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TO: The Honorable City Council
FROM: David Whitaker, Director%%
Legislative Policy Division
DATE: October 21, 2024
RE: Citizens Research Council of Michigan’s Report on Detroit’s Use of Tax Abatements and

Alternative Strategies

Council President Mary Sheffield requested the Legislative Policy Division (LPD) to address the question
of whether the City of Detroit Downtown Development Authority (DDA) has achieved its original purpose

and is it still needed given the current economic condition of the City of Detroit.

LPD selected the Citizens Research Council of Michigan (CRC) to provide an independent and unbiased
expert analysis to address this question. The Council approved LPD's contract with the CRC on January 9,

2024. For Council's edification, the following information is from CRC's website:

"The Citizens Research Council of Michigan is noted for the accuracy and objectivity of its research.
The Citizens Research Council does not lobby, support or oppose candidates for public office, or take
positions on ballot issues. Instead, the Research Council relies on the presentation of its research
findings to bring about sound public policy on state and local issues. The hallmark of the Citizens
Research Council is timely, reliable information researched in an independent, nonpartisan manner.
As a result of the credibility earned by the Research Council, it is often the only organization that can

address controversial issues in an objective fashion”.

LPD felt the CRC, a Michigan-based organization with many years of experience looking at properly tax,
tax increment financing, and tax incentive policies, was the best candidate to provide this independent

analysis of the DDA and Detroit's economic condition.

In February 2024, the CRC released a report entitled "An Assessment of Detroit’s Economic



Condition and A Critique of Its Economic Development Efforts". This CRC Report represented phase
one of the CRC contract, and it addresses Council President Sheffield's question of whether there is a
continuing need of the DDA and provides an assessment of the City of Detroit's economic condition
and economic development efforts. This report can be found on LPD’s website, which is under City
Council’s website.

As a reminder, on March 25, 2024, LPD submitted a report to City Council entitled “Detroit
Downtown Development Authority (DDA) Report”. This report served as a supplement to the CRC
report mentioned above. This report can also be found on LPD’s website.

In September 2024, the CRC released a report entitled "Allowing the Detroit DDA’s (Downtown
Development Authority)’s Captured Tax Revenues to Again Fund Government Services”. This CRC
report provides an additional assessment of the City of Detroit’s economic condition and offers
recommended reforms to the use of the DDA’s captured tax revenues for the benefit of enhancing
government services for the City of Detroit and other taxing jurisdictions. This report can also be found
on LPD’s website.

In addition, LPD received a request from Council Member Angela Whitfield Calloway to provide a
report regarding the reform of the current tax abatement structure in the City of Detroit. More
specifically, Council Member Calloway requested LPD to 1) perform an assessment of the current
structure; 2) provide best practices and comparative analysis; and 3) provide policy recommendations.

For the Council's information, attached is CRC's report entitled “Detroit’s Use of Tax Abatements and
Alternative Strategies to Improve Competitiveness”. This report represents CRC’s second phase of its
contract, and it addresses Council Member Calloway's questions previously mentioned. CRC's phase two
report will be posted on LPD’s website by October 22, 2024.

Please let us know if we can be of any more assistance.

Attachment
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Detroit’s Use of Tax Abatements and Alternative
Strategies to Improve Competitiveness

Summary

Rooted in the city’s use of tax abatements is an un-
derlying understanding that the city is economically
not competitive with larger cities in surrounding
states or many of its surrounding suburbs. A history
of taxes levied at relatively high rates, high insur-
ance costs, crime, aging infrastructure, and other
factors have made this difficult in Detroit. Ongoing
efforts are attempting to address these issues. In the
interim, the city has been able to meet the needs
of individual businesses and developers through a
number of economic development tools including
tax abatements.

Property Tax Background

Property tax abatements generally work by exempt-
ing the properties from the general ad valorem prop-
erty taxation and levying a specific tax in its place.
They authorize cities, villages, or townships to reduce
the cumulative tax burden created by all jurisdictions
serving the property(s). That specific tax is generally
a) levied at half of the total tax rate that the property
owner would pay or b) freezes the value of reha-
bilitated buildings at their pre-rehabilitation values.
While cities, villages, and townships decide wheth-

The abatements are good for a specific number of
years, after which they either phase back or pop back
to the tax rate levied on all other properties.

Property tax abatement programs are designed to
encourage economic development by providing an
incentive to locate a business facility in a particular
jurisdiction. The tax reduction incentive aims to
induce economic development that would not occur
in that location absent the incentive.

Tax Abatement Authorizing Laws

The following are the tax abatements authorized by
state law.

The industrial facilities tax abatement (IFE) provides
property tax reductions for qualified (1) new develop-
ments, (2) expansions, or (3) rehabilitation efforts
for industrial and high-technology purposes.

The Obsolete Property Rehabilitation Act (OPRA) of-
fers a tax abatement program targeted specifically at
the rehabilitation and reuse of obsolete structures.

The Commercial Rehabilitation Tax (CRA) Abatement

er to grant

tax abate- Table5

ments, the  Number and Value of Tax Abatements Granted by Detroit, 2017 to 2023
abatements

reduce the Number of Total Value of Average Value Total
tax yield for Abatements Granted Abatements Granted of Abatements Development Costs
all levels 2017 13 $19,433,323 $1,494,871 $173,608,637
of govern- 2018 17 $330,679,577 $16,533,979 $1,041,193,828
ment (with 2019 31 $126,996,638 $3,848,383 $1,530,201,457
the State 2020 28 $41,971,165 $1,353,909 $488,844,011
Education 2021 25 $77,491,567 $2,980,445 $835,202,401
Tax often 2022 22 $109,048,857 $4,543,702 $1,909,620,374
treated dif- 202 35 $137,074,954 $3514742  $1,584,974,279
ferently). Total 2017-23 171 $842,696,081 $4,928,047 $7,563,644,987

Source: Detroit Economic Growth Corporation.
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offers owners of commercial properties benefits akin
to the OPRA abatements, but the law extends these
benefits to all cities, villages and townships and does
not require the property to be blighted or function-
ally obsolete.

Commercial Redevelopment Act (CFE) tax abate-
ments offer tax benefits for replacing or restoring
commercial property.

Renaissance zones (RZ) provide a targeted-zone
program that waives all business or resident site-
specific state and local taxes.

A provision in the General Property Tax Act allows
distressed communities, county seats, and certain
border county communities to provide New Personal
Property exemptions on taxes for eligible businesses.

Neighborhood Enterprise Zones (NEZs) provide tax in-
centives for housing development and improvement.

Detroit’s Targeted Approach to
Competitiveness

For Detroit, the granting of tax abatements has be-
come about much more than creating jobs for Detroit
residents or residents of Southeast Michigan. The use
of tax abatements has evolved into a tool to help
make Detroit more competitive for business attrac-
tion, and therefore a means of growing the base of
the city’s income tax. Similarly, abatements are now
being used to entice the restoration and rehabilitation
of older, underused commercial buildings.

The data that follows suggests that rehabilitating
old buildings and environmental cleanup may be the
primary issues for which developers need the most
help. Detroit was developed but then lost people and
businesses. Those that left did not take the departed
structure with them. As a result, the city was left with
abandoned houses, apartment buildings, store fronts,
warehouses, parts distribution centers, industrial fa-
cilities, and other structures that stayed unused for
years. Some of these properties were contaminated
with chemicals, asbestos, and other materials. Some
became unusable as time and the weather caused
damage. Many require retrofitting of their electrical
or HVAC systems to meet current needs.

il v

Between 2017 and 2023, Detroit facilitated 171 de-
velopment projects by abating property from taxation
for several years to follow (see Table A). The total
estimated value of the abated property taxes was
$843 million.

During this period, the city granted an average of
24 abatements per year, with an average sum of the
estimated multi-year incentives granted equaling
$86.2 million per year. Tax incentives provided from
2017 through 2023 averaged $4.4 million per project.

The city used $753 million of tax abatements to at-
tract more than $7.5 billion in development invest-
ments. While the city offered about 11 percent of the
development costs on average, individual projects
varied from one percent of several mixed-use projects
to 110 percent of the Nardin Park project in 2023.

Most tax abatements granted over the past seven
years have related to rehabilitating obsolete property
and enhancing housing opportunities with a steady
flow of obsolete property rehabilitation, commercial
rehabilitation, and commercial redevelopment abate-
ments.

By far, the largest amount of tax incentives was
granted through renaissance zones (driven primar-
ily by rehabilitation of Train Station and Book De-
pository). At smaller scales, the next largest average
value of tax abatements was granted as commercial
redevelopment tax abatements and commercial re-
habilitation tax abatements.

Renaissance zones were created with the greatest
expectations of job creation. Also significant, the
new personal property exemptions were expected
to create new jobs.

Commercial redevelopment abatements had the
highest cost per job to be created, more than
$145,000 in tax incentives per expected job, a high
price per job to be created. The cost of expected
jobs per abatement is less significant for obsolete
property and commercial rehabilitation abatements,
but again the city has benefited developers return-
ing buildings to productive use. The cost of creating
1,873 expected jobs through industrial facilities tax
abatements was relatively low.



Geographic Distribution of Tax Abatements

For sake of simplicity, city council districts are used
to illustrate the geographic distribution of tax abate-
ments. Detroit has not granted tax abatements
evenly across the city’s council districts — but it is
not necessary to think that it should. The city has
granted 48 percent of the tax abatements from 2017
to 2023 in District 5 that includes half of downtown,
half of midtown, and the near east side. Another 43
percent of abatements were granted in District 6 that
includes the other half of downtown, the other half
of midtown, and the downriver region.

In recent years, the city has placed greater emphasis
on development efforts outside of downtown and
midtown. In 2022, 44 percent of all abatements were
for properties outside of the greater downtown area.
In 2023, 57 percent of the projects were outside
of the greater downtown area. In both years, the
value of the abatements and the total development
costs heavily tilt toward the greater downtown area
because the investments that developers and busi-
nesses propose to make are much larger in value in
the greater downtown area.

Judging the Impact of Abatements

Judging the effectiveness of Detroit’s use of tax
abatements over the 50 years Michigan laws have
authorized abatements is challenging on two fronts.

First, conceptually it is hard to know how bad things
might have gotten for the city without employing tax
abatements to attract development. Second, post-
bankruptcy Detroit truly reflected the demographic
and economic changes it underwent in the previous
50 years. The city’s efforts to attract development
and jobs must deal with that history. The issue is not
just competing against green fields in the suburbs or
elsewhere but addressing the vestiges of what was
there before so that it can be made usable again.

Detroit’s Strategy

Detroit’s strategy as it relates to the granting of tax
abatements appears based on two pillars.

First, the strategy is to capitalize on the revenue
generating potential of the city income tax. Economic
development strategy also hopes to leverage invest-
ment in key businesses or locations to spur future
development. This has proven a healthy strategy in
the decade since the city exited bankruptcy, but it
does come with some perils. On the whole, property
is @ more stable tax base than income.

The city is and should work to solidify the tax bases
for both the property and income taxes. Turning
around the decline in aggregate value of property
will provide stability to withstand the economic cycles
that happen naturally and reflect a city where prop-
erty is in demand and can catch a fair price for rents
and investments.

Second, the DEGC evaluates proposed projects
against a series of city metrics for how the develop-
ment will benefit Detroit residents and the city itself.
It recommends for approval projects if they will pro-
vide employment opportunities for Detroit residents,
provide affordable housing in the city, and generate
net new revenues for the city through property taxes,
income taxes, and other revenue sources. At some
point in the future, assessing the projects against
the city’s economic development plans and strategic
initiatives will have to be reexamined.

However, this strategy does not directly benefit
residents of the other governments property tax
revenues are abated as part of Detroit’s economic
development strategy. In Michigan, local-option in-
come taxes are available only to cities. The Detroit
general purpose operating millage constitutes less
than a quarter of the total property tax burden levied
on Detroit properties, but the strategy is designed for
the city to reap the majority of the benéfits.

Finally, the strategy appears to promote the redevel-
opment of existing structures to the extent possible.
For all of the high-profile packages that have been
in the news recently, the majority of abatements
granted have been for the redevelopment of com-
mercial buildings.
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Reforms and Improvements

Regardless of the city’s approach to maintaining or
phasing down the use of tax abatements, the process
can be improved by altering the process as requested
abatements are being vetted and more diligently
engaging in post-abatement analysis.

The role that tax abatements are playing in aiding
Detroit’s recovery and the process that DEGC uses to
analyze the need for tax incentives to make proposed
projects work set Detroit at the forefront among
many cities. Cities such as Philadelphia, Cleveland,
and Columbus use tax incentives primarily for resi-
dential development.

Other cities are using sunsetting provisions in their
local laws to force reexamination of practices. Using
this practice, policymakers would decide what the city
hopes to accomplish and take time to examine if that
goal is being met. Similarly, it would cause the city to
periodically reexamine what goals are incorporated
into the “but for” analyses.

Refine Detroit’s Tax Abatement Policy

The city should aim to improve transparency for
businesses and developers considering a location in
Detroit and for residents to better understand the
goals pursued when the city offers tax incentives
with a more overt declaration of the city’s economic
development policies. Other economic development
objectives not directly related to tax incentives could
include bolstering entrepreneurship, enhancing the
city’s talent pool, and playing to the city’s strengths.

Pre-Abatement Analyses

Only after a great deal of work goes into the process
is city council and the public engaged in the process.
Representatives of the city council and residents
generally could be involved more directly and earlier
in economic development.

Post-Abatement Analyses

The city should be more diligent in performing post-
abatement analyses to evaluate past tax abatements
and guide future requests. While both make sense on
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paper, the city cannot know that reality is matching
theory without tracking results.

Responsibility. Responsibility for post-abatement
analysis could be placed in a number of potential
departments. Each option has pros and cons. As the
goals of the different types of tax abatements differ
— NEZs promoting housing opportunities, IFEs pro-
moting job creation, and rehabilitation of dilapidated
commercial buildings promoted by OPRAs, CRAs, and
CREs — responsibility for collecting and analyzing
data could be shared among several departments.

Reporting Requirements. Expectations for busi-
nesses and developers to report the required data,
when it is not otherwise collected by the city, should
be included in the abatement agreements.

Data System. It is recommended that the city
should create an integrated data system that tracks
the number of abatements and incentives approved
by City Council on a yearly basis. The integrated
data system should include pertinent information
for tracking and monitoring tax abatements and tax
incentives.

The data collected during the periods during which
tax abatements are received would enhance the
city’s ability to build claw back provisions into the
abatement agreements.

Alternative Economic Development
Strategies

City leaders could consider several alternative strat-
egies for making the city more competitive and
lessening its reliance on tax incentives to attract and
retain businesses. Some options would address the
mechanics of economic development, altering the
length and/or duration of tax abatements (subject to
statutory change) or funding economic development
in different ways. Other options would aim to lessen
the cost of locating in the city for all businesses and
residents, thus lessening the need to engage in tar-
geted economic development. Detroit can continue
to leverage its competitive advantages and support
of young innovative businesses to nurture the major
businesses of tomorrow.



On-Budget Economic Development

For all that is wrong with tax abatements — specifi-
cally, casting government in the role of intervening in
the market — providing tax-favored benefits to select
firms does not directly cost governments any money.
Pursuant to the “but for” analysis — that the devel-
opment would not occur but for the incentive — the
tax abatement granting governments are exchang-
ing unused land and/or buildings with little taxable
value for a productive use of the land and buildings.

The State of Michigan has changed its approach to
economic development policy by shifting from tax
incentives to direct appropriations to an economic
development fund with resources that can be drawn
down to support business attraction and retention
activities. However, doing this in Detroit would add an
item to the budget when the city arguably has insuf-
ficient resources to provide the services expected of
it already. Whereas tax abatements diminish future
tax revenues, this approach to economic develop-
ment employs collected tax revenues to attract new
development.

Make the Mechanics of Abatements Flexible

The general approach to tax abatements has been
to reduce the tax burden by roughly half of the
normal tax rate for a maximum of 12 years. Cities
currently have the latitude to provide abatements
for less than 12 years to fit the amount of incentive
needed to make the investment worthwhile to the
developers, but they do not have latitude with how
the tax bases are frozen or the tax rates applied in
lieu of the normal property tax rates.

Whether developers are receiving tax incentives in
the earliest stages of property development or spread
over longer periods, it can be expected that they will
look for the same amount of government partnership
to defray costs.

Changes of this nature would require statutory
changes to the authorizing acts.

Paperwork Tax Cut

Federal law, the Internal Revenue Code, state law
and regulations, and city licensure and regulations
can make business difficult for small- and medium-

sized companies. The city should reduce its contribu-
tions to that difficulty as much as possible.

Property Tax Reform Options

To lessen its use of tax abatement, the city could
make tax abatements less necessary. It could do so
by lowering the property tax rate and making itself
less reliant on property tax revenue. There are mul-
tiple paths to property tax rate reduction.

The city could shed 10 mills from the current 19.9520
mills rate to cut the tax rate to 9.9520 mills. A two-
mill rate decrease in year one would result in a ten
percent decrease in property tax revenue. Assuming
that all other tax levies would remain unchanged,
a 10-mill reduction of the tax rate would reduce
the city’s property tax rate to 77.6 mills. This would
still be among the higher total tax rates applied to
property owners in Michigan, but it would make the
city more competitive.

The Detroit Public Library tax is far higher than the
tax rates for libraries levied in the other cities. The
library could be folded into the city as a money sav-
ing effort. For finance and governance of the Detroit
Public Library to change, the Michigan Legislature,
in charge of the education system, must take the
necessary steps to eliminate property taxes from
the DPL budget.

The city and school district debt levies set tax rates
in Detroit higher than many of the surrounding com-
munities. In the interest of competitiveness, Detroit’s
policy should be to continue retiring existing debt
and reducing the debt levy as much as is possible
and reasonable.

Residents and businesses depend on the city to pro-
vide a wide range of services. Resources are needed
to provide these services. To ensure the sustainability
of these city services, recurring expenditures must
be supported by recurring revenues. With proper
planning, what the city loses in property tax may
potentially be made up for with income tax revenues.
The more people have jobs, the more people earn
incomes that are taxed. Continued efforts to make
Detroit more competitive, to attract families to re-
side in the city and to attract employers to locate
businesses in the city will continue to enhance city
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income tax revenues.

