
 

 

 

 

 

 

 

Tax Increment Financing: 
A Theoretical Inquiry 

 
Jan K. Brueckner 

© 1999 
 
 
 

Lincoln Institute of Land Policy 
Working Paper 

 
 

 
The findings and conclusions of this paper are not subject to detailed review and 

do not necessarily reflect the official views and policies of the Lincoln Institute of Land Policy. 
 

Please do not photocopy without permission of the author. 
Contact the author directly with all questions or requests for permission. 

 
 
 
 
 
 
 
 
 
 
 
 

 
Lincoln Institute Product Code: WP99JB1 





 

 

Lincoln Institute of Land Policy 
 

 
The Lincoln Institute of Land Policy is a nonprofit and tax-exempt school organized in 1974, with a 
specialized mission to study and teach about land policy, including land economics and land taxation. 
The Lincoln Institute is supported by the Lincoln Foundation, which was established in 1947 by John 
C. Lincoln, a Cleveland industrialist. Mr. Lincoln drew inspiration from the ideas of Henry George, the 
nineteenth-century American political economist and social philosopher. 
 
The Institute aims to integrate the theory and practice of land policy and land-related taxation, and to 
promote better understanding of the fundamental forces that influence these policies, as well as the 
general processes of land use and development. The Institute’s programs focus on three topical areas: 
taxation of land and buildings, land markets, and land as common property. 
 
The Lincoln Institute assembles experts with different points of view to study, reflect, exchange 
insights, and work toward consensus in creating a more complete and systematic understanding of land 
use and tax policy. The Lincoln Institute itself has no institutional point of view. 
 
The Lincoln Institute offers challenging opportunities for interdisciplinary teaching, research and 
publishing. The research program produces new knowledge and assembles existing information in new 
forms. The education program incorporates research findings into courses, conference and workshops 
for both scholars and practitioners. The publications program produces books, policy focus reports, 
Land Lines bimonthly newsletter, and this series of working papers. 
 
The Lincoln Institute of Land Policy admits students of any race, color, national or ethnic origin, or 
gender to all rights, privileges, programs and activities generally accorded or made available to 
students at the school. It does not discriminate on the basis of race, color, national or ethnic origin, or 
gender in administration of its educational policies, admission policies, scholarship and fellowship 
programs, or other school-administered programs. The Lincoln Institute is an equal opportunity 
employer. 
 
For copies of the Lincoln Institute’s current catalog, Request for Proposals, or other information, 
please contact: 
 
Lincoln Institute of Land Policy 
Information Services 
113 Brattle Street 
Cambridge, MA 02138-3400 
 
Phone 617/661-3016 
 800/LAND-USE (526-3873) 
Fax 617/661-7235 
 800/LAND-944 (526-9444) 
Email help@lincolninst.edu 
Web www.lincolninst.edu 
 



 

 

Lincoln Institute of Land Policy  
Working Papers 

 
Lincoln Institute working papers make available the results of new and continuing research. Although 
papers may be in early draft stages and subject to revision, they should strive for final publication in 
reputable scholarly or professional journals. 
 
To be accepted as a Lincoln Institute working paper, a manuscript must explicitly address one or more 
items on the Lincoln Institute’s current agenda, which currently focuses on three program areas: 
taxation of land and buildings; land markets; and land as common property. 
 
In addition, working papers must: 
 
�� build on rather than repeat earlier work—through new data and analysis, an original interpretation 

of previously available data, or an innovative theory; 
�� demonstrate awareness of the most relevant previously published sources and, for empirical papers, 

summarize the data and methods used;  
�� be coherently argued, logically organized and clearly written. 

Submissions to the working paper series are subjected to informal review to ensure that each paper 
meets these basic standards without requiring that it be a completely finished product. 
 
We give the highest priority to manuscripts that explain in a straightforward manner the significance of 
their conclusions for public policy. However, the Lincoln Institute of Land Policy is a nonpartisan 
organization and strives to present a variety of viewpoints on the issues it addresses. The opinions 
expressed in working papers are therefore those of the author(s) and do not necessarily reflect the 
views of the Lincoln Institute. 
 
For more information about the Institute’s research program, please contact one of the following 
program area directors: 
 
Joan Youngman, Director  Taxation of Land and Buildings 
Rosalind Greenstein, Director  Land Markets 
Armando Carbonell, Director  Land as Common Property 
Martim Smolka, Director  Latin American Program 
 
Lincoln Institute of Land Policy 
113 Brattle Street 
Cambridge, MA 02138-3400 
 
Phone 617/661-3016 
Fax 617/661-7235 
Email help@lincolninst.edu 
Web www.lincolninst.edu 



 

 

Abstract 

 
This paper offers an analysis of tax increment financing, adding to a small theoretical 
literature on this important fiscal instrument. The analysis exploits the theoretical 
connection between property values and public-good levels, which is the subject of a 
large literature in local public finance. Using this approach, the paper shows that localized 
public improvements are likely to be opposed by property owners outside the affected 
area, who pay higher property taxes with no offsetting benefits. By using tax revenue 
captured from overlapping jurisdictions, TIF may circumvent this opposition, allowing 
the city to implement the public improvement without an increase in its tax rate. TIF is 
not always viable as a financing method, however, because it may not generate enough 
additional revenue. The analysis shows that TIF’s viability is ensured only when the 
public good is at least moderately underprovided relative to the socially-optima level. In 
the case where the public good is slightly underprovided, a public improvement is 
desirable, but TIF is not viable. Finally, the analysis shows that the public-good levels 
ultimately chosen under TIF need not be efficient, with both under and overprovision 
being possible outcomes. Thus, while TIF may allow a city to carry out needed public 
improvements, the stimulus it provides may be excessive.  
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