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Abstract

This paper provides the first examination of the relationship between eminent domain activity
and the growth (and level) of state and local revenue. We restrict our attention to takings that
are for private use, such as the one that led to the landmark Kelo decision in 2005. One of the
arguments used by the proponents of such takings is that they will lead to higher levels of tax
revenue for state and local governments. Using data on the number of takings for private use,
we find virtually no evidence of a positive relationship between eminent domain activity and
the level of state and local tax revenue. We find some limited evidence of a negative
relationship between eminent domain and future revenue growth. These findings are robust to a
variety of model specifications. They have important implications for contemporary public
policy debates on this issue.
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Takings and Tax Revenue: Fiscal Impacts of Eminent Domain
Carrie B. Kerekes and Dean Stansel

1. Introduction
The United States Supreme Court decision in Kelo v. City of New London' in 2005 sparked
outrage around the country. In this decision, the US Supreme Court allowed the use of eminent
domain to transfer property in New London, Connecticut, for private benefit, not for public use
as set forth in the takings clause of the US Constitution. This case focused the attention of
citizens, politicians, and academics on property takings. The general public expressed concern
that homes, churches, or other properties can now be expropriated on the grounds that
redevelopment could decrease unemployment and increase government tax revenue.

Many regarded the Kelo decision as an abuse of government power and a threat to liberty
(Benson 2010; C. Cohen 2006; Lopez, Kerekes, and Johnson 2007). Politicians scurried to
reassure troubled voters by examining, and in some cases modifying, state constitutional
constraints on the use of eminent domain. Academics published articles that chronicled eminent
domain abuse (Berliner 2006), scrutinized state takings for private benefit (Kerekes 2011; Lanza
et al. 2013), and analyzed state reforms in the wake of the Kelo decision (Lopez, Jewel, and
Campbell 2009; Lopez and Totah 2007; Sandefur 2006a; Somin 2007, 2009).

This paper is an extension of a study that emerged from this literature. Turnbull and
Salvino (2009) were the first to empirically examine the relationship between eminent domain
for private benefit and the size of state and local public sectors. The purpose of their paper was to
test the Leviathan hypothesis proposed by Brennan and Buchanan (1980). This argument states

that broader eminent domain powers (i.e., allowing governments to use eminent domain for

" Kelo et al. v. City of New London, 545 U.S. 469 (2005).



redevelopment in order to increase employment or to increase the tax base) provide state and
local governments additional means through which to increase their overall size. In effect, the
2005 decision in Kelo weakened a constitutional constraint on government size. As a result, state
and local public sectors may increase in size.

We utilize the Turnbull and Salvino (2009) model and extend it to investigate the effects
of eminent domain from a different angle. The Kelo ruling allows the compulsory transfer of
property between individuals based on the claim that eminent domain used for redevelopment
results in increases in the tax base that, in turn, convey public benefits.” Our question is whether
such applications of eminent domain will actually increase revenue. As we discuss below, if
more expansive eminent domain powers undermine the security of private property rights,
eminent domain for private benefit may cause the tax base to shrink as a result of decreases in
private investment. In addition, redevelopment takings may also affect government revenues
through potential increases in rent-seeking behavior. Given the significant potential negative
consequences that arise when government undermines property rights, it is worth investigating
whether eminent domain for development purposes actually generates the additional government
revenue it is purported to create.

Turnbull and Salvino (2009) find that the power to use eminent domain for economic
development is associated with greater government revenue. We build on their work by using a
more precise measure of eminent domain (actual eminent domain activity rather than a binary

variable for potential power), a newer dataset, more control variables, and a new variable for

* See Brief of the National League of Cities et al. as Amici Curiae Supporting Respondents, Kelo v. City of New
London, 545 U.S. 469 (2005) (No. 04-108), available at http://www.communityrights.org/PDFs/Briefs/Kelo.pdf. (“This
case is of vital importance to amici, whose members include state and local governments and officials throughout the
United States. These officials use eminent domain for many purposes, including as a fundamental tool for economic
development in distressed cities like New London. Eminent domain is often indispensable for revitalizing local
economies, creating much-needed jobs, and generating revenue that enables cities to provide essential services.”).
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revenue growth. We find virtually no evidence of a statistically significant positive relationship
between eminent domain and the level of state and local tax revenue. We find limited evidence of a
statistically significant negative relationship between eminent domain and the future growzh of state
and local tax revenue. Our failure to find a positive relationship between eminent domain activity
and tax revenues suggests that eminent domain for redevelopment fails to achieve its intended
purpose. Our paper supports arguments for constraints that limit property takings for private gain.
The next section presents the motivation for the paper, including a brief discussion of the
evolution of the interpretation of the takings clause and the general role of property rights.
Section 3 details the empirical model and data. Section 4 provides the econometric results and

Section 5 concludes.