An amusement tax would recognize the burden that
hub cities such as Detroit, Grand Rapids, Lansing,
Flint, and Saginaw play above most others. These
cities are employment hubs for their surrounding ar-
eas, but they also are hosts to entertainment venues
visited by residents through the respected areas.

The revenue from an amusement tax could allow the
city to appropriately spread costs among the users
of its services, it could also be a means to provide
tax relief to Detroit residents.

Tertiary Competitiveness Improvements

Not only would property tax rate reduction reduce
tax liabilities for current and prospective businesses,
but it would also affect other costs related to site
selection in the city. Among those costs are those
created because the city requires community ben-
efits agreements (CBAs) to be negotiated between
developers and residents who live in the immediate
area of a proposed development. Likewise, local hir-
ing agreements mandate at least 51 percent of the
workers on subsidized construction projects to be
Detroit residents. Lastly, Detroit continues to deal
with abandoned properties. Some of the eyesores
bemoaned by residents have resulted from property
owners being unable to afford property taxes.

Accentuate Detroit’s Competitive
Advantages

Detroit’s economy and economic development
policy can be bettered by continuing to address its
disadvantages, notably on a broader basis than is
currently done, and by more intensively investing in
its advantages. Four main advantages offer paths
to build upon: strategic location, local market de-
mand, integration with regional clusters, and human
resources.

At relatively low cost, Detroit should be laying the
groundwork now to nurture and retain startup com-
panies bringing innovative new products to market.
Startup Genome recently wrote that Detroit is well
situated to capitalize on a nascent home to innovation
and entrepreneurial activities that will be the driver
of future employment and investment.

The focus for at least one arm of Detroit’s economic
development efforts needs to be retaining these
young companies as they evolve from problem-
solving, product development, market testing, and
related activities to customer identification, business
management, hiring and employee management,
mentorship, and customer relations.

Neither the city nor DEGC need engage in these ac-
tivities, but it is incumbent on them to partner with
MEGC, Invest Detroit, the Detroit Regional Chamber
of Commerce, Business Leaders for Michigan, the
universities, and these facilities to ensure that those
supports are in place and available.



Detroit’s Use of Tax Abatements and Alternative
Strategies to Improve Competitiveness

Preface

This report is a part of the second phase of a research effort to assess the city of Detroit’s economic condi-
tion and use of tax incentives.

This series of reports was drafted at the request of the City of Detroit’s Legislative Policy Division (LPD). The
Citizens Research Council was contracted to provide (a) an economic analysis of the city, to provide context
to assessments of (b) past and current economic development policies, (c) opportunities for reform, and (d)
alternative approaches to improving the city’s competitiveness to lessen its reliance on tax incentives. The
research project relies on decades of expertise in public matters accrued over a 108-year existence. The Re-
search Council examined peer-reviewed research, held conversations with city staff and community members,
and collected data from various sources.

This report and the accompanying paper focused on the city’s use of tax abatements covers (c) opportuni-
ties for reform and (d) alternative approaches to improving the city’s competitiveness to lessen its reliance

on tax incentives.

Introduction

The City of Detroit is seeking ways to compete
for business and residential attraction and reten-
tion opportunities. For years, the city’s economic
development efforts leaned heavily on the use of
tax incentives. In the 50 years since state law first
authorized the use of tax abatements, Detroit has
been a steady user of this economic development
tool. This is eye opening, but so is the assessment
that the city has lost more people and businesses
than almost any other place in the U.S.

Rooted in the city’s use of tax abatements is an un-
derlying understanding that the city is economically
not competitive with larger cities in surrounding
states or many of its surrounding suburbs. Busi-
nesses, developers, and residents seek opportunities
to earn a positive return on their investments. Part
of that calculus may include seeking locations where
the costs will not be burdensome. A history of taxes
levied at relatively high rates, high insurance costs,
crime, aging infrastructure, and other factors have
made this difficult in Detroit.

While city government has not had the capacity to

address each of these factors, it has made improve-
ments. Operations of the city bureaucracy have im-
proved. Many of the blighted properties have been
remediated. Still, the city has work to do to become
more competitive. In the interim, it has been able to
meet the needs of individual businesses and devel-
opers through a number of economic development
tools including tax abatements. Inherent in the use
of tax abatements is a selective policy that autho-
rizes government officials to intervene in the market
based on economic conditions, thus giving economic
advantages to abated properties to the exclusion of
all other taxpayers.

At the present time, the cost of locating in the city
does not match the expected rates of return for
many businesses, so the tax abatements serve a vital
role. Further, many of the tax incentives granted in
recent years were used to help defray the cost of
rehabilitating commercial and obsolete properties.
Therefore, it is proper to judge them not only on the
amount of tax incentives granted and the number
jobs expected to be created, but also on how the
incentives serve to revitalize the use of existing build-
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ings. Redevelopment, rehabilitation, and recovery of
obsolete buildings is a common thread in the city’s
economic development track record.

The city’s use of tax incentives understandably cre-
ates objections among some city residents. At the
same time the Detroit city government struggles to
provide services comparable to several neighboring
suburban communities — such as timely public safety
responses, clean parks, reliable public transporta-
tion, and streets free of blighted properties — tax
incentives commit scarce resources to developers.
It is important to keep in mind that without the tax
incentive induced developments, the properties likely
would not add to the tax base to fund services.

Even after benefiting from city and state incentives,
developers must be capable of expending millions
of dollars on the projects. Even with tax incentives,
the rate on return on Detroit projects is reportedly
thinner than what developers can expect to earn in
other parts of the country.

Tax abatements may need to be continued in the
short-term, but at the same time city leaders should
explore changes that will make the city more compet-
itive without relying on tax abatements. Policymakers
must work to improve the city’s competitiveness so
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that tax incentives become less necessary. Contin-
ued improvement of city services, reductions of city
regulations, and reductions in the overall property
tax burden will help.

Another approach is to focus economic development
efforts on activities that accentuate positive aspects
of the city. This is a current practice that the city
should lean into further to attract businesses and
investors. Detroit offers a large market size that
businesses can gain access to by locating in the city.
Detroit is a key location for international trade. It also
has become a hub for innovation and entrepreneur-
ship activities.

How much longer the city will need to rely on tax
abatements to attract development is in the eye of
the beholder. The city’s economic health is on the
upswing, but there is generally insufficient demand
for space in the city to warrant the rents needed to
recoup the cost of developers’ investments.

Policymakers will need quality information to make
those decisions, and that information is not readily
available. To inform the evaluation of the effective-
ness of incentives and efforts to wind down their use,
the city should require recipients of tax abatements
to report relevant business information during receipt
of the abatements and for some time after.



The Early Period of Economic Decline

After more than a decade of population growth, by
the mid-1970s it was becoming apparent to city and
state leaders that Detroit was trending in the wrong
direction. By the 1970 Census the city had lost 19
percent of its peak population in 1950 (see Chart 1).

As has been documented elsewhere’, the loss of
population was driven by many causes. The city’s tax
policies contributed to people leaving. Racism and
White flight led many people to leave. At the same
time, Detroit was not unlike other major metropolitan
areas dealing with urban sprawl and suburbaniza-
tion. Deindustrialization must be included in the list.
The American economy was changing away from
manufacturing.

Detroit has suffered the fate of deindustrialization
and the changing economy as severely as any of the
communities affected by the changing times. Within
the state, Flint, Saginaw, Pontiac, and Benton Harbor
have undergone similar changes. The upper Midwest
became known as the “Rust Belt” as nearby cities
such as Cleveland and Toledo, Ohio, Gary, Indiana,
and Milwaukee, Wisconsin, suffered from the loss of
manufacturers and people.

Cities that were historically manufacturing center
were losing out to Southern communities and foreign
nations — that could offer lower labor and land costs,
and generally lower cost of doing business.

By the early 1970s, the loss of employers, especially
manufacturing firms, was as drastic than the loss of
population.

Detroit is still known as the “Motor City” and remains
the home of the American auto indus- .pje 1

try. In the 20th Century, manufacturing
firms, most related to the automobile
industry, provided relatively high pay-

Chart 1
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class. Although it is possible for a city to lose popu-
lation and remain a hub for businesses and jobs, in
Detroit the loss of manufacturing firms and high-pay,
low-skill jobs have been more extreme than the loss
of population.

Just after World War Il, in 1947, there were 3,272
manufacturing firms with 338,400 employees in De-
troit. As can be seen in Table 1, the number of firms,
employment in those firms, and payrolls of those
workers has declined dramatically in the decades
that followed.

Manufacturing Establishments in the City of Detroit, 1972 to 2017
Number of

Total Employees Annual Payroll

ing jobs for large numbers of Detroit Establishments in 1.000s in $1.000s
workers, creating a blue-collar middle 1972 2,398 180.4 $2,224.2
1982 1,518 105.7 2,781.0
_— 1992 1,061 62.2 2,708.3
1 For instance, see Thomas Sagrue, 2002 647 38.0 2.054.0
The Or/g/n.s,‘ of the Urban Cr(5/5.' .Race and 2012 338 17.7 1,024.0
Inequality in Postwar Detroit (Princeton 2017 395 23 1 1,412.6

University Press, 1996/2014).

Source: Census Bureau, Census of Manufacturing
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Tax Abatements are a Policy ResponsetoJob Loss_

Understanding the context in which state and city
policymakers were attempting to deal with the loss
of people, jobs, and employers helps to give context
to the policy responses. Until the early 1970s, neither
Michigan state government nor its local governments
were engaged in tax incentives. Laws did not autho-
rize tax abatements in Michigan until the mid-1970s.
Government officials might help to identify available
land, but land acquisition was left to business. The
loss of businesses, jobs, and people and the ac-
companying property value deterioration initiated
new approaches and unprecedented government
involvement.

In Michigan, state policymakers decided that gov-
ernment intervention was appropriate. Having done
so, policymakers then had to decide what level(s) of
government should decide whether to provide incen-
tives and what level(s) of government should bear
that financial responsibility of the incentives.

Property Tax Background

All forms of local government in Michigan—cities,
villages, townships, counties, school districts, com-
munity college districts, and an assortment of special
authorities that provide a wide variety of government
services—rely on property taxes as their primary
source of revenues. Additionally, the state levies the
State Education Tax as a property tax to aid in the
funding of schools.

The value of each property is determined by city and
township assessors, subject to constitutional prop-
erty tax limitations and county and state equalization
processes to ensure that all assessors are using
common methodologies. The city and township trea-
surers apply the sum of all tax rates applied by the
various taxing jurisdictions to the assessed values
they have determined.

Thus, if only one level of government, say cities and
townships, were empowered to engage in economic
development activities, that would impose the cost
on that one government while every level of govern-
ment stands to benefit from successful expansion of
their tax bases.
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Property tax abatements generally work by exempt-
ing the properties from the general ad valorem prop-
erty taxation and levying a specific tax in its place.
They authorize cities, villages, or townships to reduce
the cumulative tax burden created by all jurisdictions
serving the property(s). That specific tax is generally
a) levied at half of the total tax rate that the property
owner would pay or b) freezes the value of reha-
bilitated buildings at their pre-rehabilitation values.
While cities, villages, and townships decide whether
to grant tax abatements, the abatements reduce the
tax yield for all levels of government (with the State
Education Tax often treated differently).

The abatements are good for a specific number of
years, after which they either phase back or pop back
to the tax rate levied on all other properties.

Property tax abatement programs are designed to
encourage economic development by providing an
incentive to locate a business facility in a particular
jurisdiction. The tax reduction incentive aims to
induce economic development that would not occur
in that location absent the incentive.

Tax Abatement Authorizing Laws

Initially offered only to industrial development in
the 1970s, subsequent state laws enacted over the
following three decades authorized several types
of abatements as incentives for commercial and
residential development.

The following are the tax abatements authorized by
state law (see Appendix A for more detail). Detroit
is using them to facilitate development of properties
and attract employers to the city.

Industrial Facilities Property Tax Abatements

The industrial facilities tax abatement (IFE) pro-
vides property tax reductions for qualified (1) new
developments, (2) expansions, or (3) rehabilitation
efforts for industrial and high-technology purpos-
es.? Qualified new projects may apply for property

2 1974 PA 198, M.C.L. 207.551 et seq.



tax liability limited to one half of the rate of all (im-
proved real and personal) property taxes, except
the State Education Tax (6 mills), for a term of up
to 12 years, as determined by the local unit. For
restoration of, renovation of, or addition to an exist-
ing facility within a district, taxable value (or real
and personal property) of the assessed value of the
facility may be frozen at the pre-restoration, pre-
renovation or pre-addition level for a term of up to
12 years, as determined by the local unit.

Obsolete Property Rehabilitation Tax Abatements

The Obsolete Property Rehabilitation Act (OPRA) of-
fers a tax abatement program targeted specifically at
the rehabilitation and reuse of obsolete structures.?
Qualified structures can receive significant property
tax breaks on the improved value of the rehabilitated

property.

Properties eligible for obsolete property exemption
certificates must be commercial properties or com-
mercial housing properties. Qualified projects are
eligible for a tax exemption certificate that freezes the
property at its pre-rehabilitated value, effectively al-
lowing the rehabilitation to be property tax-free, with
the exception of school operating taxes. Exemption
certificates remain in effect for a period of at least
one year, but no more than 12 years

Commercial Rehabilitation Tax Abatements

The Commercial Rehabilitation Tax* (CRA) Abatement
offers owners of commercial properties benefits akin
to the Obsolete Property Rehabilitation Tax Abate-
ment, but the law extends these benefits to all
cities, villages and townships and does not require
the property to be blighted or functionally obsolete.
Qualified projects are eligible for a commercial reha-
bilitation tax exemption certificate that freezes the
property at its pre-rehabilitated value, effectively
allowing enhanced value of the property related to
the rehabilitation to be property tax-free, with the
exception of school operating taxes. The commercial
rehabilitation tax exemption certificate is in effect for
one to ten years.

3 2000 PA 146, M.C.L. 125.2781 et seq.
4 2005 PA 210, M.C.L. 207.841 et seq.

Commercial Redevelopment Tax Abatements

Commercial Redevelopment Act (CFE) tax abate-
ments offer tax benefits for replacing or restoring
commercial property. Owners can qualify for tax
relief for a replacement facility if they acquire,
construct, alter, or install a commercial building for
the purpose of substituting for obsolete commercial
property. Owners also can qualify for tax relief for
a restored facility if they make changes to obsolete
commercial property to restore the property to an
economically efficient condition. Restoration must
result in improvements aggregating to more than
10 percent of the true cash value of the property at
commencement of the restoration.

The commercial facilities tax exemption certificate is
in effect for one to 12 years. For a restored facility,
the tax freezes the taxable value of the building at
its value prior to restoration, thereby exempting the
new investment from state and local property taxa-
tion, including school operating tax and the State
Education Tax. For a new or replacementfacility, the
tax provides a 50 percent reduction in the number
of mills levied as ad valorem taxes, excluding the
State Education Tax. The state treasurer may exempt
50 percent of the State Education Tax on new or
replacement facilities for a period not to exceed six
years. Land and personal property cannot be abated
under this act.

Renaissance Zones

Renaissance zones (RZ) provide a targeted-zone pro-
gram that waives all business or resident site-specific
state and local taxes for a term of up to 15 years.5

Qualified taxpayers in Renaissance Zones enjoy the
waiver of most state and local taxes for a term of
up to 15 years from the time of Renaissance Zone
approval.

New Personal Property Exemption

For purposes of property taxation, property is gener-
ally classified as real property — land and the buildings
placed on it —and personal property — such as equip-
ment, furniture, other movable fixtures. A provision

5 1996 P.A. 376, MCL 125.2681 et seq.
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in the General Property Tax Act® allows distressed
communities, county seats, and certain border county
communities to abate personal property taxes on new
investments made by eligible businesses. Eligible
businesses include manufacturing, mining, research
and development, wholesale trade, and office op-
erations. The businesses seeking abatement must
be located in an industrial development district, a
Renaissance Zone, an enterprise zone, a brownfield
redevelopment zone, an empowerment zone, a tax
increment financing district, a local development
financing district, a Next Michigan Development
Corporation District, or a downtown development
district.”

The personal property being abated must be new.
It cannot have been previously subject to property
taxes in any other jurisdiction in Michigan.

If an abatement is granted, property taxes are re-
duced by the full millage rate, including state and
local taxes. The law does not specify a maximum or
minimum number of years that the personal property
may be abated.

Neighborhood Enterprise Zones

Neighborhood Enterprise Zones (NEZs) are a locally
initiated zone program that provides tax incentives
for housing development and improvement. Quali-
fied local governments may designate one or more

6 1998 P.A. 328, M.C.L. 211.9f

7 For more information about these economic de-
velopment programs, see Citizens Research Council of
Michigan, Survey of Economic Development Programs
in Michigan, Third Edition, Report 392, February 2016,
https://crcmich.org/publications/survey-of-economic-

development-programs-in-michigan.
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areas as NEZs for the purpose of extending prop-
erty tax abatements for residential construction and
rehabilitation.®

Providing the NEZ designation allows the local gov-
ernment to levy a reduced neighborhood enterprise
zone specific tax in place of the ad valorem real
property taxes that would otherwise be levied on
qualified new construction projects or the rehabili-
tated portion of the existing property (not including
the land).

Specifically, the NEZ tax rate for new principal resi-
dences is one half of the statewide average prop-
erty tax in proceeding calendar year. The NEZ tax
for new properties that are not principal residences
is one half of the statewide average tax on commer-
cial, industrial, and utility property in the proceed-
ing calendar year.

During the last three years of the NEZ certificate,
these NEZs tax rates are gradually phased up to the
current property tax rates.

NEZs must be compact and contiguous, and contain
either ten or more platted parcels of land or, if the
NEZ is within a qualified downtown revitalization
district, ten or more facilities.

Neighborhood Enterprise Zone certificates generally
are in effect for six to 12 years, as determined by
the governing body of the local unit.

8 1992 P.A. 147, M.C.L. 207.771 et seq.



Addressing the Cost of Being in Detroit

Detroit is a high-cost place to locate a business.®
Some of the costs, such as the property tax rate
levied by the city and the ability to amass land, are
within the city’s control. Other costs, such as property
taxes levied by overlapping jurisdictions, insurance
rates, or the education level of the city residents, are
outside of the city’s control.

