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HOUSE JOINT RESOLUTION 21

BACKGROUND

Despite their importance, economic
development issues in Montana have, for some time, been a source of
confusion and controversy. Appropriate research, literature and accepted
"textbook" models of state government strategies and its administration are
virtually nonexistent. Economic policies such as tax and fiscal concessions
are usually poorly argued and documented. However, The Montana Economic
Study (1970) addressed state development policies and much of that work
remains pertinent.

Until recently, good research on economic issues has also been rare in other
states, and legislatures have not recognized the need to pay for research.
Consequently, well articulated criticisms of adopted policies have not been
accessible to volitical leaders. The net result of this deficiency is that
legislators or executive branch officers have preoccupied themselves with
unimaginative development strategies (smokestack chasing--the indiscriminate
hunt for out of state industries) rather than implementing well-coordinated
fiscal, regulatory, and expenditure programs. Along with various forms of tax
incentives, the process has become counterproductive. This in turn has masked
attempts at new directions in économic development policy and resulted in a
zero-sum game of economic development, each state competing at the expense of
another.

When research has been conducted, it usually failed to inquire whether "captured"
industry actually creates Jjobs for current residents of a state, or account

for the heavy burdens placed on local infrastructures and tax bases by new

plant locations. A newly relocated plant for example may have specialized labor
requirements which oblige it to bring a significant portion of its workforce with
it. Jobs for local residents may be few, menial, or both. This leads to a
serious depletion of revenues, the net result being inadequate public facilities
and services, some of the important drawing cards for industry in the first place.
As a result of past experience and new relevant data, politicians and business
interests alike are now discovering that state and local services require ultimate

payment, and are recognizing the drawbacks of short-term attractions and long-
term costs.

Although special interests support tax abatements, the level of business taxes
and the number of abatements have far less impact on investment decisions than
is often assumed, and rarely have much effect on interstate or interregional
choice of industrial location. Recent studies have illustrated that efforts
such as tax and fiscal concessions involve excessive costs, lead to abuses, and
most serious of all, simply miss the mark of where the real potential lies for
increased employment. Independent economists and other observers overwhelmingly
distain them.



Tax incentives do however, perform a psychological function by assuring
investors that an area is interested in economic development, but there
is a thin line between legitimate encouragement of economic activity and
raids on the public treasury for such purposes.

Given the past experience of other states, it is
ill-advised for state officials to focus on smokestack chasing and tax
incentives to create jobs. Recent research has shown that Job generation
is accomplished by the birth and expansion of independent corporations and
not from branch plants, headquarters, or relocation of multi-plant operationms.
It therefore appears that state involvement and strategy, if any, should focus
on retention and growth of existing businesses and the promotion of new
industry in a fair and policially acceptable manner. Utilization of Montana's
coal tax trust fund has been suggested as a vehicle to help accomplish this
effort.

The revenue from this tax is non-recurring because it is obtained from a
non-renewable resource. The use of this revenue would best be used for invest-
ments in economic development producing recurring revenues, i.e. invested in
the creation of new growing, small, enterprises rather than the support of
decaying large enterprises.

Major forces in Montana's economic future will be the state's distance from
market areas and its raw materials based economy. Therefore rapid economic
development and diversification may not be expected. The quality of economic
policy decisions will depend on the quantity and quality of information on which
they are based. Policy makers should insist that premium level information be
available.

Concerns and controversy have consistently reappeared in
Montana as to the reasons for the exportation of the state's natural resources
for manufacturing, refining, and processing elsewhere. A primary interest is
the employment such activities could provide if carried on in the state.

The 46th Montana Legislature through HJR 21 sought answers to this question
by proposing a study which would make available creditable, unbiased, - factual
information. The resolution requested research which would suggest ways state
government could encourage the development of resource-based industries in
Montana while preserving the state's physical environment.

Apparently recognizing the problems associated with the past forementioned
economic development strategies, the legislature also called for new and
innovative means to improve Montana's economic and social future.
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AND PURPOSE House Joint Resolution 21 requesteq the
Environmental Quality Council to study the best means of promoting and
developing industries that will use Montana's resources within the state
while providing environmental protection,

The resolution directed the Council to provide information as to the con-
troversy and reasons for exportation of Montana's resources and to assemble
a creditable, unbiased fact base relative to the state's past, present, and
future economic and social position.

