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Shintech, Inc. proposes building a chemical manufacturing facility near Convent, Louisiana, to
produce polyvinyl chloride (PVC), vinyl chloride monomer (VCM), ethylene dichloride (EDC), and
cholor-alkai. In their support of Shintech, proponents understandably stress the proposed plant’s potential
economic benefits: the generation of jobs, higher incomes, and tax revenues. To fully understand the
plant’s overall economic impacts on Louisianians, however, one also must ook at its full economic costs.

A recent report by Dr. Timothy P. Ryan, provides his estimates of the benefits associated with the
construction and operation of the Shintech facility :

O 13,133 temporary jobs will be supported by the construction of the plant and other capital spending
activities. These include 2000—-3000 direct construction jobs as well as jobs that result from the
spending of new income in the economy. These jobs represent $288.1 million in income for
Louisianians.

O $25 millioninlocal and state tax revenue will be generated one time only from the construction
activities of the proposed plant.

0 5,988 new jobs will be created and supported by the economic activity made possible by the plant.
These jobs represent $107 million in annual income for Louisianians.

O $10.5millioninlocal and state revenue will be generated annually.

Ryan’s report raises several questions. To what extent will the new jobs and incomes go to outsiders
rather than to existing Louisianians? What are the subsidies Shintech will extract from Louisiana' s
taxpayers? What are the spillover costs the plant will impose on workers, households, and other firms?

Who Benefits? Louisianians should not expect that all the new jobs at Shintech’s proposed plant will
go to the state' s current residents. Ryan’ s report does not describe the skill requirements of the new jobs,
the extent to which the workforce living near Convent satisfies these requirements, or the company’s
commitment to hiring local workers. Studies of plant openings elsewhere have found that oftentimes most
of the jobs go to newcomers, not current residents. The best evidence currently available indicates that, in
the long run, at most 15 percent—and plausibly none—of the new employment from plant openings
accrue to local residents. In thisinstance, with the plant sited in agenerally rural location about fifty miles
from New Orleans and Baton Rouge, one should anticipate that a small percentage of the new jobs will go
to local residents.

Louisianians a so should be skeptical of Ryan’s estimates of the total number of jobs attributable to
the Shintech plant. From his report, it appears he believes each construction job will generate another 3-5
jobs. If so, then the construction project’ s job multiplier—the ratio of total jobsto direct construction
jobs—will be about 4—6. Multipliersthislarge occasionally do materialize in the U.S., but generally they
are smaller, especially for construction plants that require highly skilled labor and entail the assembly of
fabricated materials and equipment that are manufactured elsewhere and installed at the plant site. If Ryan
has overestimated the multiplier applicable for this plant, then Louisianawill see asmaller overall
employment increase from the plant.



Additional questions about his estimates of total employment arise because Ryan employs the logic of
the economic-base model and techniques called input-output analysis to estimate the plant’s multiplier-
effects on the state’ s economy. This approach entails taking a snapshot of the economy at sometimein
the past, identifying the spending patterns of construction firms and workers, and tracing their
expenditures through the rest of the economy. Using the results from this approach to forecast how the
economy will respond to a project, such as Shintech’s, rai ses some serious theoretical and empirical
issues. It has been likened to attempting to drive a car looking in the rear-view mirror. A simple example
elucidates the problem. According to the input-output technique, whenever Shintech creates a new job, an
unemployed worker will step forward to fill it. In reality, though, Shintech generally will be able to fill
jobs only by bidding workers away from other employers. Some employers will hire replacement
workers, but others will be unsuccessful or will leave the job vacant. Thus, to some extent, the job
increases at Shintech will be offset by job losses el sewhere.

In short, Ryan’ s analysis almost certainly represents the upper bound of Shintech’s potential impacts
on jobs, incomes, and taxes. It is the best-case scenario. Without explicitly accounting for the economy’s
dynamic adjustment to Shintech, one cannot know the extent to which the actual impacts will fall short of
this scenario.

What Are The Subsidies? Besides not getting all the benefits promised in Ryan’s report,
Louisianians will pay alarge portion of the Shintech plant’s full costs. They will do so by providing fiscal
subsidies to the plant and by bearing environmental and other externalities.

A recent report by the Sierra Club highlights the negative impacts of subsidies associated with the
Shintech facility™

[Iln addition to a very profitable ten year property tax exemption granted to new
companies in Louisiana, the parish president, Dale Hymel, also offered to help Shintech
obtain a rebate for local and state sales taxes paid during construction. Total savings are
estimated to be 129.9 million dollars. This is all at the cost of state and parish money for
roads and schools. Very few jobs created by this plant will go to local residents; many of
the jobs will be contract, rather than permanent positions, and the company will likely
enjoy discount electrical rates, in effect forcing other businesses and residents to
subsidize the production of chlorine ...