Among the factors leading to a high cost of being in
Detroit, the relatively large property tax burden is
prominent as a disincentive. The relatively high tax
rate is comprised of the city levying taxes at a high
rate, the semi-autonomous Detroit Public Library
levying taxes at a rate higher than other Michigan
libraries, high rates of taxes levied by the city and
Detroit Public Schools Community District to retire
debt, and operating millages levied by other govern-
ments that serve Detroit. These other operating mill-
ages are common to all other property taxpayers in
Wayne County, and in some cases property taxpayers
in Oakland and Macomb Counties.

The City of Detroit levies property tax for basic opera-
tions at a rate near the maximum allowable by state
law—19.9520 mills relative to 20-allowable mills. (A
mill is $1 of tax for every $1,000 of taxable value.)
Detroit levies another seven mills (as of FY2025) to
pay the principal and interest on debt. City residents
and businesses also pay taxes levied by the state,
the county, the school district, and various other
taxing entities authorized to levy property taxes (see
Table 2).

9 See Citizens Research Council of Michigan, An As-
sessment of Detroit’s Economic Condition and a Critigue
of its Economic Development Efforts, Memorandum
1177, February 2024, https://crcmich.org/publications

detroit economic climate use economic develop-
ment_tools.

Table 2
Property Tax Levied on Detroit Properties, 2024
Millage
Taxes Levied Rate
Detroit
Operating Millage 19.9520
Library Millage 4.6307
Debt Millage 7.0000
Detroit Public Schools Community District
Operating Millage* 18.0000
Debt / Sinking Fund Millage 15.0000
Wayne County
Operating Millage 5.6483
Extra-Voted Millage 21737

Wayne Regional Educational Service Agency

Operating Millage 0.0965
Extra Voted Operating Millage** 5.3678
Wayne County Community College District 3.2408
Huron Clinton Metropolitan Authority 0.2104
Wayne County Art Institute Authority 0.2000
Wayne County Zoological Authority 0.1000
State Education 6.0000
TOTAL 87.6202

* Owner-occupied residential properties qualify for the
Principal Residence Exemption that exempts owners from
paying the school operating millage.

** Includes millages for special education, vocational
education, and enhancement revenues for the constitu-
ent K-12 school districts.

Source: Wayne County Equalization Department, https://
www.waynecounty.com/departments/mb/equalization/
county-apportionment.aspx.
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A total of 483 iterations of cities and townships and
school district combinations serve the residents and
businesses in the Detroit Metropolitan Statistical Area
that encompasses the greater metropolitan area. Of
those 483 iterations, those businesses within Detroit
and its school district had the seventh highest total
tax burden in 2022 (see Table 3).

Table 3

The tax rates levied reflect the services sought by
community residents, the relative wealth of the tax
bases upon which taxes are levied, the existence of
taxes levied to repay debt, and, for some communi-
ties, special assessments to fund services or finance
efforts to address past government failings.

Comparison of Non-Principal Resident Exemption Tax Rates

in Various Michigan Municipalities, 2022

Non-Homestead

1 Wayne Ecorse Ecorse/ River Rouge 119.5to 122.9
2 Wayne Harper Woods  Harper Woods/ Grosse Pointe 100.4 to 107.2
3 Wayne River Rouge River Rouge 99.4
4 Wayne Melvindale Melvindale-North Allen Park 89.1
5 Wayne Highland Park Highland Park 87.8
6 Wayne Inkster Romulus/ Taylor/ Wayne-Westland/ Westwood 77.7 to 86.9
7 Wayne Detroit Detroit Public Schools Community District 86.6
7 Oakland Hazel Park Hazel Park 86.6
9 Washtenaw  Ypsilanti Ypsilanti 84.3
10 Macomb Eastpointe South Lake/ Eastpointe 82.0 to 82.8
11 Ingham Lansing East Lansing/ Lansing/ Holt/
Mason/ Okemos/ Waverly 75.4 to 80.4
12 Macomb Center Line Center Line/ Van Dyke 76.7 to 80.1
13 Wayne Redford Twp Clarenceville/ Redford Union/ South Redford 70.9 to 80.0
14 Macomb Warren Warren Woods/ Warren Consolidated/
Center Line/Eastpointe/ Fitzgerald/ Van Dyke 67.8t0 75.4
Oakland Southfield Southfield/ Birmingham/ Oak Park 64.8 to 70.6
Wayne Dearborn Dearborn/ Westwood Community 67.6 to 68.9
Washtenaw  Ann Arbor Ann Arbor 65.7
Wayne Livonia Livonia/Clarenceville 55.1 to 58.8
Macomb Sterling Heights  Utica/ Warren Consolidated 54.5 to 56.6
Oakland Troy Troy/ Avondale/ Birmingham/ Lamphere/
Royal Oak/ Bloomfield Hills/ Warren Consolidate 47.2 to 52.4

Source: county apportionment reports.
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Just among the jurisdictions shown in Table 3, it
is evident that the cost of locating a business in
various southeast Michigan communities can vary
significantly. Table 4 illustrates the tax burden
of a hypothetical $2 million facility in each of the
jurisdictions listed in Table 3. Owners of the facility
in Ecorse or Harper Woods would pay $36,300 and
$20,600 more in taxes than an owner in Detroit. But
the facility owner in Detroit would pay $20,000 to
$30,000 more taxes than owners of facilities in Ann
Arbor, Livonia, Sterling Heights, or Troy.

The cost of locating in Detroit is driven by more than
just the property tax rate. Access to talent, the city
corporate and individual income taxes, the cost of
complying with community benefits agreements and
local hiring requirements, construction costs, insur-
ance costs, and the cost of environmental cleanup
all contribute to the higher cost of being in Detroit.
The city cannot control many of these costs. It can
control the tax rate. Thus far the city has controlled
the tax rate for some taxpayers through the use of
tax abatements and exemptions, but the rate remains
very high for all other taxpayers. In 2022, an owner
of an industrial facility receiving an industrial facility
exemption would have been subject to a 46.6 mills
tax rate, or a bill of $46,600 on a $2 million facility
(this assumes the state has not permitted abatement
of the six-mill State Education Tax), versus a rate of
86.6 mills, or a bill of $86,600, for the non-abated
neighboring facility.

Detroit’s Incentive Granting Process

It is difficult to know if development would occur
without the tax incentives provided, but the Detroit
Economic Growth Corporation (DEGC) attempts
to discern the viability of a project without govern-
ment assistance when developers and businesses
approach the city for tax abatements. The city has
established metrics to judge proposed projects aimed
at assessing whether development would occur but
for the incentives and to assess how the city will
benefit from the proposed project.

Table 4

Tax Bill for Hypothetical $2 Million* Facility
in Various Michigan Communities, 2022
Rates

Lowest Taxing Highest Taxing
C it Jurisdicti Jurisdicti

Ecorse $119,500 $122,900
Harper Woods 100,400 107,200
River Rouge 99,400
Melvindale 89,100
Highland Park* 87,800
Inkster 77,100 86,900
Detroit* $86,600
Hazel Park 86,600
Ypsilanti 84,300
Eastpointe 82,000 82,800
Lansing* 75,400 80,400
Center Line 76,700 80,100
Redford Twp 70,900 80,000
Warren 67,800 75,400
Southfield 64,800 70,600
Dearborn 67,600 68,900
Ann Arbor 65,700
Livonia 55,100 58,800
Sterling Heights 54,500 56,600
Troy 47,200 52,400

# Properties are assessed at 50 percent of their true cash
value in the initial year of ownership and then growth of
the value is restricted to the lesser of 5 percent of the
rate of inflation

* Also levy a city income tax

Source: county equalization departments, Citizens Re-
search Council calculations.

The DEGC examination of each project’s financial
model attempts to ensure that the data and underly-
ing assumptions used by developers are reasonable
and justifiable. For this exercise, the city benefits from
the volume of projects seeking tax incentives. DE-
GC’s examination of the financial models includes:
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e Sources and uses of capital statement

e Hard construction & soft costs

e Land acquisition costs

e Proposed rents

e Affordable housing units in housing projects

e Additional sources of income (i.e., parking
income)

e Property annual operating costs

e Property tax & insurance costs

e Lease up assumptions

e Vacancy & occupancy assumptions

e Revenue & expense inflation factors

e Owner’s equity contribution

e Debt sources terms & conditions

e Other sources of financing

DEGC uses that data to evaluate the ability to cover
debt payments with and without the incentives, the
expected rate of return in the investment, the ex-
pected net amount of net operating income relative
to the project’s cost, and the rate of return investors
could expect to receive by participating in the project.

For residential projects, DEGC estimates the rents
developers could expect to charge with and without
the incentives and compare that to market rates.

The approach is slightly different for business devel-
opment projects. These projects include businesses
(manufacturers, office tenants, research facilities,
etc.) that intend to use the space for their own pur-
poses, as opposed to leasing the space. For these
projects, DEGC evaluates whether the projects would
happen outside of the city without an incentive. To
make that assessment, the following competitive
factors are evaluated:

Wi 10

e The tax and regulatory environment

e Supply chain factors such as proximity to
suppliers or customers

e The strength of the industry sector ecosys-
tem

e The availability and condition of real estate

e The end user’s ability to meet their project
timelines

e Other location considerations that impact
the short and long-term cost of the project

Aside from the “but for” evaluation, projects are as-
sessed against the city’s economic development
plans and strategic initiatives. Those plans dictate
that the city should cooperate with developers only|
if projects are consistent with the city’s economic
development plans and strategic initiatives. Those
plans and initiative include:

¢ Increased employment and local hiring and
training programs for Detroit residents

e Business attraction goals and objectives,
including alignment with the city’s industry
sector strategy

e Opportunities for Detroit-based businesses

¢ Neighborhood development goals and
objectives

e Preservation and development of afford-
able housing

e Development of underutilized land

¢ Remediation of blighted properties

Finally, the projects must be able to demonstrate that
they will result in a net fiscal gain to the city. This cal-
culation is made by assessing the expected increase
in property and income tax revenues relative to the
cost of the incentives and additional city services.




Detroit’s Targeted Approach to Competitiveness

For Detroit, the granting of tax abatements has be-
come about much more than creating jobs for Detroit
residents or residents of Southeast Michigan. The use
of tax abatements has evolved into a tool to help
make Detroit more competitive for business attrac-
tion, and therefore a means of growing the base of
the city’s income tax. Similarly, abatements are now
being used to entice the restoration and rehabilitation
of older, underused commercial buildings.

The data that follows suggests that rehabilitating
old buildings and environmental cleanup may be the
primary issues for which developers need the most
help. Detroit was developed but then lost people and
businesses. Those that left did not take the departed
structure with them. As a result, the city was left with
abandoned houses, apartment buildings, store fronts,
warehouses, parts distribution centers, industrial fa-
cilities, and other structures that stayed unused for
years. Some of these properties were contaminated
with chemicals, asbestos, and other materials. Some
became unusable as time and the weather caused
damage. Many require retrofitting of their electrical
or HVAC systems to meet current needs.

Detroit’s economic development strategy as it relates
to tax abatements has really been about address-
ing the costs associated with Detroit’s legacy. Tax
abatements have focused heavily on reducing the
cost of rehabilitating existing structures to return

Table 5

them to productive use. They have been concen-
trated in the areas that have historically been the
centers of commerce — specifically downtown and
midtown.

The city’s current use of tax abatements includes a
strategy to reestablish employment in the city. City
income taxes are paid whether the employers on the
abated property hire city workers or non-resident
workers. The city benefits more if city residents are
hired because non-residents are taxed at one-half
the rate that residents are taxed and only for days
actually worked in the city. The effects of this were
evident during and after the pandemic when many
workers for business in downtown offices transitioned
to remote work for at least part of their work weeks
and city income tax revenue growth was constrained.

Number and Amount of Abatements

Between 2017 and 2023, Detroit facilitated 171 de-
velopment projects by abating property from taxa-
tion for several years to follow (see Table 5). The
total estimated value of the abated property taxes
was $843 million, but nine projects encompassing
28 abatements accounted for more than 60 percent
of the value of the abated taxes. The city provided
each of these projects with more than $20 million in
tax incentives (see Table 6).

Number and Value of Tax Abatements Granted by Detroit, 2017 to 2023

Number of Total Value of Average Value Total
Abatements Granted Abatements Granted of Abatements Development Costs

2017 13 $19,433,323 $1,494,871 $173,608,637
2018 17 $330,679,577 $16,533,979 $1,041,193,828
2019 31 $126,996,638 $3,848,383 $1,530,201,457
2020 28 $41,971,165 $1,353,909 $488,844,011
2021 25 $77,491,567 $2,980,445 $835,202,401
2022 22 $109,048,857 $4,543,702 $1,909,620,374
2023 35 $137,074,954 $3,514,742 $1,584,974,279
Total 2017-23 171 $842,696,081 $4,928,047 $7,563,644,987

Source: Detroit Economic Growth Corporation.
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Table 6

Select Projects with Relatively Large Tax Incentives, 2017 to 2023

(millions)
Approval Total Estimated Total Development
Year Development Project Name Incentive Costs
2018 Ford Michigan Central Station & Book Depository $239.0 $469.7
2018 Albert Kahn Building 22.9 68.3
2019 The Mid 27.1 377.0
2019 Midtown West 20.2 86.8
2021 Book Cadillac 26.5 108.6
2022 1208 Woodward 60.3 1,450.4
2023 District Detroit 111.6 1,303.4
Total $507.6 $3,864.2

During this period, the city granted an average of
24 abatements per year, with an average sum of the
estimated multi-year incentives granted equaling
$86.2 million per year. If the nine projects offering
large incentives are excluded, the average yearly
sum of multi-year incentives equals $52.6 million.
Tax incentives provided from 2017 through 2023
averaged $4.4 million per project ($2.2 million if the
large incentive projects are excluded).

The median value of tax abatements provided by
the city was less than $1 million ($992,734
- $985,639 without the Train Station and
Book Depository). In one case, a $12,000
tax abatement was sufficient to get a project
off the ground.

Chart 2

70
The city used $753 million of tax abate-
ments to attract more than $7.5 billion in
development investments. Put another way,
with an average of $4.4 million per year in
tax abatements, the city has been able to
attract $44.2 million per year in projected
investments. While the city offered about
11 percent of the development costs on
average, individual projects varied from one
percent of several mixed-use projects to 110
percent of the Nardin Park project in 2023.
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Types of Abatements Granted

While high profile projects to build new facilities such
as District Detroit and the Stellantis Plant have gotten
a lion’s share of attention for the tax abatements that
Detroit has granted, most tax abatements granted
over the past seven years have related to reha-
bilitating obsolete property and enhancing housing
opportunities. The OPRA, CFA, and CFE abatements
used are primarily for property owners attempting
to return existing buildings to productive use (see
Chart 2).

Number of Tax Abatements Granted by Detroit by
Authorizing Act, 2017 to 2023
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OPRA — Obsolete Property Rehabilitation Tax Abatements
IFE — Industrial Facilities Property Tax Abatements

CRA — Commercial Rehabilitation Tax Abatements

CFE — Commercial Redevelopment Tax Abatements

NPPE — New Personal Property Exemption

RZ — Renaissance Zones

NEZ — Neighborhood Enterprise Zones

Source: DEGC
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Abatements per Year

Chart 3 breaks down Chart 2 to
examine the average number of tax
abatements granted annually. The fact
that the city has participated in efforts
to restore and rehabilitate commercial
buildings is the most significant take-
away from examining the types of
abatements provided. The data reflect
a steady flow of obsolete property
rehabilitation, commercial rehabilita-
tion, and commercial redevelopment
abatements.

Obsolete property rehabilitation abate-
ments were granted in every year of
the data reported. The variance around
nine abatements per year has been
fairly consistent.

The granting of abatements for the re-
habilitation and restoration of commer-
cial buildings also has been consistent.
While the city has granted about seven

Chart 3

Average Number of Tax Abatements Granted per Year by Detroit

by Authorizing Act, 2017 to 2023
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NEZ — Neighborhood Enterprise Zones
Source: DEGC

MEZ

to 11 most years, 2023 was abnormal
with 22 abatements granted. Most of
them related to the District Detroit and St. Agnes
Lofts projects.

The trend for industrial facilities tax abatement has
been more consistent, with two per year except for
2021 when none were granted and 2023 when only
one was granted.

The granting of neighborhood enterprise zone abate-
ments has varied over the years. The ability to grant
these abatements is constrained by state law that
limits the footprint NEZs can have in the city.

The city has used new personal property exemptions
and renaissance zones more judiciously.

Value of Abatements

The value of tax incentives granted using the different
types of tax abatements varies. Chart 4 illustrates
both the mean and the median because for several
of the types of tax abatements a few projects greatly
influence the mean. The median more accurately
reflects the annual experience related to the value
of incentives granted by the city.

By far, the largest amount of tax incentives was
granted through renaissance zones. Only two zones
were created in this time period: one for Michigan
Central as part of a $239 million package of tax in-
centives and the other with $8 million. These values
are excluded from Chart 4 because they skew the
scale of the chart.

13 it



Chart 4
Value of Expected Property Tax Incentives by Abatement
Type Granted by Detroit, 2017 through 2023
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After renaissance zones, the largest
average value of tax abatements was Chart5

tion tax abatements also were about
half of their averages.

The $1.3 million median value of com-
mercial rehabilitation tax abatements
was less than one quarter of the $5.5
million average. The $1 million median
industrial facilities abatement was a
third of the $3.2 million average. The
$723,670 median value of commercial
redevelopment tax abatements was a
fraction of the $5.7 million average.

Jobs Created

Industrial facilities tax abatements were
the first type of tax abatement enacted.
That law was enacted in part to encour-
age manufacturing employers to create
jobs. The tax abatement authorizing
laws that have been enacted since
have served various purposes, but it
is still fair to judge the tax abatements
granted relative to the numbers of jobs
expected to be created (see Chart 5).

granted as commercial redevelopment New Jobs Expected to be Created in Tax Abated Properties
tax abatements ($5.7 million) and com- i, petroit, 2017 through 2023
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looking at median values. Median values
are significantly less than the averages "
because some of the projects identified
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Renaissance zones were created with the greatest
expectations of job creation. The two renaissance
zones created were expected to create 2,050 and 419
jobs respectively, for an average of 1,235 new jobs.

Also significant, the four new personal property ex-
emptions were expected to create 1,797 new jobs,
for an average of 449 new jobs per exemption. The
average was skewed by one project that proposed
to create 1,103 new jobs. The median number of
new jobs expected to be created by the granting of
a NPPE was 310.