2. Background and Motivation
There is little debate that property rights are a vital component of a market economy. The
institution of well-defined, secure private property rights is the foundation of voluntary
exchange. Property rights provide incentives for individuals to maintain property, seek
opportunities for mutually beneficial trade, and be innovative and entrepreneurial. Property
rights are requisite to coordinate the actions of market participants and generate economic
development (Hayek 1945, 1960; von Mises 1935). The link between secure property rights and
economic growth is well established in the literature on economic development (Acemoglu and
Johnson 2005; Acemoglu, Johnson, and Robinson 2001, 2002; Boettke 1994; Knack and Keefer
1995; Landau 2003; Leblang 1996; Mauro 1995).

When property rights become less secure, individuals are less able to reap the benefits of

a market economy. Individuals are less likely to undertake capital investments as the threat of



expropriation of property and physical assets increases (Besley 1995; de Soto 1989, 2000;
Kerekes and Williamson 2008). As incentives for capital accumulation decrease, so too do
incentives for productive entrepreneurship and innovation (Boettke and Coyne 2003; Boettke,
Coyne, and Leeson 2010). Consequently, encroachments on individual property rights—such as

eminent domain activity—undermine economic growth.

2.1. Interpretations of the Takings Clause
While the importance of property rights is not controversial, the use of eminent domain to
acquire property is. The United States government derives its authority to confiscate private
property from the takings clause of the Fifth Amendment to the US Constitution. While the
original intent of the takings clause was that property only be taken for public use and with just
compensation, the interpretation of this clause has changed over time.” Eminent domain has been
used to take property for public purpose and, increasingly, for private benefit. The traditional
interpretation of public use includes taking private property for the provision of public facilities
and infrastructure, such as railroads, highways, or schools. In such instances, eminent domain
may be used to combat the holdout problem and to reduce the transactions costs associated with
acquiring property for public facilities and infrastructure.

Epstein (1985) provides a comprehensive study of the takings clause and the use of
eminent domain in the United States. The evolution of the utilization of eminent domain for
public use to public purpose and, ultimately, to private benefit, stems from a series of court

cases. Some of the more important cases include Berman v. Parker® in 1954, Poletown

? For a more detailed discussion of how the interpretation of the takings clause has changed over time, see Epstein
(1985), Greenhut (2004), and Sandefur (2006b).
* Berman v. Parker, 348 U.S. 26 (1954).



Neighborhood Council v. Detroit’ in 1981, and Hawaii Housing Authority v. Midkiff® in 1984.
The decision in Berman v. Parker allowed the condemnation of property for the redevelopment
of blighted areas, regardless of whether the land was transferred to other individuals. Detroit was
able to condemn property in a residential neighborhood known as Poletown to provide land for
General Motors Corporation on the basis of the public purpose to reduce unemployment. Finally,
in Hawaii Housing Authority v. Midkiff, Hawaii was permitted to transfer land from landowners
to tenants to reduce the “concentration of land ownership.”

In Kelo v. City of New London, residential property was acquired by eminent domain for
the purpose of redevelopment. The city’s redevelopment plan included a hotel and shopping
center and research, office, and retail space to accompany a new facility for the pharmaceutical
company Pfizer. The city of New London argued that the redevelopment plan fulfilled the public
purpose interpretation of the takings clause because redevelopment would increase employment
and increase the tax base. Kelo relaxed the constraints on the use of eminent domain and implied
that eminent domain can now be used to transfer private property from one private party to
another for private benefit.

This use of eminent domain to seize property for private benefit received significant
attention following Kelo in 2005. Berliner (2003) estimates there were more than 10,282 filed or
threatened condemnations for private use or benefit in the years 1998 through 2002 (or about
2,000 per year across those five years). In the year following the Kelo decision (June 2005 to
June 2006), Berliner (2006) estimates 5,783 properties were condemned or threatened with the
use of eminent domain to benefit other private parties, nearly three times more per year than had

occurred in the 1998-2002 period.