Perhaps as important as these direct subsidies is the indirect subsidy Shintech apparently will receive
because state regulatorsin Louisiana allow large industrial users of electricity to pay afar lower price
than other consumers. On average in the U.S,, residential consumers pay about twice what industry pays
for an equal amount of energy, but in Louisiana, thisratio is 4:1. Assuming that the 2:1 averageratio is
justified by factors, such as economies of scale associated with the delivery of energy to industrial
consumers, and that the industrial consumersin Louisiana aretypical of those elsewhere, thenitis
reasonable to conclude that the higher ratio in Louisiana represents a subsidy from residential consumers
to industrial consumers. By one estimate, the annual energy-price subsidy to industry, more than $200 per
person, is higher in Louisiana than in all states but Alaska.? The oil/gas and petrochemical industries
account for the bulk of the subsidy, which exceeds $800 million per year.This subsidy is functionally
equivalent to atax on each person living in the state, with the proceeds delivered to the managers and
shareholders of large industrial firms. This subsidy, like the others, reduces the disposabl e incomes of
households and eliminates jobs. Subsidized energy prices harm the economy in other ways. In particular,
they discourage efficiency in those industries receiving the subsidy, instead creating an incentive for firms
in these industries to invest in energy-intensive plant and equipment.® Not incidentally, such investments
aso congtitute the key that Shintech is seeking to use to unlock the treasure chest of tax exemptions
discussed above. Thus, the energy-price subsidies provide an incentive for Shintech to invest in energy-
intensive plant and equipment and then the company would compound the bonus by receiving an



additional tax-exemption subsidy. The firms, workers, and households in the rest of the economy will
pick up the tab.

What Are The Spillover Costs? Based on the history of the petrochemical industry in Louisiana, it
is not improbable to anticipate that Shintech’s plant will have serious negative impacts on the natural
ecosystem and emit toxic and noxious pollutants into the state’ s air and water. Support for this conclusion
includes:

0 1n 1991, Louisiana s chemical industry released more than 408 million pounds of toxic chemicalsinto
the environment. Of this amount, about 68 million pounds of toxins were airborne emissions, which
can cause increased risk of cancer, respiratory illness, and birth defects.*

O Louisiana s chemical industry has the nation’s second highest ratio of air emissions to chemical
manufacturing jobs, three times the national average.

O Lung cancer ratesin the “Cancer Alley” area around Convent are about 30 percent above the national
average. Furthermore, excess cancersin the range of one per 1,000 persons exposed have been noted,
whereas a rate of one per 1 million is commonly considered acceptable.”

One recent report, which focuses on the impacts of airborne particulates on human mortality,
highlights the economic costs associated with emissions from chemical plants and other sources. It
concludes that emissions in the area are responsible for the death of approximately 500 persons each
year.® A recent summary of the literature on environmental economics concluded that each death
attributable to environmental risks has a value between $2 and 12 million.” These estimates indicate that
the mortality effects, alone, of the area's airborne particulates impose spillover costs on the local economy
of $1-6 hillion each year. To this one should add the (currently unknown) economic damages associated
with emissions’ impacts on human morbidity.

To the extent that emissions from Shintech’s plant will exacerbate current air quality problems,
triggering additional deaths and illnesses, these effects are part of the plant’ s full costs. These costs will
reduce the disposable incomes and the standards of living of local residents. They also will increase
health-care costs for households, firms, and public institutions. These burdens would be functionally
equivalent to atax on al households and firms in the area, imposed by Shintech and paid by those who
suffer the consequences. Outside the perverse stimulant to the health-care industry, Shintech’s emissions
would deprive the economy of jobs and rob households of income.

Corporate and household taxpayers also may bear some of the costs of providing public servicesto
the plant and its employees. Although Ryan’ s report highlights the plant’s potential contributionsto state
and local coffers, it fails to discuss the net effect on public agencies and services. Ryan indicates that state
and local governments will receive $10.5 million annually as aresult of the plant’s activities after
receiving industrial and tax exemptions. If the additional burden on public services exceeds this amount,
however, then the net effect will be negative. The plant itself will impose some burden on state services.
Also important is the burden that will materialize as the plant attracts workers, job-seekers, and families
to the area. The new residential and commercial development associated with these new arrivalsrarely, if
ever, will fully pay for the costs they impose on current residents. These costs include the consumption of
public services, such asincreasing the demand for municipal water supplies, aswell asincreased
congestion for roads, schools, parks and other public facilities.

Putting It All Together. The proposed Shintech plant will bring both benefits and costs for
Louisianians, but the information provided by the company isinsufficient to allow Louisianiansto weigh
the one against the other. It seems to overestimate the benefits and fails to assess those aspects of the
plant’s costs that will be borne by workers, households, and firmsin the local area and throughout the



state. Thisdisparity is especially troubling because there is ample evidence that old approaches to
promote economic development in Louisiana no longer are effective, if ever they were. Policies that offer
tax concessions to attract large industrial plants that foul the air and water, bring new development that
doesn’t pay its way, and places additional burdens on schooals, roads, and other public services run
counter to some of the most powerful forces at play in today’ s economy.

The Shintech proposal represents one mechanism of economic growth, often called jobs-first-people-
follow. The trigger for this mechanism is some industrial investment, such as Shintech’s, that then attracts
workers, families, and firms. It has dominated much of the economic development over the past century.
During the past few decades, though, another mechanism, called people-first-jobs-follow, has
increasingly come into play. It reflects the growing mobility of people and firms and istriggered when
workers and families decide to live in a particular place, attracting firms that want to hire workers and sell
to consumers.

The two models are important to the evaluation of the Shintech proposal. The proposal’ s proponents will
tend to emphasize the jobs-first model and argue that the plant necessarily will lead to growth in jobs and
incomes. But if the plant has a negative i mpact on the availability of public services and degrades the
environment in ways that workers and families find unattractive, it may trigger a negative response of the
people-first mechanism. Thiswill be reinforced to the extent that the Shintech plant imposes tax-
equivalent burdens on households and firms by forcing them to incur the costs of air emissions, new
development, and subsidies.
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