The projections of jobs to be created as a result of
industrial facilities abatements, commercial rehabili-
tation abatements, and commercial redevelopment
abatements were modest relative to the RZ and NPPE
incentives. The nine industrial facilities abatements
expected to create an average of 268 new jobs. The
55 commercial rehabilitation abatements expected
to create an average of 179 new jobs, and the 10
commercial redevelopment abatements expected
to create an average of 44 new

Jobs. Chart 6

The incentives for obsolete prop-
erty rehabilitation and neigh-
borhood enterprise zones were 00
negligible job creators, but they

weren't necessarily created for 600

that purpose. -

In addition to jobs expected to 400
be brought to the city to work
in the buildings benefiting from 300
tax abatements, the tax incen-
tives cause the property owners

a3
200

to invest in the construction, g 71 2
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improvement of the buildings.
To achieve this, developers
hire steel workers, carpenters,
electricians, masons, and other
construction workers. Each tax
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The difference between the jobs created in the city
by tax abatements and the construction jobs is the
permanence of the jobs. Once projects are com-
pleted, the construction workers will move on to
other projects. The new jobs are expected to remain
in the buildings for some time.

Again, the renaissance zone incentives led to the
use of the most construction workers. Commercial
rehabilitation abatements expected to employ an
average of 412 construction workers per building and
neighborhood enterprise zones expected to employ
an average of 137 construction workers per project.
The other abatements only expected to employ an
average of 50 to 70 workers per project. New per-
sonal property exemptions only led to the employ-
ment of an average of 15 workers per project, but the
placement of personal property generally does not
require a great deal of construction (see Chart 6).

The number of jobs expected to be created, and the
number of construction jobs were those provided by

Construction Jobs Expected to be Employed for the Construction or
Rehabilitation of Tax Abated Properties in Detroit, 2017 through 2023
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abatement granted has a num-
ber of construction jobs that
were expected to be employed
for the construction or rehabilita-
tion of the buildings.
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CFE — Commercial Redevelopment Tax Abatements
NPPE — New Personal Property Exemption

RZ — Renaissance Zones

NEZ — Neighborhood Enterprise Zones

Source: DEGC
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those asking for abatements. The actual number of
jobs created will not be known until the abatements
expire five to ten years from now.

City practices in monitoring post abatement ex-
periences will need to change for that to truly be
established. With an average of 24 tax abatements
per year and an average of $86 million in incentives
provided, monitoring job creation should be a high
priority for the city. Past performance will not always
be an indicator of future performance, but the stakes
are too high to just assume projections are fulfilled.
The fulfillment of projections can be evaluated on
an interim basis, but end results generally cannot be
judged until after the incentive periods are ended.

Cost per Job Created and Building Saved

The question then is whether the investment per
job created justifies the cost. The abatements can-
not all be judged in the same way on this ques-
tion. Ultimately, Detroit’s use of the package of tax
abatements available to it serve the dual purposes
of bringing jobs to the city and putting buildings

Chart 7

Value of Expected Tax Incentive per Expected New Job
in Tax Abated Properties in Detroit, 2017 through 2023
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that were abandoned, underused, dilapidated, or
otherwise not beneficial to the city to productive use
again (see Chart 7).

Commercial redevelopment abatements had the
highest cost per job to be created, more than
$145,000 in tax incentives per expected job. Neither
the incentives nor the jobs are single year affairs, so
that cost must be spread over several years. Still,
this is a high price per job to be created.

But the abatements served to do more than just cre-
ate jobs. As discussed elsewhere, the city had and
continues to have a number of buildings that were
used in earlier days but fell into disrepair. The cost
of razing those buildings and creating greenspace
may be less than the $5.8 million per CFE abate-
ment, but in the end the city would end up with an
empty lot and face the future of perhaps needing
to offer incentives for a developer to build a new
building on the lot. CFE abatements serve the dual
purpose of putting buildings into productive use and
creating jobs.

The cost of expected jobs per abate-
ment is less significant for obsolete
property abatement, $31,850 per
abatement, but again the city has
benefited from the creation of an
average of 57 new jobs per incentive
granted and returning buildings to
productive use.

The cost per job to be created by com-
mercial rehabilitation abatements was
a similar $32,642.

The cost of creating 1,873 expected
jobs through industrial facilities tax
abatements was only $4,847 per new
job.
NEZ
Incentives equaling $750 per new job
to be created were enough to attract
1,797 new jobs through the new per-
sonal property exemptions.

The neighborhood enterprise zone
act was not enacted as a job creator.
It is designed to help revitalize parts



of the city that have suffered from disinvestment be
encouraging the construction and rehabilitation of
housing units. With the price of residency reduced by
the tax abatements, people will return to the areas,
shop in nearby retail outlets, use community parks,
and revitalize the area.

Detroit benefits in the use of these abatement pro-
grams because it levies a city income tax on both
residents and non-residents. Part of the equation in
the evaluation of applications for tax abatements is
the amount of revenue expected to be generated
from the new jobs created. The cost of recouping
the cost of tax incentives offered through renaissance
zones and commercial redevelopment abatements is
stark, but again, these tax incentives serve the dual
purpose of bringing new jobs to the city and put-
ting buildings back into productive use. It is much
easier to calculate income tax revenue meeting or
exceeding the cost of abatements for the other tax
abatement programs, especially the new personal
property exemptions.

Value of Expected Development

The tax incentives offered to developers and busi-
nesses are designed to attract employers to provide
jobs and to enhance the tax base. Renaissance Zone

Chart 8
Anticipated Value of Development by Tax
Abatement Type, 2017 to 2023
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abatements are expected to result in $268.3 million
of investments, driven by rehabilitation of the Train
Station and Book Depository (withheld from Chart 8
to control scaling). The investments resulting from
the other types of abatements are smaller in scale.
Most investments are expected to result from CRA
and IFE abatements. The expected investments
from NEZ and CFE abatements are similar in value,
followed by OPRA. Relatively little investment is ex-
pected to result from NPPE (see Chart 8).

Geographic Distribution of Tax
Abatements

For sake of simplicity, city council districts are used
to illustrate the geographic distribution of tax abate-
ments. The Detroit City Council is a hybrid, with two
members elected at large and seven elected from
districts. District lines are redrawn after each bien-
nial census to maintain a roughly equal number of
residents in each district (see Map 1).

Map 1

Detroit City Council
Electoral Districts Map

Detroit has not granted tax abatements evenly across
the city’s council districts (see Chart 9) — but it is
not necessary to think that it should. The city has
granted 48 percent of the tax abatements from 2017
to 2023 in District 5 that includes half of downtown,

Note: Renaissance Zone investments withheld because it
affects scaling. Renaissance Zone abatements are expected
to result in $268.3 million of investments, driven by rehabili-
tation of the Train Station and Book Depository.

half of midtown, and the near east side. Another 43
percent of abatements were granted in District 6 that
includes the other half of downtown, the other half

of midtown, and the downriver region.
Source: DEGC, Citizens Research Council calculations
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Chart9

Number of Tax Abatements by Council District, 2017-2023

Consistent with the law authorizing new
personal property exemptions, these
abatements have occurred in Detroit’s
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Neighborhood Enterprise Zones also are concen-
trated in Council Districts 5 (31 percent) and 6 (56
percent). Only five new NEZs have been sprinkled
in District 2 (3 zones), 4 (1 zone), and 7 (1 zone).
State law limits neighborhood enterprise zones to
no more than 15 percent of the geographic footprint
of the city. This makes location decisions more high
stakes. Each NEZ application has to be vetted, and
the Council can only react to what is brought to them,

5 and 71 percent of the incentives in
District 6. Another 21 percent of the
incentives in District 6 were for neigh-
borhood enterprise zones.

These two council districts comprise the major com-
mercial centers of Detroit — downtown and midtown.
The commercial developments along the corridors
— along Michigan Avenue, Grand River, Gratiot, Mc-
Nichols, Livernois, etc. — in the other council districts
are important, but the store fronts and businesses
tend to be very much smaller in scale than those
located in Districts 5 and 6.

but the high concentration of NEZs in and around
downtown and midtown seems unproportional to
the housing opportunities and needs throughout
the city.

Chart 10
Value of Multi-Year Incentives Granted by City Council
District, 2017-2023
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Consistent with Chart 9, the value of incentives
granted is greatest in Council districts 5 and 6
(see Chart 10). (For the sake of illustration,
Appendix B reproduces Chart 10 to show the
value of incentives without the Train Station and
Book Depository in District 6. The value of that
project dwarfs all others.) In total, 82 percent of
the value of incentives granted were for invest-
ments in District 6, with another 14 percent in
District 5.
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Chart 12

Types of Tax Abatements Granted Within and
midtown. In 2022, 44 percent of all abatements were  Outside of the Greater Downtown Area, 2022 and
for properties outside of the greater downtown area. 2023

In 2023, 57 percent of the projects were outside of 16

the greater downtown area (see Chart 11).

In recent years, the city has placed greater emphasis
on development efforts outside of downtown and
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Note: In 2023, multiple abatements were provided for
three different projects: including one in the central busi-
ness district (District Detroit involved nine abated proper-
ties) and two outside of the greater downtown area (North
End Landings involved seven abated properties and St.
Agnes Lofts involved six abated properties).

Source: DEGC

Abatements for commercial rehabilitation projects
constituted the plurality of the projects both inside
the greater downtown area and in the neighbor-
hoods. The balance of the abatements in the greater
downtown area were for NEZs, OPRAs, and CFEs. The
make up was different in the neighborhoods where
OPRAs and IFEs were more common than NEZs and
CFEs (see Chart 12).

The value of the abatements and the total develop-
ment costs heavily tilt toward the greater downtown
area. The value of the tax abatements granted to
projects within the greater downtown area totaled
$218 million compared $31 million for projects in the

neighborhoods (see Chart 13).

Chart 13

Value of Tax Abatements Granted Within
and Outside of the Greater Downtown
Area, 2022 and 2023
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Perspective on Property in Detroit Council Districts

Detroit is a geographically large city with a variety of
property types and uses throughout the city. However, land
in Council Districts 5 and 6 has historically been used for
commercial and industrial purposes more frequently than
land in the other council districts. The buildings generally
are bigger and it is a goal to create sufficient demand to
be in these spaces. If successful, it will cost more to ac-
quire land in these spaces and landlords will fetch higher
rents for space in these buildings. With a few exceptions,
most of the high-rise buildings are located in these two
districts. Whether a developer was looking for existing
structures that could be rehabilitated or vacant land that
could be built upon, the city offers far more opportunities
for commercial and industrial land uses in Council Districts
5 and 6 than the other districts.

Chart 14 shows that 50 percent of Detroit’s currently
vacant commercial properties are in Council Districts 5 and
6. While the other council districts offer more than 1,100
vacant commercial properties at @ minimum, Districts 5
and 6 each have more than 4,000 vacant commercial
properties available to build on.

Likewise, Chart 15 shows the breakdown for industrial
properties. Almost 75 percent of the city’s currently vacant
industrial properties are in Council Districts 5 and 6. The
other districts have handfuls of vacant industrial properties
sprinkled throughout them.

Chart 14

Vacant Commercial Parcels by Detroit
Council District, 2023

District

G, 2494

Source: City of Detroit, Office of Chief Financial Officer

Housing is an issue in Detroit and the city has more than
115,000 vacant residential lots available to meet that
demand. Efforts to meet the goal of attracting and retain-
ing people to the city will be accelerated with increased
employment opportunities. Thus, the city’s focus on at-
tracting employers will focus on commercial and industrial
land use, and those opportunities will be concentrated in
Council Districts 5 and 6.

Furthermore, the externalities of commercial and indus-
trial land use affecting residential landowners suggests a
continued effort to keep them separate from each other.
As has been experienced with the newly developed Stel-
lantis plant on the city’s east side, disruption in the Delray
neighborhood with construction of the new Gordie Howe
International Bridge, and other developments, commer-
cial and industrial businesses can affect their residential
neighborhoods. Noxious odors, the rumble of heavy trucks,
loud noises, increased traffic, towering buildings casting
shadows on neighboring houses, and other unintended
forms of pollution can affect the quality of life for those
living nearby.

While it is possible to steer new developments to all council
districts, doing so may bring undesired effects for those
nearby. Continuing to build off of the land use patterns of
decades ago would minimize the negative externalities.

Chart 15
Vacant Industrial Parcels by Detroit
Council District, 2023

District 1,

District &,
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Source: City of Detroit, Office of Chief Financial Officer
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The incentives provided within the greater downtown Chart 16
area are larger in value than those in the neighbor- Anticipated Value of Development Created by Tax
hoods because the investments that developers Abatements Granted Within and Outside of the

and businesses propose to make are much larger Greater Downtown Area, 2022 and 2023
in value in the greater downtown area (see Chart

16). Incentives offered for property development %3300 $3,192
in the greater downtown area are expected to total $3,000
$3.2 billion compared with anticipated development $2,500
totaling $309 million in the neighborhoods. Projects 2 £ 000
receiving tax incentives in the greater downtown = 51500
area averaged $114 million of expected investments =
compared to $10 million in the neighborhoods. $1,000
$500 $309

50 I
GrOW Income Tax Revenues Greater Downtown Meighborhood
Detroit is able to benefit from tax abatements in a Praecs Proecs
way that only 23 other Michigan cities can because Source: DEGC
it levies a city income tax. The tax is levied on city
residents and on non-residents for income earned The growth of income tax revenue can be attributed
working in the city. to many things, including jobs created with property

tax incentives. City income tax revenues are derived
from residents’ income — the city appears to have
ended the loss of people and income and unemploy-
ment statistics suggest that many residents have
experienced income gains. Additionally, tax revenues
are generated from non-residents’ income — the
construction and rehabilitation of buildings down-
town and elsewhere has maintained the number of
non-resident workers in the city. Further, income tax

receipts benefited from the tax incentives that

The city has leaned into this opportunity since exiting
bankruptcy a decade ago. Chart 17 shows the infla-
tion-adjusted growth of the city income tax revenue
since 2010 relative to growth of the city’s property
tax revenue. While the city’s income tax revenues
are 40 percent greater than they were heading into
bankruptcy, inflation-adjusted property tax revenues
yield about half of what they did at that time.

Chart 17 have attracted and retained employers — if
|nﬂaﬁ0n'adjustEd Growth of Detroit City Income Tax and the emp|0yers live up to the expectations
Property Tax Revenue Since 2010 expressed in the tax abatement requests,
160 more than 24,000 new jobs will result from
L4 tax incentives ar_1d more th_an 35,00_0 tem-
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Source: Detroit Annual Financial Reports, Citizens Research Council
calculations.
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Southeast Michigan Comparisons

Detroit uses tax abatements as a means of business
retention and attraction more than other cities in
the state and comparable cities in other states (see
Chart 18).%°

In its Fiscal Year (FY)2023 financial statements,
Detroit disclosed it abated $50 million in taxes, up
from $42 million in FY2022. (FY2022 financial state-
ments were used for comparative purposes as some
jurisdictions had not yet published FY2023 financial
statements at the time this research was drafted.)
Cumulatively, between FY2017 and FY2023, the city
abated $264.5 million in taxes.

Compared to the other 73 jurisdictions within the
Detroit-Warren-Dearborn Metropolitan Statistical
Area (Detroit MSA) that had financial statements with
tax abatement disclosures, Detroit was the second
heaviest user of tax abatement — second only to

10 Citizens Research Council of Michigan, Detroit
Foregoes Large Sums of Property Tax Revenues with
fts Use of Business Tax Abatements, web document,
November 16, 2022, https://crcmich.org/detroit-fore-

goes-large-sums-of-property-tax-revenues-with-its-use-

of-business-tax-abatements.
Chart 18

Value of Tax Abatements Relative to $1,000 of Taxable Value of
Property Among Southeast Michigan Communities, 2023
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Wyandotte. Measured in subsidies relative to taxable
value, Detroit abated $6.16 in taxes for every $1,000
in taxable value. (Wyandotte abated $7.9 million in
taxes or $13.36 in taxes for every $1,000 in taxable
value.) The mean across jurisdictions in the dataset
was $0.60 in abated taxes for every $1,000 in tax-
able value.

Midwest Major City Comparisons

Michigan’s relatively long list of state law authoriz-
ing tax incentives for economic development target
property tax relief as a means of attracting employers
to create jobs.

Two factors led to the need for these laws. First,
as an industrial, Midwest rust belt state, Michigan
clung to its prosperous economic past when things
started to go bad. State population growth plateaued
after the 1970 census. Manufacturers closed shop or
relocated to either the South or overseas in search
of less costly environments. Commercial businesses
eventually followed. The policy response, rather than
adapting to a new economy, was to offer tax breaks
to industrial and commercial businesses to encourage
them to remain or relocate to Michigan.

Second, Michigan’s local governments rely on prop-
erty tax revenues as their primary
source of resources. Cities, villages,
townships, school districts, intermedi-
ate school districts, community college
districts, and an assortment of special
authorities levy property taxes to
fund operations. One outcome of this
reliance is that tax rates are levied at
relatively high rates.!!

In its FY2023 financial statements,
Detroit disclosed it had abated $43.0
million in taxes. Of that amount, $26.3
million represented the tax abatement
types discussed in this paper.

11 Lincoln Institute of Land Policy
and Minnesota Center for Fiscal Excel-
lence, 50-State Property Tax Comparison
Study, August 2023, www.lincolninst.
edu/publications/other/50-state-proper-
ty-tax-comparison-study-2022/



Comparing the use of tax abatement programs across
cities in different states is difficult because of the vari-
ous ways different states’ laws are structured and the
particular dimensions of each program. These differ-
ences relate to the type of properties that are eligible
for tax-favored treatments, the design of individual
programs, and local decisions about when/where/
how to employ abatement programs. Programs
also differ based on how tax abatements affect the
revenues produced and elements of a program em-
ployed to ensure projects deliver promised benefits.

Four peer cities similar in size and economic condi-
tions were selected for a comparative analysis: Cleve-
land and Columbus in Ohio, Memphis, Tennessee,
and Milwaukee, Wisconsin. They were selected based
on population, land area, population density, median
household income, and percentage of the population
below the poverty level. Columbus, Memphis, and
Milwaukee, like Detroit, are considered high-tax cit-
ies when assessing effective tax rates on homestead
and commercial properties.!?

Economic measures such as median household
income and percentage of the population below
poverty level are especially important in this analysis
as they are indicators of distressed jurisdictions that
may be incentivized to use economic development
programs.