The study was intended to afford the public and private sectors of Montana
a basis for better management of our existing capabilities and for new and

innovative means of future improvement for such capabilities.

The Environmental Quality Council staff commenced work
on the resolution by conducting a preliminary literature search. Materials
relsvant to general economic develooment issues were gathered and researched.
Major items of this effort included state taxation, development finance, and
Job creation. Specific focus included tax incentives, property and severance
taxes, plant locational factors, plant closings, and job generation processes.

The scope of the study also included a series of oral
presentations. Representatives of various industries, government officials
and an independent economist were invited to present perspectives at the
January 25, 1980 Environmental Quality Council meeting. The intent was to
solicit input and identify problems pursuant to the directives of the resolution.
The speakers were requested to focus attention on Montana's taxes and natural
resource laws which were felt to be detrimental to the implementation of industry
in Montana. Further, it was requested that specifics be sited and problems
ldentified so that legislators could subsequently address them.

Following is a brief general summary and recommendations of each participant.

SMELTING AND MINING - This participant sited the need to recognize Montana's
position as a basic resource state and the significance of the small miner
in the mineral industry. Limited financing, government regulations, permit
time frames, and anti-mining philosophy were identified as being problems for
small miners. Recommendations included simplifying regulations and increasing
cooperation and flow of information between agencies.

The speaker also sited the importance of Montana's smelting facilities to the
tax base and employment and supplied data pertaining to the costs of implement-
ing and maintaining pollution controls. The representative encouraged the
eéxamination of property taxation of pollution control facilities and recommended
that remedial legislation be enacted to exempt these facilities from property
taxes.
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URANTUM - The speaker presented a summary of uranium exploration and
development and explained how these phases of the ureanium industry meets the
regulations imposed upon them by various government agencies. Since no two
deposits of uranium are alike, regional environmental impact statements were
deemed objectional. To adequately protect the public and the environment, the
environmental impact statement should be site-specific.

The spokesman did not advocate the abolition of regulation, but rather
recommended rational legislation to govern the orderly development of all
natural resources, and the avoidance of duplication when drafting and imple-
menting such legislation.

Various procedures involved in the exploration of uranium were detailed and
applicable laws of other states governing the disposition of drill holes were
compared. It was recommended that Montana review the legislation of other
states to determine how it might guide the development of legislation in the
state.

REAL ESTATE AND DEVELOPMENT - This perspective included a discussion of
économic development in general. It was recommended that basics be understood
and considered by decision-makers before establishing an economic development

policy for the state. The following five fundamentals were outlined for
consideration.

(1) Value Added Concept - to generate wealth, land, labor, and capital
must be combined to create a marketable, higher value product.

(2) Plant Location Process - includes the analysis of transportation,
labor, raw materials, utilities, construction and subjective factors.

(3) Recognition of Montana's shortcomings and strengths - shortcomings
include population, distance, labor skills, and lack of supportive operations.
Those that indicate potential for profitability are lumber, mining, metals,
and agricultural processing.

(%) Financing - despite a popular excuse for lack of development, money
is available for viable projects in the state.

(5) Appreciation of the success of out of state entrepreneurs - Montanans
do not have a corner on business, engineering, and management genesis. Unlike
giant corporations, we lack staying power and the broad range of management
and technical skills.

Public and government attitude toward development was displayed as being
negative and thus contributed to lack of investment in Montana. Participatory
government (public hearings) and administrative rules were also sited as factors
which discourage investment. Well defined rules for decision-making were
suggested as remedies.

Property taxes were not rated high as a major factor in plant location analysis,
but Montana's 30% coal severance tax and the Major Facilities Siting Act were
pictured as a burden, punitive, and anti-industry.
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FOREST PRODUCTS - General concerns of the forest products industry
were expressed. Specific problems of the industry include rail car shortages
(retirement rate exceeds replacement) and high freight rates. Montana was
sited as being heavily unionized which makes competition difficult with
adjoining areas which are not.

