

expand existing businesses can be more productive.  Most jobs are either gained or lost 

due to a local business expanding, cutting back or closing altogether.  These changes can 

have far more impact on a local economy than a new plant opening.  Additionally, a local 

business usually has ties to a place that make it more committed to staying than other, 

more footloose, companies.  Small but growing businesses may be especially amenable to 

non-monetary incentives such as assistance with permitting, customized training, access 

to consultants and advice (via extension services, for example) and infrastructure. 

 

Incentive deals are more likely to be beneficial if selected carefully.  Capping the number 

of deals or the dollar amount that can be committed is a powerful way to make sure that 

decisionmakers proceed with circumspection.  Providing a list of specific criteria that 

incentive deals should meet is another way to test a prospective project’s merits against 

objective, predetermined standards.  

 

Lastly, clearly framing the granting of incentive awards within a larger set of economic 

development goals helps economic development professionals and policymakers make 

better decisions about which firms and projects deserve public funds.  

 

Public funds spent on incentives are diverted away from other local needs.  This set of 

best practices will help steer incentive activity toward well-considered projects that 

generate gains for the entire community and ensure that incentives earn their keep. 

 