Using data assembled on the Good Jobs First web-
site, it is revealed that Detroit ($26.32 per capita)
and Memphis ($27.85) are abating more per capita
property tax revenues on average than the other
cities. Cleveland ($13.31) and Columbus ($4.59 in
property tax abatements and $13.39 in income tax
exemptions) are roughly equal in the per capita
amounts of tax forgiveness. Milwaukee does not use
tax abatements, but instead relies on tax increment
financing to provide funding to provide economic
development spending (see Chart 19).

The information provided does not shine a light on
the cities’ other economic development efforts. It

12 Lincoln Institute of Land Policy and Minnesota
Center for Fiscal Excellence, 50-State Property Tax
Comparison Study, August 2023, www.lincolninst.edu/
publications/other/50-state-property-tax-comparison-
study-2022/

Chart 19
Average Amount of Tax Revenue Abated Per
Capita in Major Midwest Cities, FY2017 to FY2021
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does not describe if the tax abatements were part-
nered with state and/or federal incentives. It does
not describe the investments that private businesses
were making to merit the tax abatements.

In 2023, the incentives provided by Detroit were
geared 37 percent to Neighborhood Enterprise Zones,
37 percent to commercial development, 23 percent
to Renaissance Zones, and only 3 percent to indus-
trial development. Memphis provided 45 percent of
the total abatements to industrial development, 32
percent to commercial development, and 24 percent
to residential development and affordable housing.
The property tax incentives provided by Cleveland
and Columbus were almost wholly for residential
development and affordable housing. Columbus also
provides a number of income tax incentives as job
attraction/creation tools.

Rather than providing tax abatements, Milwaukee
uses tax increment financing to generate resources
for economic development. In doing so, it is not less-
ening the cost of locating in the city but is generating
resources for overt trackable spending.
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Judging the Impact of Abatements

Judging the effectiveness of Detroit’s use of tax
abatements over the 50 years Michigan laws have
authorized abatements is challenging on two fronts.

First, conceptually it is hard to know how bad things
might have gotten for the city without employing tax
abatements to attract development. Ostensibly, tax
abatements were created to counter the job losses
that were occurring. The goal was to retain and at-
tract employers, first industrial and later commercial,
to Michigan.

The laws authorizing tax abatements were first en-
acted in the mid-1970s, a period that in retrospect
marked the early stages of Michigan’s stagnant eco-
nomic and population growth. Nationally, it marked
the early stages of a movement away from manufac-
turing. In retrospect, it is now clear that the economy
that Detroit was founded on was disappearing and
the city or state’s economic model was not adapt-
ing to the knowledge and service-based future. The
decline associated with deindustrialization and the
economic winds affected the city strongly. Addition-
ally, livability in the city was affected by the loss of
restaurants, grocery and retail stores, bank branches,
entertainment, etc.

The city continued to lose population, manufactur-
ing and commercial businesses, and jobs in the
period tax abatements were incorporated into the
city’s economic development toolbox. Could it have
been worse without tax abatements to offset some
of the loss? It is impossible to know what the city
would have looked like with a counterfactual of no
tax abatements.

Second, post-bankruptcy Detroit truly reflected the
demographic and economic changes it underwent
in the previous 50 years. In many parts of the city,
neighborhood and city leaders struggled to address
the results of abandoned and neglected properties.
Ruin porn became an unfortunate description of the
abandoned and dilapidated structures that were once
home to a vibrant city.

The city’s efforts to attract development and jobs
must deal with that history. The issue is not just
competing against green fields in the suburbs or

Wi 24

elsewhere but addressing the vestiges of what was
there before so that it can be made usable again.

With some exceptions, the granting of tax abate-
ments over the past few years reflects the effort to
put obsolete commercial properties to productive
use.

Detroit’s Strategy

Detroit’s strategy as it relates to the granting of tax
abatements appears based on two pillars.

First, the strategy is to capitalize on the revenue gen-
erating potential of the city income tax. The latitude
to reduce the property tax burden affords the city
the ability to attract and retain businesses that will
provide income producing jobs. Whether those jobs
are provided to Detroit residents or non-residents
— the preference obviously being to increase the
employment of Detroit residents — they will broaden
the tax base for the income tax and afford the city
the ability to grow the budget.

Economic development strategy also hopes to lever-
age investment in key businesses or locations to spur
future development. Those employed in businesses
operating in the abated properties will presumably
locate their families nearby, thus spurring hous-
ing demand. They will buy groceries, engage in
entertainment activities, and spend their income in
other ways, thus spurring other businesses to locate
nearby. To the extent that they locate in the city, it
will further enhance income tax receipts for stable
growth.

This has proven a healthy strategy in the decade
since the city exited bankruptcy, but it does come
with some perils. On the whole, property is a more
stable tax base than income. There are occasions
when property values dip, as occurred in the years
following the “Great Recession” of 2007-09, but,
for the most part, property values appreciate and
government budget makers can rely on property
tax revenue.

Ordinary income generated as workers being com-



pensated for their labors is susceptible to variations
with economic cycles. While Detroit, Michigan, and
the national economies have experienced prolonged
economic growth since the Great Recession, a down-
turn will eventually come. Employment will decline as
businesses cut jobs to reflect scaled down production
schedules and lesser earnings. This typically affects
Detroit's income tax revenues more severely than
the state or federal income tax revenues.

The city is and should work to solidify the tax bases
for both the property and income taxes. Turning
around the decline in aggregate value of property
will provide stability to withstand the economic cycles
that happen naturally and reflect a city where prop-
erty is in demand and can catch a fair price for rents
and investments.

Second, the DEGC evaluates proposed projects
against a series of city metrics for how the develop-
ment will benefit Detroit residents and the city itself.
It recommends for approval projects if they will pro-
vide employment opportunities for Detroit residents,
provide affordable housing in the city, and generate
net new revenues for the city through property taxes,
income taxes, and other revenue sources.

Given where Detroit has been financially and where
it is in the current path to recovery from the nation’s
largest bankruptcy, it is to the benefit of all inter-
ested parties that Detroit’s recovery continues. The
return of a vibrant, economically sustainable Detroit
will benefit all of Southeast Michigan and the state
as a whole.

At some point in the future, assessing the projects
against the city’s economic development plans and
strategic initiatives will have to be reexamined. The
strategy of sacrificing property tax revenue to benefit
income tax revenues is sound for the city of Detroit.
The strategy plays on the city’s strengths. Detroit
has a weak property tax base making the very high
tax rate unproductive. The income tax base is very
productive because of the high income of workers

in the office buildings. This strategy exports some
of the tax burden to nonresidents coming into the
city to pay for government services they consume
as commuters.

Similarly, the lack of affordable housing extends
beyond Detroit’s borders. Increasing the supply of
housing in the city will benefit the entire region.

However, this strategy does not directly benefit
residents of the other governments property tax
revenues are abated as part of Detroit’s economic de-
velopment strategy. In Michigan, local-option income
taxes are available only to cities. Neither the library,
county, art museum, nor zoo may levy income taxes.

Detroit is abating its property taxes to yield these
benefits, but it also is abating property taxes of these
other governments. The Detroit general purpose op-
erating millage constitutes only 22.5 percent of the
total property tax burden levied on Detroit properties,
but the strategy is designed for the city to reap the
majority of the benefits.

Finally, the strategy appears to promote the redevel-
opment of existing structures to the extent possible.
For all of the high-profile packages that have been
in the news recently, the majority of abatements
granted have been for the redevelopment of com-
mercial buildings.

Detroit cannot compete on an even footing with
surrounding communities as it relates to the cost of
development commercial space for businesses. The
cost to developers of bringing infrastructure and
utilities to a greenfield and developing in a vacant
space is less than what they face in Detroit. In some
cases, contamination needs to be remediated. Work
may be necessary to ensure that buildings that have
been vacant are structurally sound. Older buildings
may need to be retrofitted to meet the electronic
needs of business machines, computers, printers,
and Wi-Fi, as well as adapting the heating and cool-
ing infrastructure to that of a modern HVAC systems.
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Reforms and Improvements

Regardless of the city’s approach to maintaining or
phasing down the use of tax abatements, the process
can be improved by altering the process as requested
abatements are being vetted and more diligently
engaging in post-abatement analysis.

Lessons from Other Cities

Few cities utilize tax abatements as frequently as
Detroit has recently, so examples that Detroit can
benefit from are few.

The City of Philadelphia, Pennsylvania, offered a
ten-year tax abatement on new construction of resi-
dential homes and partial abatements for rehabbed
homes. The land and the improvements on the
land — the structures — are valued separately, so the
abatement required homeowners to pay taxes only
on the value of the land for ten years. They were not
taxed on the building. Homeowners that rehabbed
their properties were taxed on the value of the home
before any upgrades for ten years. They were not
taxed on the values after improvements.

The city ordinance was amended so that the full
abatement was not enjoyed for the full ten years.
Homeowners who applied after 2021, would only
receive the full 100 percent tax abatement during
the first year; thereafter, the abatement would de-
crease by 10 percent each year until the program was
phased out entirely at the end of the tenth year.!3
The change to the abatement law was paired with
a new construction tax, the revenues from the two
were expected to raise revenues to back the issu-
ance of a bond to support affordable housing, small
businesses, and commercial corridor revitalization.*

13 Greenberg Traurig, LLP., Philadelphia City Coun-
ail Approves Changes to Tax Abatement Programs and
Imposes Residential Construction Tax, December 24,

2020, https://www.gtlaw.com/en/insights/2020/12/phil-
adelphia-city-council-approves-changes-tax-abatement-

programs-residential-construction-tax
14 The Philadelphia Tribune, Legisiators pass

changes to 10-year tax abatement, impose new con-
struction tax; send bills to Kenney, December 10, 2020,
https://www.phillytrib.com/news/local_news/legislators-
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The City of Cleveland, Ohio, provides tax abatements
to eliminate or reduce the increase in taxable value
resulting from new construction, renovation, or reha-
bilitation of existing housing units, or other housing
improvements, such as additions.

In 2020, the city commissioned a study of its tax
abatement policy and its impacts throughout the
city to coincide with a sunset on the city ordinance.
Based on that study, in 2022, it adopted six recom-
mendations, to 1) geographically differentiate and
target tax abatements by neighborhood type; 2) to
make affordable housing eligible for tax abatements
anywhere in the city; 3) to place a cap on a tax
abatement for single family developments, limiting
the abatement to the first portion of new taxable
value; 4) to require community benefit agreements
for multi-family developments to include contracting
opportunities for minority, women, and Cleveland-
based contractors, to include affordable housing
set-asides, and to include voluntary payment-in-lieu
of affordable housing set-asides; 5) to continue the
city’s Green Building Standard requirements; and 6)
to include a grace period for the first 18 month to
minimize the affect on existing projects.

The City of St. Louis, Missouri, provides ten-year tax
abatements to facilitate improvements in Redevelop-
ment Areas. A reform effort initiated in 2016 based
on findings from a Washington University*> attempted
to bring more structure to their use and extend the
benefits beyond the Central Corridor and to more
diligently employ more nuanced data analysis of the
“but for” test to decide when and where to provide
tax abatements.

pass-changes-to-10-year-tax-abatement-impose-new-
construction-tax-send-bills-to/article_530ba613-c56¢-
5e85-a899-82fc5f77b68e.html

15 Center for Social Development, George Warren
Bown School of Social Work in Washington University,
Tax Abatement in Saint Louis.: Reform Could Foster
Equitable Development, CSD Policy Brief 16-21, June
2016, https://openscholarship.wustl.edu/cgi/viewcon-
tent.cgi?article=1804&context=csd_research



Lessons. The role that tax abatements are playing in
aiding Detroit’s recovery and the process that DEGC
uses to analyze the need for tax incentives to make
proposed projects work set Detroit at the forefront
among many cities. The notable reform in St. Louis,
strengthened to use of data to examine the “but for”
testing used to decide where and when to provide
tax abatements, merely brought that process in line
with what currently happens in Detroit.

In two of the cities in which reforms have been
adopted, the abatement programs focused on resi-
dential housing. Philadelphia decided that tax abate-
ments were not helping the city achieve the level of
affordable housing needed to meet demand, so it
backed off of tax incentives for new and rehab work
to support affordable housing, small businesses, and
commercial corridor revitalization. Cleveland used a
sunset provision in the tax abatement ordinance to
examine current practices and uses. Based on that
study it has attempted to use tax policy to target de-
velopment to specific areas of the city and on afford-
able housing. It aimed to ensure that construction
of multi-family housing benefits certain populations
and the city generally.

The lesson for Detroit is to decide what the city
hopes to accomplish and take time to examine if that
goal is being met. Instituting sunsets into economic
development policies can create artificial deadlines
to force reexamination of current policies.

The city has fallen far and has many needs, but that
will change over time. Will it want to continue focused
efforts on downtown to revitalize the use of existing
commercial buildings or pivot to other geographic
parts of the city and other economic uses? The hous-
ing needs are many, but should multi-family housing
be incentivized over single family homes?

It is useful for the city to periodically reexamine what
goals are incorporated into the “but for” analyses.

Refine Detroit’s Tax Abatement Policy

The city should aim to improve transparency for
businesses and developers considering a location in
Detroit and for residents to better understand the
goals pursued when the city offers tax incentives
with @ more overt declaration of the city’s economic
development policies. The city’s economic develop-
ment plans and strategic initiatives are hinted at on
the DEGC website, but not clearly enumerated on
the city’s own website.

DEGC weighs all requests for tax incentives against
the city’s economic development and strategic
initiatives objectives. Recipients of tax incentives
should demonstrate that the investment will create
employment opportunities for Detroit residents, in-
clude the development of affordable housing, include
development of underutilized land, create at least 50
new full-time jobs, and generate new property and
income taxes for the City of Detroit. The develop-
ers must commit to working with Detroit at Work to
attract and hire Detroit residents. In the end, the
new development must enhance the city’s net fiscal
position by increasing tax revenues without creating
more spending pressures.

Other economic development objectives not directly
related to tax incentives could include bolstering
entrepreneurship, enhancing the city’s talent pool,
and playing to the city’s strengths. This could include
improving clusters, such as businesses capitalizing
on Detroit’s concentration of health care centers,
the international trade facilitated by Detroit’s role in
international trade with Canada, and the nascent en-
trepreneurship ecosystem developing around Tech-
Town, New Lab, and the redeveloped train station.

Pre-Abatement Analyses

Part of Detroit’s problem with the granting of tax
abatements is transparency. Companies approach,
or are recruited by, the DEGC about locating in the
city. In the interest of protecting company secrets,
work happens behind the scenes to understand the
amount of the proposed investment and the case for
public participation. Only after a great deal of work
goes into the process is city council and the public
engaged in the process.
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Their involvement comes too late. Representatives
of the city council and residents generally could
be involved more directly and earlier in economic
development.

Residents could be provided seats on the various
quasi-public authorities administered by the DEGC.
DEGC services the Detroit Brownfield Redevelopment
Authority (DBRA), Detroit Next Michigan Develop-
ment Corporation (DNMDC), Downtown Develop-
ment Authority (DDA), Eight-Mile Woodward Corridor
Improvement Authority (EMWCIA), Local Develop-
ment Finance Authority (LDFA) and Neighborhood
Development Corporation (NDC). Each entity, while
serviced by DEGC, has its own board. Between these
six entities, there are 66 board seats.

Generally, per state law, these board seats are ap-
pointed by the mayor subject to consent by the city
council. For a number of these entities, there are
requirements for who may be selected. The LDFA
Act prescribes that a majority of board members be
property owners in the downtown and that at least
one member resides downtown.!¢ Less formally, there
are seats apportioned for city council to nominate and
for community members. These formal and informal
rules aside, state law, for the most part, does not
prescribe the process by which the mayor or city
council may select someone to be nominated for
appointment. Here, the mayor and city council could
be intentional to ensure that one-third of nominees
to the boards of its various economic development
entities represent the general concerned public.

Post-Abatement Analyses

The city should be more diligent in performing post-
abatement analyses to evaluate past tax abatements
and guide future requests. Tax abatements in Detroit
are justified because a) taxes are reduced for a rela-
tively short period of time and the taxing jurisdic-
tions benefit from the expanded tax base when the
abatement expires, and, b) the city stands to benefit
from income tax revenue growth and tertiary invest-
ments tied to the abated business. While both make
sense on paper, the city cannot know that reality is
matching theory without tracking results.

16 Public Act 57 of 2018
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Responsibility. Responsibility for post-abatement
analysis could be placed in the DEGC, the Housing
and Revitalization Department (HRD), the Depart-
ment of Civil Rights, Inclusion, and Opportunity
(CRIO), the Office of the Chief Financial Officer
(OCFO), or city council Legislative Policy Division
(LPD). Each option has pros and cons.

HRD works to ensure that housing and neighbor-
hoods are high quality, affordable, and accessible to
and for all Detroiters. As such, it has the greatest
interest in the performance of NEZs.

CRIO is charged with monitoring the city’s activities
and investments to insure they result in opportunities
for inclusion. The department monitors compliance
with community benefit ordinance obligations and the
Detroit residency of workers on construction projects.

OCFO does not normally engage in activities of this
sort, but it is the keeper of much of the data that
will be used to evaluate the results tax abatements.
The property tax assessor works in the OCFO. OCFO
is responsible for collecting taxes — including prop-
erty taxes and income taxes. The office will have
information to determine whether properties close
to the abated property appreciated in value and if
there were tertiary gains in employment that can be
related to the abated property.

DEGC is responsible for most economic development
actions on the city’s behalf. It is the party responsible
for negotiating abatements and reviewing documents
submitted by businesses to justify the need for public
participation in the developments.

On the other hand, without inferring anything nefari-
ous of current or future DEGC staff, placing respon-
sibility with DEGC with a bit of charging the fox with
guarding the henhouse. DEGC's recommendations
lead to millions of dollars of benefits. The responsi-
bility would be best served by having departments
and personnel not directly responsible for making
the recommendations monitoring the outcomes of
the investments.

Both the DEGC and the OCFO report to the mayor
and might have an interest in data supporting ex-
ecutive decisions. Because LPD is answerable to city
council, vesting responsibilities for post-abatement



analysis there would provide a heightened level of
checks and balances. While LPD does not currently
engage in this type of analysis, staff with general
analytical skills to assessments of abatement are
generally hired to LPD.

As the goals of the different types of tax abate-
ments differ — NEZs promoting housing opportuni-
ties, IFEs promoting job creation, and rehabilitation
of dilapidated commercial buildings promoted by
OPRAs, CRAs, and CREs — responsibility for collecting
and analyzing data could be shared among several
departments.