Property taxes were identified as contributing to the problem of attracting
businesses into the state. This representative urged the support of an
orderly development of the timber resource in the state and advocated accept-
able environmental standards. Coordination of federal and state laws was
also recommended.

PETROLEUM INDUSTRY - Material relevant to petroleum products and drilling
programs were presented to the Council. Tax comparisons between Montana and
the adjacent states of Wyoming and North Dakota were drawn. The data presented,
indicated that a lower level of exploration activity in Montana compared to
the other states was due to the differences in tax rates.

The speaker advocated legislation that would provide uniform and reasonable
tax rates in addition to reasonable rules and regulations.

GOVERNMENT REPRESENTATIVE - A former representative of state government
presented general observations pursuant to Montana's environmental laws.
Current laws were defended as not prohibiting the development of resources but
rather, having a limiting controlling effect on the rate and manner in which
the states resources are developed. Legislation which places these limits on
development were passed by the legislature as a reflection of the intent of the
people. If the intent changes, changes in the laws can be assumed and
anticipated,

The Major Facilities Siting Act received specific attention. The Department
of Natural Resources and Conservation and its board are instructed by law to
determine the public need for major energy facilities in the state and places
them in an adversary and controversial position. Yet no specific definition
is written into the statute which identifies whether the need is state,
regional, or national. Other problems identified were the lack of state
forecasting capabilities and specific definition of environmental criteria.
Legislative changes were suggested in these areas.

Montana's lack of comprehensive planning effort was sited as a major problem.
Fragmented programs dealing with energy, agriculture, water, development, etec.,
are interrelated and require comprehensive and coordinated consideration. State
wide educational television was recommended as a vehicle to provide citizens

with a variety of issues and scenerios relevant to resource development proposals.
This medium could be utilized to foster informed ideas, discussion, and gather
citizen input for possible legislation. This public participation and feedback
could then be implemented by the legislature and executive branch.

Montana's future economic development will depend upon resource extraction,

and like all other activities, has adverse impacts on the environment. Improved
and innovative technology can minimize these impacts, and research and develop-
ment was suggested as an obvious pPlace for the investment of state money.
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Utilization of both renewable and nonrenewable resources were suggested
as strategy to attract clean industry and foster future economic development.

Low pay for state employees and the practice of contracting work out of state
were identified as having adverse effects. State agencies were encouraged
to spend money locally on these activities to begin building technical skills
within the state.

GOVERNOR'S OFFICE - A representative of the Governor's Office discussed
state laws, regulations, and policy. Executive Branch work was described as
the administration of laws passed by the legislature. Current laws concerning
resource management and development largely reflect the will and express the
desires of the people. State policy is therefore one of a cautious,
sensitive, and balanced approach to resource development. Such policy is
expressed by each of the following:

(1) The exercise of influence over major outside initiatives. This is
implemented by the Major Facilities Siting Act (MFSA), pollution control
regulations, mining laws, and water adjudication process.

(2) Maintenance of the integrity and productivity of the resource base.
The Mine Reclamation Act and Subdivision laws implement this facet.

(3) Conservation of the resource base to provide intergenerational
equity. Reclamation laws and severence taxes are involved in this effort.

(4) Utilization of nonmrenewable resources to promote long-term economic
welfare.

Involved here are idemnity trust taxes and coal severance set aside.

The implementation of this approach was described as consistent with the goal
of enhancing long-term economic stability and maintaining the amenities of
lifestyle cherished by Montanans.

Areas which may require some legislative and administrative attention are
timber taxation, tax administration and coordination of permit procedures.

It was suggested that severance taxes are more consistent with the long term
nature of timber production rather than the ad valorem approach.

The various taxes paid on a simple resource are administered separately and
may require more paperwork than necessary if notification and collection were
consolidated.

Environmental regulations are at times fragmented, however, separate review
is necessary to retain the integrity of separate agencies! jurisdictionms.
Conversely, a coordinated approach may be effective in diminishing time frames.

The state's overall approach may leave an impression of a lack of interest
in sensitive development. This was not viewed as a problem with existing

.