Reporting Requirements. In addition to deter-
mining responsibilities, it is important to establish
how monitoring will be executed. Expectations for
businesses and developers to report the required
data, when it is not otherwise collected by the city,
should be included in the abatement agreements.
The language should include means for the city to
enforce the reporting requirements.

Data System. It is recommended that the city
should create an integrated data system that tracks
the number of abatements and incentives approved
by City Council on a yearly basis. The integrated
data system should include pertinent information
for tracking and monitoring tax abatements and tax
incentives, such as

e tax recipient name and address

e type of abatement/incentive

e duration of abatement/incentive

e project investment amount

e actual investment amount

e total value of abatement/incentive

e projected number of new full-time equivalent
jobs

e actual number of full-time equivalent jobs

e actual number of full-time equivalent jobs filled
by Detroiters

e projected number of construction jobs

e actual number of construction jobs

e actual number of construction jobs filled by
Detroiters

Access to the integrated data system should be pro-
vided to staff in DEGC, OFCO, HRD, CRIO, and City
Council and its Legislative Policy Division.

The departments may need additional staffing and
resources to execute this responsibility.

Responsibility in the City Council for hearing from
those charged with monitoring should be clearly
laid out — either with the Planning and Economic
Development Standing Committee or a subcommit-
tee therein.

The data collected during the periods during which
tax abatements are received would enhance the
city’s ability to build claw back provisions into the
abatement agreements. Claw back provisions enable
the city to recoup the value of abated property tax
revenue if the developers and businesses fail to fulfill
their projections of how many jobs will be located in
the building, how many of those will be new to the
city, how much those workers will earn, the expected
value of the building, and so on. Under current cir-
cumstances, the city does not have an institutional
method of monitoring the activities in the properties
while the abatements are being utilized or afterward.
Claw back provisions built into the agreements enable
the city to alter the tax abatements mid-stream to
reflect the changing use of the building.

It would enable the city to monitor the effectiveness
of tax abatements and evertually set a path to scal-
ing back their use.
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Alternative Economic Development Strategies

City leaders could consider several alternative strat-
egies for making the city more competitive and
lessening its reliance on tax incentives to attract and
retain businesses. Some options would address the
mechanics of economic development, altering the
length and/or duration of tax abatements (subject
to statutory change) or funding economic develop-
ment in different ways. Other options would aim to
lessen the cost of locating in the city for all businesses
and residents, thus lessening the need to engage in
targeted economic development.

Alternative approaches could be implemented. The
city could alter its approach to economic development
spending by bringing business attraction subsidy
outlays into the city’s annual budget. It can engage
in changes to make Detroit more competitive with
neighboring Southeast Michigan communities and
other major Midwest cities. Additionally, it can con-
tinue to leverage its competitive advantages and
support of young innovative businesses to nurture
the major businesses of tomorrow.

On-Budget Economic Development

For all that is wrong with tax abatements — specifi-
cally, casting government in the role of intervening in
the market — providing tax-favored benefits to select
firms does not directly cost governments any money.
Pursuant to the “but for” analysis — that the develop-
ment would not occur but for the incentive — the tax
abatement granting governments are exchanging
unused land and/or buildings with little taxable value
for a productive use of the land and buildings. Future
tax revenue is diminished by foregoing for a limited
time taxes generated by the increased property value
attributed to development, but the nhominal amount
of public resources in the city, village, township, or
county coffers are not diminished.

The removal of “spending” decisions from the bud-
getary process and the checks and balances of mu-
nicipal government is one of the major philosophical
criticisms of the economic development tools that
provide tax preferences to a select project or pur-
pose. City council must act on the recommendations
of the DEGC for abatements to be granted, but the
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hearings and review of recommendations occur in
processes removed from the budget process. The
allocation of tax resources through these programs
does not weigh the benefits of tax expenditures
against other city goals of promoting the public
safety, health, and welfare of the residents.

The State of Michigan has changed its approach to
economic development policy by shifting from tax
incentives to direct appropriations to an economic
development fund with resources that can be drawn
down to support business attraction and retention
activities.

In 1995, the state created the Michigan Economic
Growth Authority” and empowered it to provide
tax credits to offset liability from the state’s Single
Business Tax (SBT) and income tax. It was targeted
at large-scale business investment, as well as the
attraction of technology-intensive businesses. The
objective was to attract major investments. Tax
credits were available to in-state businesses propos-
ing to create and retain at least 75 full-time, in-state
jobs over and above their in-state pre-application
employment-level. Out-of-state businesses had to
create and retain 150 full-time, in-state jobs over
the term of the MEGA-tax credit.

Use of MEGA-tax credits waned with the state’s re-
peal of the Single Business Tax and transition to the
Michigan Business Tax and eventually a corporate
income tax. The corporate income tax, calculated
on a smaller tax base than the Single Business Tax,
provided tax relief to all business taxpayers even
without the need for tax credits.

Recently, as state officials witnessed major projects
sited out-of-state, like Ford Motor Company’s deci-
sion to locate a new plant in Kentucky, the Strategic
Outreach and Attraction Reserve (SOAR) Fund was
created to provide financial incentives to attract or
retain businesses.'® SOAR is comprised of two sub-
funds: the Critical Industries Program (CIP)'°, and

17 Public Act 24 of 1995
18 Public Act 137 of 2021
19 Public Act 136 of 2021



the Strategic Site Readiness Program (SSRP)%.

This approach to economic development policy
uses direct expenditure, to be decided via annual
appropriations processes rather than tax incentives,
which are not allocated as part of the budget pro-
cess nor weighed against other potential uses of city
resources.

The city council currently is involved in approval of
all tax incentives. The process of vetting potential
projects and bringing the proposals to council at the
end for final approval has left some feeling that the
projects were so far down the road that push back,
or changes are difficult. The benefits of following a
process with economic development project costs
built into the city budget would be to place the city
council more directly involved in economic develop-
ment decisions. Decisions on the use of scarce re-
sources would be more overt, weighing the benefits
of economic development incentives against the cost
of additional police officers and fire fighters, park
improvements, and other city costs.

On the other hand, it would add an item to the budget
when the city arguably has insufficient resources to
provide the services expected of it already. Whereas
tax abatements diminish future tax revenues, this ap-
proach to economic development employs collected
tax revenues to attract new development.

Make the Mechanics of Abatements
Flexible

Since the time industrial tax abatements were first
authorized in state law, the general approach has
been to reduce the tax burden by roughly half of the
normal tax rate for a maximum of 12 years. Cities
currently have the latitude to provide abatements
for less than 12 years to fit the amount of incentive
needed to make the investment worthwhile to the
developers, but they do not have latitude with how
the tax bases are frozen or the tax rates applied in
lieu of the normal property tax rates.

State policymakers could consider amendments to
the laws to make both the duration and tax rates

20 Public Act 134 of 2021

variable. Shorter durations with deeper tax rate
reductions would allow the governments to benefit
from the developments sooner. Lengthening the pe-
riod of time over which the tax incentive is received
with less tax rate reduction would lessen the impact
on the taxing jurisdictions. The taxing jurisdictions
would receive more tax revenue during the abate-
ment period, helping them to provide government
services.

Generally, the total amount of the tax incentive is
determined to provide financial relief equal to a
certain percentage of the projected cost of the de-
velopment. The tax incentives Detroit granted from
2017 to 2023 ranged from four percent to more than
60 percent of the proposed investments, but gener-
ally averaged about 11 percent of the investments.
Whether developers are receiving tax incentives in
the earliest stages of property development or spread
over longer periods, it can be expected that they will
look for the same amount of government partnership
to defray costs.

Changes of this nature would require statutory
changes to the authorizing acts.

Paperwork Tax Cut

Federal law, the Internal Revenue Code, state law
and regulations, and city licensure and regulations
can make business difficult for small- and medium-
sized companies. The city should reduce its contribu-
tions to that difficulty as much as possible.

There was already a laudable effort by the city to
reduce license and other requirements in 2018 and
2019. Why is this pertinent to economic development
policy? License and other requirements cost money
and time. First, the license itself costs money. Sec-
ond, there is the time expended to file applications,
wait, perhaps remediate errors in applications or
answer questions and wait some more. There may
be additional cost for a business to discern what rules
they must comply with exactly; it may require the
expense of a lawyer and/or accountant. The cost of
licensure both in terms of money and time can be
summarized as a paperwork tax, and this paperwork
tax, like the property tax is likely to fall heaviest on
the city’s poorer Black residents.
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The city should continue to ensure the health and
welfare of its citizenry but find opportunities to
streamline the bureaucracy, reduce the amount of
paperwork businesses need to process when locating
in the city, and send the message that Detroit is open
for business. Small businesses are often started by
people with little money and far less sophistication
than major enterprises, so even small impediments
such a business license application can have an
outsized effect on entrepreneurship.

Policies that support small business may also address
inequalities between White and Black residents and
Detroit residents and non-residents. Because the city
is 78 percent Black, the beneficiaries of its policies
to support small businesses are likely to be Black
residents. The city can correct for its shortfall in
Black-owned businesses relative to the U.S. overall
yet refrain from race-based policies that have recently
come into disfavor by the Supreme Court.

Finally, just as a paperwork burden is imposed on
small- and medium-sized businesses, major en-
terprises are affected as well. Most notably, those
supported by public subsidy, are subject to the com-
munity benefit agreement (CBA) process. City leaders
must recognize that CBAs impose additional costs on
businesses and developers at the same time they
are coming to the city seeking financial assistance
because the cost of locating in the city is higher than
debt service and rates of return would suggest is pru-
dent. Reconsideration of this requirement is in order.

Property Tax Reform Options

Detroit's current tax abatement approach to eco-
nomic development is inefficient and its long-term
effectiveness uncertain. The application process
requires businesses to work to be eligible for abate-
ments and then hope to meet the expectations of
elected officials and the city’s bureaucracy. In relying
on tax abatements to lower the cost for some, the
city is artificially imposing higher costs on residents
and other businesses that do not have the benefit
of abatements.

21 See Students for Fair Admissions, Inc. v. Univer-
sity of North Carolina and Students for Fair Admissions,
Inc. v. President & Fellows of Harvard College
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Inefficiency and unfairness with respect to its busi-
nesses hardly speaks to inefficiency and unfairness
in its taxation of residents. There are those residents
who reside within either Renaissance Zones or Neigh-
borhood Enterprise Zones, each confers tax relief
to property owners within those zones, otherwise
everyone else must bear tax rates far above those
of comparative jurisdictions while their personal
incomes are comparatively lower.

City tax policy is more than just inefficient and unfair,
however. The city’s tax policy is also counterproduc-
tive to the mission to increase population. Between
1950 and 2000, Detroit suffered population loss of
nearly 900,000 people, or almost half the residents.
People left for many reasons, but the high tax burden
was a contributing factor. In the two decades that
followed, Detroit carried out mass tax foreclosures.
Between 2010 and 2020, the city more than 130,000
homes were foreclosed for unpaid property taxes.??
The city, which so needed people, forced many of
them from their homes. The city, desperate to enjoy
the revenues, levies what are relatively levels of
taxation on a much poorer tax base.

To lessen its use of tax abatement, the city could
make tax abatements less necessary. It could do so
by lowering the property tax rate and making itself
less reliant on property tax revenue. There are mul-
tiple paths to property tax rate reduction. Tax rate
reduction is a fairer approach to tax relief, and its
benefits will be more broadly experienced by busi-
nesses and residents alike compared to individual
award of tax abatement.

Of course, as noted above, Detroit businesses and
residents are subject to more than just city taxes (see
Chart 20). Even if Detroit eliminated its property
tax (19.9520 of 86.6 mills in 2022), it would reduce
the total levy by just under a quarter, 23.1 percent.
Residents that reside in the home that they own are
able to claim a principal residents exemption that
lessens their tax bills by the 18 mills levied for school
operations (68.6 mills in 2022).

22 Wayne County Treasurer, Forfeited Property List
with Interested Parties, https://www.waynecounty.com/
elected/treasurer/forfeited-property-list.aspx



Chart 20

Property Tax Rates Applied to Detroit Properties, 2024
Tax rate shown in mills (a mill is $1 of tax for every $1,000 of taxable value)
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Source: Wayne County Department of Equalization

City Operating Millage Rate Reduction

One option is to provide across-the-board cuts to
the city’s operating tax. The city could shed 10 mills
from the current 19.9520 mills rate to cut the tax
rate to 9.9520 mills. Under a phased-in approach,
the tax rate could be lowered by two mills each year
for five years.

One might assume that a significant reduction in the
property tax rate would increase the market value
of the existing housing stock and create increased
interest in families and developers building new
houses. Attempts to estimate how such a change
would grow the property tax base were beyond the
scope of this study. Table 7 estimates revenue losses
incurred from this phased-in approach to tax relief,
as if taxes rates were phased down from FY2025 to
FY2029. Revenue projections at the current tax rate

Detroit Operating ,
19.9520

Detrot Public Library ,
4.6307

Detroit City Debt

are the city’s estimates, informed by the University
Economic Analysis Partnership’s (UEAP) projections
of economic trends.? They are based on tax col-
lections net the exemption of personal income, tax
abatement, and revenues captured via tax increment
financing (TIF).

The current 19.9520 mill rate is projected to yield
$130.1 million in FY2025, thus each mill yields about
$6.5 million. Therefore, a two-mill rate decrease in
year one would result in a ten percent decrease in
property tax revenue (see Table 7).

23 City of Detroit, Office of Chief Financial Officer,

Revenue and Economic Reports, https://detroitmi.gov/

departments/office-chief-financial-officer/ocfo-divisions/
office-budget/revenue-and-economic-reports
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Table 7

Effect of Tax Rate Cut Phase Down Proposal on Detroit Property Tax Revenues

(Dollars in millions)

C t Projecti Tax Cut Projecti
Tax Rate Tax Revenue Tax Rate Tax Revenue Revenue loss

FY2025 19.952 $130.1 17.952
FY2026 19.952 133.7 15.952
Fy2027 19.952 1374 13.952
FY2028 19.952 140.9 11.952
FY2029 19.952 144.1 9.952

Detroit would collect $209.7 million less in revenue
across FY2025 to FY2029.

Assuming that all other tax levies would remain un-
changed, a 10-mill reduction of the tax rate would
reduce the city’s property tax rate to 77.6 mills. This
would still be among the higher total tax rates applied
to property owners in Michigan (see Table 3 on page
_), but it would make the city more competitive. Even
completely eliminating the 19.95 mill tax would leave
the city on the high end of total tax rates applied to
property owners.

Library Millage

If completely eliminating the city’s property tax would
still leave Detroit on the high end of total property
tax rates in Michigan, what else can be done? One
option is to make changes to the governance and
revenue raising for the Detroit Public Library (DPL).

DPL is unique in its taxing authority among libraries
in Michigan. Many city libraries are established by city
councils under Public Act 164 of 1877 as amended,
which provides mayors, with the approval of city
councils, the authority to appoint the boards of city
libraries. DPL, however, operates as an independent
municipal corporation separate from the city.?*

Being a separate entity comes with costs and in-
efficiencies. Back office administrative tasks are
performed independent of the city bureaucracy.
Maintenance and upkeep of the building is performed

24 Citizens Research Council of Michigan, 7Ae 7ax-
ing Authority of the Detroit Public Library, unnumbered
Memo, October 1990, https://crcmich.org/publications/
the-taxing-authority-of-the-detroit-public-library
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independent of workers
performing similar tasks
on city properties. It may
be possible to reduce
costs and capitalize on
the city’s relatively strong

$iég'; $82'g§ income tax revenues by
96.1 (41.3) making the City of Detroit
84.4 (56.5) responsible for funding
72.0 (72.1) and operations of DPL.
$(209.7) The Detroit Public Li-

brary has a unique legal

authority among librar-
ies in Michigan. The City of Detroit bears primary
financial responsibility for the library, with property
and other taxes accounting for nearly 89 percent
of the library’s FY2023 revenue. The 4.63 mills
levied to support the library is applied to all Detroit
properties.

Communities throughout Southeast Michigan oper-
ate libraries, either independently or in collaboration
with a neighboring community. Most of the larger
cities levy a standalone tax for their libraries, but
some, like the City of Sterling Heights, fund library
operations from the city general funds. Among the
larger cities in Southeast Michigan, the Detroit Pub-
lic Library millage rate stands out as the highest.
Other than Southfield and Warren, the DPL tax is
far higher than the tax rates for libraries levied in
the other cities (see Table 8).

For finance and governance of the Detroit Public Li-
brary to change, the Michigan Legislature, in charge
of the education system, must take the necessary
steps to eliminate property taxes from the DPL
budget. Because of nuance in state law, this would
include revoking the Detroit Board of Education’s
authorization to defer governance of the public library
to a board of commissioners. enacting a requirement
for Detroit to provide funding to the public library,
amending Special Act 70 of 1842 to properly establish
the Detroit Public Library as a “city library,” rather
than a “district library” established by the Detroit
Board of Education.

Debt Millage
The city and school district debt levies set tax rates



Table 8

General Operating and Library Millages of Select Southeast Michigan Cities, 2023

supported by recur-
ring revenues.

City G_eneral Operating ) Library Income Tax Rev-
) ‘ (5) . (s] Total enue. What was once
Detroit 19.9520 4.6307 24.5827 considered a detri-
Allen Park 17.5562 0.8300 18.3862 ment to the C|ty may
Dearborn 22.3600 0.5400 22.9000 now be a benefit. Un-
Farmington Hills 16.5195 1.4742 17.9937 -
Livonia 16.1472 0.7939 16.9411 like those suburbs and
exurbs that are nearly
Southfield 21.7498 2.7655 24.5153
erty tax revenue, De-
Sterling Heights 16.3800 16.3800 tgt collects a, cit
Troy 8.8170 1.7096 10.5266 . £ y
Warren 23.5098 3.5815 27.0913 Income tax.
Westland 17.5792 1.7474 19.3266

Source: Tax Rate Request forms: https://www.michigan.gov/taxes/property/estimator/rates

form-614-1-4029-tax-rate-requests

in Detroit higher than many of the surrounding com-
munities. The seven mills Detroit currently levies to
pay the principal and interest on bonded indebted-
ness contributes eight percent of the total tax bill.
The Detroit Public Schools Community District debt
levy adds another 17 percent of the total. The city
can only control its own debt policy. In the interest
of competitiveness, that policy should be to continue
retiring existing debt and reducing the debt levy as
much as is possible and reasonable.

Revenue Replacement

Property and paperwork tax reductions should be
considered as opportunities to diminish the cost to
do business in the city. They would provide tax relief
to residents, and to make the city a more attractive
place to live, work, and play. There are the attendant
revenue losses from lower taxes to consider, however.

Residents and businesses depend on the city to pro-
vide a wide range of services including public safety,
public transportation, refuse collection, parks and
recreation, maintaining sidewalks and streetscapes,
and many other services. Resources are needed to
provide these services, and some minimal level of
funding is needed to make these services assets that
enhance the quality of life in the city. The city cannot
spend more than it has or will receive from taxes
and other revenues. To ensure the sustainability of
these city services, recurring expenditures must be

With proper planning,
what the city loses
in property tax may
potentially be made
up for with income
tax revenues. This was the city’s plan coming out
of bankruptcy, to leverage opportunities such as
property tax abatements to enhance income tax
revenues. Indeed, it is part of DEGC's cost-benefit
analyses when assessing the net fiscal impact of
proposed abatements.

Chart 21

Detroit General Fund Revenue by Source, FY2022
(Dollars in millions)

Utility users'
tax, $41.1

State revenue
sharing

" Wagering tax,
124.8 $255.8

Source: City of Detroit Annual Financial Report
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Detroit’s Income Tax once was Considered a Detriment

Detroit is one of only 24 cities in Michigan that levy a city income tax, and it does so at rates higher than
any other city is authorized to levy. The high rates on resident and non-resident taxpayers were seen as
a detriment to live or work in the city and efforts were made to lower the rates. As part of 1998 efforts
to reform state revenue sharing to all municipalities, a companion bill* provided for a phased reduction of
the income tax rates from three percent to two percent on residents and 1.5 percent to one percent on
non-residents. The tax rate on residents was to reduce one-tenth of a percentage point per year for ten
years; and the tax rate on non-resident taxpayers was to be reduced one-twentieth of a percentage point
per year. The provisions included a safety valve to protect the city from statutory tax rate cuts if economic
activity slowed and the city’s revenues suffered. After several of the conditions were met in 2003, 2004,
2005, and 2006, rate reduction was halted, and the city’s tax rates have remained unchanged since. On a
full-year basis, each one-tenth of the percentage point of reduced rate resulted in a reduction in revenue
of about $12 million.

1 1998 P.A. 500

In FY2023, Detroit’s General Fund revenues totaled $137.2 million in FY2023 — a $4.4 million (or 3.3
$1.3 billion. Of that, $1.1 billion (82.8 percent) comes percent) increase (see Chart 22). An already anemic
from the city’s five major revenues sources (see 3.3 percent nominal increase in property tax revenue
Chart 21). More than half of the city’s revenues turns into a 20.9 percent across those 11 fiscal years
come from income (32 percent) and wagering (20 on an inflation-adjusted basis.

percent) taxes. Property tax revenue comprised only

$137.2 million (10.6 percent) of General Fund rev- On the other hand, income tax revenue increased by
enue. It has been a d|m|n|sh|ng source of revenue 25.9 percent onan inﬂation-adjusted basis. Over the
for many years. same timeframe, where on an inflation-adjusted basis

property tax revenue fell by $36.3 million, income tax
The more people have jobs, the more people earn revenue rose by $84 million. Gains in income tax may
incomes that are taxed. Continued efforts to make be used as a predicate to lower the property tax rate.

Detroit more competitive, to attract families to re-
side in the city and to attract

employers to Itgcate businesses Chart 22

in the city will continue to en- City of Detroit Income and Property Tax Revenues, 1984 to 2023
hance city income tax revenues. £450
Those revenues will support city 5400
services, to further enhance the -
quality of life in the city and 3330
enable reductions of the rates $300

for taxes that deter people and £ 5
businesses from locating in the = 00
city. E
$150
Property tax revenue has be- £100
come comparably less impor- .
tant over time as the residential
property tax base diminishes. A— O N TEEONTORONT 0N O N
In FY2013, the General Fund SRR
received $132.8 million in prop-
erty tax revenue and received Property Tax Revenues s COMe Tax RevenLues

Source: various City of Detroit annual financial statements.
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Amusement Tax Revenue. Local governments
in Michigan may levy only those taxes authorized
by state law. Relative to many other states, Michi-
gan local governments have very few options.? An
amusement tax is one option that would recognize
the burden that hub cities such as Detroit, Grand
Rapids, Lansing, Flint, and Saginaw play above
most others. These cities are employment hubs for
their surrounding areas, but they also are hosts to
entertainment venues visited by residents through
the respected areas.

The revenue from an amusement tax could allow the
city to appropriately spread costs among the users
of its services, it could also be a means to provide
tax relief to Detroit residents. The revenue from
an amusement tax, as derived from LPD’s analysis,
would be sufficient to offset revenue losses from a
one to two-mill cut to the property tax rate. Ulti-
mately, irrespective of what the city does with the
revenue, the fact that its arts and culture, sports and
entertainment, will be a revenue source will provide
the city greater motivation to invest in those things
that make it a safe and enjoyable place to live, work,
and play.®

Tertiary Competitiveness Improvements

Not only would property tax rate reduction reduce
tax liabilities for current and prospective businesses,
but it would also affect other costs related to site
selection in the city. Among those costs are those
created because the city requires community ben-
efits agreements (CBAs) to be negotiated between
developers and residents who live in the immediate
area of a proposed development. CBAs are required
for projects that either have a value of $75 million
or more or receive a property tax abatement of $1

25 See Citizens Research Council of Michigan,

Diversifying Local-Source Revenue Options in Michigan,

Report 399, February 2018, h
di local-

crcmich. or ub-

26 See Citizens Research Council of Michigan,
Amusement Tax Revenue Could Offset Revenue Losses
from a Property Tax Cut, February 15, 2024, https://crc-
mich.org/amusement-tax-revenue-could-offset-revenue-
losses-from-a-property-tax-cut

million or more or receive land transfers from the city
valued at $1 million or more. Residents have secured
affordable housing commitments and rehabilitated
recreational facilities from developers from the CBA
process. Efforts to make the city more competitive
with lower taxes and otherwise may result in less
need for tax abatement or land transfers, and thus
eliminate excess compliance cost from CBAs.

Likewise, local hiring agreements mandate at least
51 percent of the workers on subsidized construction
projects to be Detroit residents. This is a laudable
policy, intended to ensure opportunities are available
to Detroit residents—who via their tax dollars have
supported a project, but the lack of residents trained
to fulfill some of the available jobs adds compliance
costs. Developers that do not meet all of the CBA
requirements must pay a fee to the city. Efforts to
make the city more competitive with lower taxes may
result in less need for tax abatement and other public
support, and the attendant compliance scheme that
comes with public support.

Lastly, Detroit continues to deal with abandoned
properties. Some of the eyesores bemoaned by
residents have resulted from property owners be-
ing unable to afford property taxes. While Detroit
properties have become more attractive, the Detroit
Land Bank Authority (DLBA) remains the majority
holder of this vacant land, unable to dispense with
property as quickly as it acquires it. For some who
have purchased DLBA properties, they fall behind on
taxes after the cost renovations required of derelict
properties are completed. Then those same proper-
ties are subject to tax foreclosure.

Efforts to make the city more competitive with lower
taxes should lessen the need for benefits and the
role of community benefit agreements, lessen the
latitude for the city to mandate hiring city residents,
and lessen the number of residents taxed out of their
homes. It should encourage home ownership and
in doing so strengthen ties between communities.
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Accentuate Detroit’s Competitive
Advantages

Detroit has advantages over many other communities
in Michigan and in surrounding states. These advan-
tages speak to why, despite all those disadvantages,
people still choose to live, work, and play in the
city. The city’s economy and economic development
policy can be bettered by continuing to address its
disadvantages, notably on a broader basis than is
currently done, and by more intensively investing in
its advantages.

Cities, despite their disadvantages — scattered parcels
of untitled land, costs to build, and crime, for example
— have advantages. Four main advantages of the
inner city offer paths to build upon: strategic loca-
tion, local market demand, integration with regional
clusters, and human resources. These competitive
advantages are a predicate for which different eco-
nomic development policies may be implemented.?”

Market size

Detroit’s per capita personal income is ranked 202nd
out of the 208 jurisdictions within Detroit MSA. Per
capita income in Detroit is just $22,861, or nearly
half of the average of jurisdictions in Southeast
Michigan ($44,968). However, in terms of total area
income (population x per capita income), Detroit
presents a strong market. Total area income in De-
troit is $14.6 billion (as of 2022). In second place is
Canton Township, with a total area income of $4.8
billion—one-third of the Detroit total market. Total
area income in Detroit exceeds that of the bottom
99 jurisdictions within the Detroit MSA combined.?®
Detroit residents are far from the richest, but there
are economic opportunities for entrepreneurs who
can draw in city residents as customers.

Location and trade
Like many of America’s major cities, Detroit was

27 Harvard Business Review, “The Competitive Ad-
vantage of the Inner City”, Michael E. Porter, May=June
1995, https://hbr.org/1995/05/the-competitive-advan-
tage-of-the-inner-city

28 American Community Survey, https://www.

Census.gov/programs-surveys/acs
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founded as a trade outpost and remains as such.
In 2022, the Detroit MSA contributed $40.4 billion
to the $2.1 trillion in goods exported by the United
States. Of the 387 MSAs in the U.S., the Detroit MSA
has consistently ranked within the top 20 in terms of
contributions to the country’s export of goods across
2005 to 2022.%

Far removed from the city’s industrial heyday, goods
are still manufactured in the city, and many of those
manufactured goods are shipped overseas or driven
across bridges and tunnels. Based on data from the
U.S. Transportation Department for 2023, Detroit
was ranked second behind Buffalo, New York in
crossings into Canada. In 2023, there were 13.4
million crossings from Detroit, and 15.3 million from
Buffalo. Out of the 28 years’ worth of data provided
by the Transportation Department, Detroit ranked
first seven times, second 19 times, and third three
times. Most recently, Detroit ranked number one in
2020 and 2021, and year-to-date is ranked number
one in 2024.%

U.S.-Canada traffic from Detroit flows across the
Detroit-Windsor Tunnel and Ambassador Bridge, with
the majority traversing the bridge. The Detroit-based
link between the two countries is especially import
to commercial activity. If the same dataset from the
Transportation Department referenced above is nar-
rowed to trucks—a proxy for commercial activity—
Detroit’s primacy is made clear. Detroit has ranked
first for the past 28 years. In 2023, there were 1.6
million truck crossings.

So important is Detroit as a strategic location for inter-
national trade that a second bridge crossing, the Gordie
Howe International Bridge, is being constructed—with
the Canadian government covering some of the cost.
Construction started in 2018, and the bridge is ex-
pected to open in 2025. The second bridge, a third
pathway from Detroit to Canada may further the city’s
primacy as a commercial pathway and may push De-
troit to first place in terms of overall traffic.

29 International Trade Administration, Goods Ex-
ports from Metropolitan Statistical Areas, https://www.
trade.gov/data-visualization/metropolitan-export-map
30 U.S. Transportation Department, Border Cross-
ing Data, https://data.bts.gov/stories/s/Tables-Query-

Tool/6rt4-smhh



To be so involved internationally would understand-
ably be assumed to be the purview of the Secretary
of State or U.S. Ambassador, but if the city wants to
support its domestic businesses it must help them
access international markets. Exports can have a
positive effect on the profits of exporting businesses
and on the wages of the employees of those export-
ing businesses. Shrinking the income and wealth
inequality between Black and White residents, Detroit
residents and non-residents necessitates competing
globally. Detroit has a willing partner in increasing
exporting activities among its local businesses should
it decide to renew the partnership.

Partnership with International Trade
Administration

The U.S. International Trade Administration’s (ITA)
mission is to “Create prosperity by strengthening
the international competitiveness of U.S. industry,
promoting trade and investment, and ensuring fair
trade and compliance with trade laws and agree-
ments.” ITA's focus is to promote U.S. exports, attract
inbound investment, provide actionable data and
information, and defend against unfair trade. It has
an office in Detroit. Given Detroit’s importance to
U.S. trade, specifically with Canada, DEGC and other
elements of Detroit economic development apparatus
should partner with the ITA to attract international
businesses, and more importantly to support local
businesses and their ability to export.

The ITA cooperates with states, counties, and cit-
ies on trade missions and other efforts to increase
international trade. Previously DEGC has partnered
with ITA, and ITA currently partners with Wayne
State University (WSU) as a part of its TechTown,
Goldman Sachs’s 10,000 Small Businesses initiative,
the Michigan Economic Development Corporation’s
(MEDC) international trade team. Collaboration has
lapsed since the pandemic, however.

Collaboration between the city and ITA should be
reconstituted and intensified. Most ITA programs
offer technical assistance to domestic businesses on
how to access international markets, and this how-
to is sometimes all that is needed. For example, the
ExportTech Program involves individual instruction
for each participating business, assisting companies
with designing and implementing export plans. The

Single Location Promotion (SLP) Program involves
ITA engagements with domestic businesses, who
are assisted by ITA in planning promotional events
for specific overseas markets. The benefit is the at-
tracted investment for the participating businesses
that is directed inward. Other programs, such as the
State Trade Expansion Program (STEP) via the Small
Business Administration provides grants to state and
territorial governments so that those governments
may then assist small businesses with developing
exports. Each and every means by which the city
may partner with the ITA and increase exporting
activity should be undertaken.

Innovation and Entrepreneurship

At relatively low cost, Detroit should be laying the
groundwork now to nurture and retain startup com-
panies bringing innovative new products to market.
Startup Genome recently wrote that Detroit is well
situated to capitalize on a nascent home to innovation
and entrepreneurial activities that will be the driver
of future employment and investment. This starts
with relatively inexpensive building space serving
as incubators to develop their products. Detroit also
offers relatively affordable housing and a relatively
low cost of living.

Detroit has become a hub for Michigan universities.
It offers not only the talent and expertise at Wayne
State University and the University of Detroit, but
also the outreach and extension efforts of Michigan
State University and the University of Michigan. This
is not unlike other major cities. What is fairly unique
to Detroit is the concentration of engineers related
to the auto industry.

Reflecting this, Startup Genome found that, “The
result is an educated and experienced community
of startup founders. Startup Genome’s 2022 survey
of 50 Detroit founders confirms this. The survey
found that 88% of Detroit’s founders had a business
degree — higher than most U.S. peer ecosystems
— and nearly half (46%) had previously founded a
startup.”!

31 Startup Genome, A Data-Driven Review of
Detroit’s Startup Ecosystem, https://startupgenome.
com/article/a-data-driven-review-of-detroits-startup-
ecosystem.
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Many of the pieces are in place to welcome and nur-
ture innovators. Invest Detroit is positioned to part-
ner with the MEDC to provide capital for Michigan-
based early-stage technology companies. Facilities
operate or soon will operate for developers to work
in, including TechTown Detroit, Newlab at Michigan
Central Building, activities in and around Ford Mo-
tor Company’s Michigan Central Innovation District
Development, and soon to be opened University of
Michigan Center for Innovation in Detroit.

Significantly, these facilities are not just serving out-
siders looking for inexpensive places to develop and
refine their ideas. They are helping upwardly mobile
Detroiters build on their ideas. Efforts like Black Tech
Saturdays at Newlab offer opportunities for Black
tech founders, entrepreneurs, tech-savvy individuals,
job seekers, resource providers, and eager residents
to convene and build community.3?

32 Newlab, Black Tech Saturdays is Building Com-
munity at Michigan Central, January 22, 2024, https://
michigancentral.com/black-tech-saturdays-is-building-
community-at-michigan-central/.
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With these pieces in place, the focus for at least one
arm of Detroit’s economic development efforts needs
to be retaining these young companies as they evolve
from problem-solving, product development, market
testing, and related activities to customer identifica-
tion, business management, hiring and employee
management, mentorship, and customer relations.

Neither the city nor DEGC need engage in these ac-
tivities, but it is incumbent on them to partner with
MEGC, Invest Detroit, the Detroit Regional Chamber
of Commerce, Business Leaders for Michigan, the
universities, and these facilities to ensure that those
supports are in place and available.

These young companies are a major generator of
new jobs. Rather than developing their ideas in
Detroit and moving to other cities or states to take
them to market, Detroit needs to partner with the
various players to build the ecosystem is in place and
the businesses and jobs stay in Detroit.



Conclusion

Detroit's economic future depends on its ability to
compete for business attraction. Doing to will benefit
the city’s financial resources because of the income
tax revenue that will be generated for workers and
residents in the city and because of the recent trend
of putting vacant, dilapidated structures back to
productive use. A history of taxes levied at relatively
high rates, high insurance costs, crime, aging infra-
structure, and other factors have made this difficult
in Detroit.

While past and present efforts attempt to make the
city an attractive place to live and work for everyone,
tax abatements make the city a viable option for
individual developers and businesses on a piecemeal
basis until enough reforms and growth happens
to make the city competitive without government
intervention.

Detroit is a frequent user of tax abatements. Between
2017 and 2023, Detroit facilitated 171 development
projects by abating property from taxation for several
years, an average of 24 abatements per year. While
a pessimist might focus on $86.2 million a year of
abatements granted (an average of $4.4 million per
project), an optimist would focus on $7.5 billion of
investments in the city over the past several years
and the anticipation of more than 24,000 new jobs
if expectations are met.

A tension exists because of the geographic location of
the properties receiving abatements. Over the seven
years examined, 93 percent of the abatements were
in City Council districts 5 and 6 that cover downtown,
midtown, and most of the riverfront. DEGC reports
that this macro examination hides the changing tide
with more than half of the abatements granted in
2023 located outside the greater downtown area.

While true, by far the largest value of abatements
and development they are attracting is within the
greater downtown area.

This report suggests several reforms. The introduc-
tion of sunsets into the ordinances authorizing the
use of sunsets would force intermittent examination
of the use and results of abatements. The city can
be more transparent to help everyone understand
the goals, objectives, and policies related to abate-
ments. An institutionalized post-abatement process
for tracking abatements will facilitate the use of
abatements and provide the data needed for future
city leaders to scale back the use of abatements
when the time is right.

Alongside those reforms, city leaders should focus on
making the city more competitive by lessening the
bureaucratic burden involved with interaction with
city offices. More importantly, reduction of the city
property tax burden should be a priority. Much of
the total burden is outside of the purview of the city,
but the city can control its part to put the total tax
rate more on par with surrounding cities. The city’s
strategy of leaning into the income tax as a primary
revenue source can enable this tactic.

Finally, in cost effective ways the city can accentuate
its advantages. The city’s market size is unparalleled
in Michigan and has few rivals in the Midwest. The
city’s strategic location relative to Canada positions
it to benefit from a focus on international trade.
And, the city should be laying the groundwork now
to nurture and retain startup companies bringing
innovative new products to market. It will be more
cost effective to help these companies grow from
small to midsized to large businesses than to attract
them from other places.
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Appendix A

These are descriptions of the state laws that autho-
rize tax abatements:

Industrial Facilities Property Tax
Abatements

The industrial facilities tax abatement (IFE) provides
property tax reductions for qualified (1) new develop-
ments, (2) expansions, or (3) rehabilitation efforts
for industrial and high-technology purposes.2

Local units of government may establish plant reha-
bilitation districts and industrial development districts
that consist of one or more parcels or tracts of land,
or a portion of a parcel or tract.

Eligible businesses include industrial or high-technol-
ogy business concerns that propose to expand exist-
ing operations or initiate new facilities. Businesses
apply to the local unit for abatement approval, but
the local unit must receive approval from the State
Tax Commission before the abatement is approved.

Qualified new projects may apply for property tax
liability limited to one half of the rate of all (improved
real and personal) property taxes, except the State
Education Tax (6 mills), for a term of up to 12 years,
as determined by the local unit. Liability for one half
of the six-mill State Education Tax may be waived
if the State Treasurer determines that a waiver is
necessary to promote economic growth, reduce un-
employment, and increase capital investment. Appli-
cants must apply for the waiver within six months of
receiving Industrial Facilities Exemption Certificates.

For restoration of, renovation of, or addition to an
existing facility within a district, taxable value (or real
and personal property) of the facility may be frozen
at the pre-restoration, pre-renovation or pre-addition
level for a term of up to 12 years, as determined by
the local unit.

There is no minimum investment amount, but the
proposed project must conform to the following
industrial uses:
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e Manufacturing and warehousing

e High-technology activities as defined by the
MEGA Act

e Research and development

e Processing of goods and materials by physical
or chemical change, including the creation or
synthesis of biodiesel fuels

e Hydroelectric dams operated by private compa-
nies other than public utilities

e Electric generating plant not owned by local units
of government, including those fueled by biomass
(for certificates approved before December 31,
2007.)

e Exposition Centers (at least 250,000 square feet)

Obsolete Property Rehabilitation Tax
Abatements

The Obsolete Property Rehabilitation Act (OPRA) of-
fers a tax abatement program targeted specifically at
the rehabilitation and reuse of obsolete structures.?
Qualified structures in approved Obsolete Prop-
erty Rehabilitation Districts can receive significant
property tax breaks on the improved value of the
rehabilitated property.

Properties eligible for obsolete property exemption
certificates must be commercial properties or com-
mercial housing properties located within a qualified
local governmental unit that meet the definition of
“blighted” or “functional obsolescence” as provided
for within the Brownfield Redevelopment Financ-
ing Act of 1996; or be a “facility” as defined by the
Natural Resources and Environmental Protection Act
of 1994, Part 201. Those definitions include:

e Cities with populations more than 20,000
or less than 5,000, located in a county with
a population more than 2,000,000 and, as
of January 1, 2000, with overall increases
in state equalized valuation of real and per-
sonal property of less than 65 percent of the

33 2000 PA 146, M.C.L. 125.2781 et seq.



statewide average increase since 1972; or

¢ Cities with median household incomes of 150
percent or less of the statewide median family
income as reported in the 1990 census, and
that meet at least one of the following criteria:
e Contains or has within its borders an
eligible distressed area as defined by the
State Housing Development Authority

e |s contiguous to a city with a population
of 500,000 or more

e Has a population of 10,000 or more and
is located outside of an urbanized area as
delineated by the federal census bureau

e |s the central city of a metropolitan area
as designated by the U.S. Office of Man-
agement and Budget

e Has a population of 100,000 or more and
is located in a county with a population of
2,000,000 or more according to the 1990
federal census

e Townships with a median family income of
150 percent or less of the statewide median
family income as reported in the 1990 federal
census, and is either
e Contiguous to a city with a population of
500,000 or more, or

e Contains an eligible distressed area as
defined by the State Housing Develop-
ment Authority Act and has a population
of 10,000 or more

¢ Villages with populations of 500 or more as
reported by the 1990 federal census located
in an area designated as a Rural Enterprise
Community before 1998

Qualified obsolete property rehabilitation projects in
qualified local units of government are eligible for a
tax exemption certificate that would freeze the prop-
erty at its pre-rehabilitated value, effectively allowing
the rehabilitation to be property tax-free, with the
exception of school operating taxes.

Local units may establish one or more Obsolete Prop-
erty Rehabilitation Districts if a portion of a parcel or
tract of land within the district is either:

e Obsolete property in an area character-
ized as obsolete commercial or commercial
housing property, or

e Obsolete commercial property that was
owned by a qualified local governmental
unit before June 6, 2000, but that has since
been conveyed to a private owner.

Owners of obsolete property within a district may
apply for an Obsolete Property Exemption Certificate.
Applicants must demonstrate that completion of the
rehabilitation will lead to increased commercial activ-
ity, the creation or retention of jobs, or an increase
in residency. Applicants must also show that “but
for” the exemption, the rehabilitation would not oc-
cur. Applicants must not be delinquent in payment
of any taxes related to the property. The legislative
body of the qualified local governmental unit will ap-
prove or disapprove the application for an exemption
certificate; if approved, the local unit will forward
the application to the State Tax Commission for final
approval or disapproval.

Exemption certificates remain in effect for a period
of at least one year, but no more than 12 years, as
determined by the legislative body of the qualified lo-
cal governmental unit. Certificates may be extended,
but shall not exceed 12 years after the rehabilitation
is complete. Certificates may be revoked if the pro-
posed rehabilitation does not occur within the time
authorized. The State Treasurer may waive one half
of the school operating taxes for a period of six years
for up to 25 projects per year.

Qualified local governmental units that grant Ob-
solete Property Exemption Certificates must submit
annual reports to the State Tax Commission on the
status of each exemption.

The law is currently written to sunset on December
31, 2026; exemptions granted before that date but
not yet expired will remain in effect until they ex-
piration.
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Commercial Rehabilitation Tax
Abatements

The Commercial Rehabilitation Tax3* Abatement of-
fers owners of commercial properties benefits akin
to the Obsolete Property Rehabilitation Tax Abate-
ment, but the law extends these benefits to all cit-
ies, villages and townships and does not require the
property to be blighted or functionally obsolete.

Qualified commercial property rehabilitation projects
in commercial rehabilitation districts are eligible for
a commercial rehabilitation tax exemption certificate
that freezes the property at its pre-rehabilitated
value, effectively allowing enhanced value of the
property related to the rehabilitation to be property
tax-free, with the exception of school operating taxes.
Land and most personal property are not eligible for
a tax reduction.

Qualified commercial property includes a building or
group of contiguous buildings of commercial property
that is 15 years or older, or that has been allocated
New Market Tax Credits. They include commercial
business enterprises and related property under
the same ownership, multi-family housing consist-
ing of five or more units, or a building or group of
contiguous buildings previously used for industrial
purposes that will be converted for a commercial
business enterprise.

The cost of rehabilitation must be equal to ten per-
cent or more of the true cash value of the property
at commencement. Rehabilitation includes changes
to the property that are required to modify or restore
the property to an economically efficient condition.

The local government or owners of property com-
prising 50 percent of all taxable value of the prop-
erty in the proposed district must move to create a
commercial rehabilitation district, an area not less
than three acres in size unless the area is located
in a downtown or business area or contains a quali-
fied retail food establishment. Cities, villages and
townships may establish one or more commercial
rehabilitation districts by resolution.

34 2005 PA 210, M.C.L. 207.841 et seq.
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The commercial rehabilitation tax exemption certifi-
cate is in effect for one to ten years, and certificates
that may have initially provided for shorter periods
may be extended up to ten years so long as the
original certificate states the conditions upon which
an extension is valid and those conditions are met.
The certificate exempts the property owner from
normal property tax and replaces with a commercial
rehabilitation tax that freezes the taxable value of the
building and exempts the new investment from local
taxes. The school operating tax and State Educa-
tion Tax are still levied on the new investment. The
certificate may be revoked if rehabilitation does not
occur within the time authorized.

The law is currently written to sunset on December
31, 2025; exemptions granted before that date but
not yet expired will remain in effect until they ex-
piration.

Commercial Redevelopment Tax
Abatements

Commercial Redevelopment Act tax abatements of-
fer tax benefits for replacing or restoring commercial

property.

Owners can qualify for tax relief for a replacement
facility if they acquire, construct, alter, or install a
commercial building for the purpose of substituting
for obsolete commercial property. Properties are
declared obsolete if they have been impaired, if they
have experienced changes in design, construction,
technology, or improved production processes, or
damage due to fire, natural disaster, or because of
general neglect.

To qualify, the property must be zoned for mixed-use,
including high-density residential property; located
in a qualified downtown revitalization district as
defined by the Neighborhood Enterprise Zone Act®
(this requires being located in a downtown develop-
ment authority®¢, a principal shopping district or a
business improvement district®’, or an area that is
zoned and primarily used for business); or if the city

35 PA 147 of 1992, MCL 207.771 et seq.
36 PA 197 of 1975, MCL 125.4201 et seq.
37 PA 120 of 1961, MCL 125.981 et seq.



or village establishes and implements and expedited
local permitting and inspection process in the Com-
mercial Redevelopment District.

Owners also can qualify for tax relief for a restored
facility if they make changes to obsolete commercial
property to restore the property to an economically
efficient condition. Restoration must result in im-
provements aggregating to more than 10 percent of
the true cash value of the property at commencement
of the restoration.

The local government or owners of property com-
prising 75 percent of state equalized value of the
property in the proposed district must move to create
a commercial redevelopment district.

The commercial facilities tax exemption certificate
is in effect for one to 12 years, and certificates that
were initially provided for shorter periods may be
extended up to 12 years. The certificate exempts
the property owner from normal property tax and
replaces it with a commercial facilities tax. For a
restored facility, the tax freezes the taxable value of
the building at its value prior to restoration, thereby
exempting the new investment from state and local
property taxation, including school operating tax and
the State Education Tax. For a new or replacement
facility, the tax provides a 50 percent reduction in
the number of mills levied as ad valorem taxes, ex-
cluding the State Education Tax. The state treasurer
may exempt 50 percent of the State Education Tax
on new or replacement facilities for a period not to
exceed six years. Land and personal property cannot
be abated under this act.

The law is currently written to sunset on December
31, 2025; exemptions granted before that date but
not yet expired will remain in effect until they ex-
piration.

Renaissance Zones

Renaissance zones (RZ) provide a targeted-zone pro-
gram that waives all business or resident site-specific
state and local taxes for a term of up to 15 years.3®
Zone applications are developed locally and awarded

38 PA 376 of 1996, MCL 125.2681 et seq.

competitively by the Michigan State Administrative
Board or the Michigan Strategic Fund.

When renaissance zones were first created, a local
unit of government, or a combination of local units,
meeting certain criteria of economic distress could
apply. Inthe later years, the program became com-
pany and industry specific. Specific provisions provide
the authority for renaissance zones related to: agri-
cultural processing, alternative energy, pharmaceuti-
cal, tool and die ("Recovery Zones”), redevelopment,
renewable energy, forest product processing, border
crossing facilities, Next Michigan.

Qualified taxpayers in Renaissance Zones enjoy the
waiver of all state and local taxes (except for taxes
mandated by the federal government, local bond
obligations, school sinking fund or special assess-
ments) for a term of up to 15 years from the time
of Renaissance Zone approval.

Renaissance Zone residents and business owners
not substantially delinquent in any of the following
state and local taxes are exempt from these taxes:

City Income Tax

Industrial Facilities Tax

City Utility Users’ Excise Tax

Neighborhood Enterprise Zone Tax
Commercial Forests Tax

Personal Income Tax

Commercial Property Facilities Tax
Enterprise Zone Facilities Tax

Technology Park Facilities Tax

General Property Taxes, including tax on
lessees or users of tax-exempt real property

”

Businesses and residents must not be “substantially
delinquent in state and local taxes, as determined by
the taxing local unit, in order to claim renaissance
zone credits. During the last three years of Renais-
sance Zone status, the exemptions of the above taxes
are phased up to 100 percent of the current tax rates.

New Personal Property Exemption

For purposes of property taxation, property is gener-
ally classified as real property — land and the buildings
placed on it —and personal property — such as equip-
ment, furniture, other movable fixtures. Businesses
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have longed lobbied for tax relief, specifically from
personal property taxation, because of the cost it
adds to locating and operating in Michigan.

A provision in the General Property Tax Act* allows
distressed communities, county seats, and certain
border county communities to abate personal prop-
erty taxes on new investments made by eligible
businesses. Inclusion as a distressed community is
defined under the Michigan State Housing Authority
Act.?0

Eligible businesses include manufacturing, mining,
research and development, wholesale trade, and
office operations. The businesses seeking abatement
must be located in an industrial development district,
a Renaissance Zone, an enterprise zone, a brownfield
redevelopment zone, an empowerment zone, a tax
increment financing district, a local development
financing district, a Next Michigan Development
Corporation District, or a downtown development
district.**

The city approves the application of businesses seek-
ing this abatement but it must be further approved
by the State Tax Commission based on expectations
that doing so will reduce unemployment, promote
economic growth, and increase capital investment.

The personal property being abated must be new.
It cannot have been previously subject to property
taxes in any other jurisdiction in Michigan.

If an abatement is granted, property taxes are re-
duced by the full millage rate, including state and
local taxes. The law does not specify a maximum or
minimum number of years that the personal property
may be abated.

39 1998 P.A. 328, M.C.L. 211.9f

40 1966 P.A. 346, M.C.L. 125.1401 et seq.

41 For more information about these economic de-
velopment programs, see Citizens Research Council of
Michigan, Survey of Economic Development Programs
in Michigan, Third Edition, Report 392, February 2016,
https://crcmich.org/publications/survey-of-economic-

development-programs-in-michigan.
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Neighborhood Enterprise Zones

Neighborhood Enterprise Zones (NEZs) are a locally
initiated zone program that provides tax incentives
for housing development and improvement. Quali-
fied local governments may designate one or more
areas as NEZs for the purpose of extending prop-
erty tax abatements for residential construction and
rehabilitation.*

Providing the NEZ designation allows the local gov-
ernment to levy a reduced neighborhood enterprise
zone specific tax in place of the ad valorem real
property taxes that would otherwise be levied on
qualified new construction projects or the rehabili-
tated portion of the existing property (not including
the land), subject to the approval of the State Tax
Commission. Specifically, the NEZ tax rate for new
principal residences is one half of the statewide av-
erage property tax in proceeding calendar year.

The NEZ tax for new properties that are not princi-
pal residences is one half of the statewide average
tax on commercial, industrial and utility property in
the proceeding calendar year.

During the last three years of the NEZ certificate,
these NEZs tax rates are gradually phased up to the
current property tax rates.

NEZs must be compact and contiguous, and contain
either ten or more platted parcels of land or, if the
NEZ is within a qualified downtown revitalization
district, ten or more facilities. For new facilities or
rehabilitated facilities, or a combination of both, the
total zone acreage may not exceed 15 percent of
the total acreage of the local unit. For designated
homestead zones, the total zone acreage may not
exceed ten percent of the total acreage of the local
unit, or with the approval of the county board of
commissioners (and the county executive, if elected
or appointed) the total zone acreage may be 15
percent of the total acreage of the local unit.

A “rehabilitated facility” is an existing housing
structure or a portion of an existing structure which
would create one to eight units with a true cash
value of $80,000 or less per unit. The owner must

42 1992 P.A. 147, M.C.L. 207.771 et seq.



propose improvements that will bring the structure
into conformance with minimum local building code
standards and that, if done by a licensed contractor,
would cost in excess of $5,000 per owner-occupied
unit or 50 percent of the true cash value, whichever
is less; or $7,500 per non-owner-occupied unit or
50 percent of the true cash value, whichever is less.

A “homestead facility” is an existing structure pur-
chased by an owner after December 31, 1997, that
consists of one or two units, one of which is occu-
pied by an owner as a principal residence, and that
is located in a subdivision platted pursuant to state
law prior to 1968.

Appendix B

Alternative Chart 10

With the exception of homestead facilities, qualified
historical buildings, and other specific exceptions
listed in section 4 of the Act, applications for NEZ
certificates should be filed before a building permit
for new construction or rehabilitation is granted.

Neighborhood Enterprise Zone certificates are in
effect for six to 12 years, as determined by the
governing body of the local unit. Certificates may
remain in effect six to 15 years; certificates issued
before 2006 may be renewed for an additional three
years. If the facility is a qualified historic building,
the NEZ certificate is in effect for 11 to 17 years as
long as the historic building was owner-occupied as
a principal residence within 12 years after obtaining
a certificate.

Value of Multi-Year Incentives Granted by City Council District, 2017-2023
without the Train Station and Book Depository Incentives
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A Fact Tank Cannot Run on Fumes

Do you find this report useful and want to support analysis that will lead to better policy decisions and
better government in Michigan? Your support of Citizens Research Council of Michigan will help us to
continue providing policy makers and citizens the trusted, unbiased, high-quality public policy research
Michigan needs.

You can learn more about the organization at www.crcmich.org/about. If you found the contents of this
report useful and wish to help fill the fact tank so we can carry on our mission, please visit www.crcmich.org/
donate or fill out the form below and send it to:

Citizens Research Council of Michigan
38777 Six Mile Road, Suite 208
Livonia, MI 48152-3974

YES! I want to help fill Michigan’s Fact Tank
and support sound public policy in Michigan!

NAME

ADDRESS

EMAIL / PHONE

¢ I wish to make a one-time, tax-deductible gift of: $

o I wish to pledge a total of $ with an initial payment of $

e I would like my contribution to support: _ Annual Fund __ Endowment
¢ I would like to plan a gift for the Citizens Research Council from my estate

¢ Please mark my gift:

O Anonymous I 1n Honor of:

[ In Memory Of:

o Gift will be matched by:

Or donate online at www.crcmich.org/donate
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