> Poletown Neighborhood Council v. Detroit, 304 N.W. 2d 455 (1981).
% Hawaii Housing Authority v. Midkiff, 467 U.S. 229 (1984).



2.2. Holdouts, Rent-Seeking, and Investment

Some claim, and the US Supreme Court concurred, that eminent domain for private development
purposes can promote economic growth (Ranis 2007). The argument is that areas that undergo
redevelopment experience increases in employment, home ownership, property values, and tax
revenues. However, Carpenter and Ross (2008) examine the effects of state reforms restricting
eminent domain following the Kelo decision on construction jobs, building permits, and property
tax revenues. They find no evidence that limiting eminent domain for private use negatively
affects these variables. Turnbull, Salvino, and Tasto (2013) examine the relationship between
eminent domain and private-sector employment growth. Their findings indicate that the power to
use eminent domain for economic development does not increase private-sector employment; in
fact, it may actually be associated with slower employment growth.

The previous section emphasized the importance of secure, well-defined property rights
for economic development. In an examination of the abuses of eminent domain, Greenhut
(2004) attributes the prosperity of the United States to secure property rights that create
incentives for investment. Lopez (2010) examines property takings in developed and
developing countries and argues that takings alter incentives to maintain and invest in property
in both contexts. Staley and Blair (2005) present evidence from specific case studies and argue
that eminent domain for development projects has a tendency to be arbitrary and inequitable,
tending to serve private purposes. They argue that eminent domain powers can negatively
impact redevelopment if they make “property rights less certain and investment less
predictable” (Staley and Blair 2005). Eminent domain undermines the security of property
rights, and there is substantial evidence that it also discourages economic growth. Those two

factors undermine the argument for eminent domain’s recently expanded use and provide a



rationale for constraining that use by restricting it to instances adhering to the traditional
doctrine on public use.

As previously mentioned, the original intent of the Constitution’s takings clause was that
government could take private property for public use and with just compensation. One of the
primary justifications for eminent domain is to enable the assembly of large tracts of land for
government provision of public facilities and infrastructure (roads, schools, etc.). The argument
is that landowners in these situations have market power and will refrain from selling their
property in order to obtain a higher price. This holdout problem would then make it more
difficult for the government to acquire the property necessary to provide public facilities and
infrastructure (L. Cohen 1991; Merrill 1986).’

Several scholars question the validity of the holdout justification for the use of eminent
domain (Benson 2005; Lopez 2010). Munch (1976) examines property takings and illustrates
that eminent domain is not necessarily more efficient than the private sector at assembling land.
Garrett and Rothstein (2007) demonstrate that takings for private economic development result
in zero-sum games. They argue that eminent domain hampers economic development by
introducing economic inefficiencies.

In a paper challenging the holdout justification for eminent domain, Benson (2005) also
argues that property takings can encourage rent-seeking behavior.® Tullock (1967) argues that
individuals have an incentive to use the political process to further their own special interests. This

rent-seeking behavior consumes economic resources and imposes costs on an economy that can

7 Epstein (1985) discusses justifications for takings in terms of means and ends. The ends refer to the ultimate purpose
of the properties taken by eminent domain; the means refer to how these properties are taken. For example, eminent
domain is justified from an ends perspective as it aids government in the provision of public goods. According to the
means perspective, eminent domain may be necessary to procure the desired property for a government project (ends).
Lanza et al. (2013) provide a summary of the means and ends justifications for eminent domain.

¥ For an overview of the rent-seeking literature, see Congleton, Hillman, and Konrad (2008).



retard economic growth. Relaxing the constraints on property takings encourages individuals to use
eminent domain to pursue their own ends if such ends are deemed to confer public benefits. Thus,
it opens the door for rent-seeking behavior. Lopez (2010) discusses how interest groups form in
eminent domain cases to try to influence both the outcome and the broader institutional rules that
delineate government powers. For example, local governments, urban planners, and developers
form alliances in support of eminent domain and weaker constraints on government for the purpose
of redevelopment. Property owners, realtors, and some public interest groups align in opposition to
eminent domain and prefer stronger constraints on government powers. Similarly, Boettke, Coyne,
and Leeson (2010) argue that government intervention, including eminent domain and regulatory
takings, promotes unproductive rather than productive entrepreneurship. Rent-seeking activities are

one component of unproductive entrepreneurship (Baumol 1990).”

3. The Data and Empirical Model
Proponents of eminent domain typically argue that it will provide a benefit to the public by
increasing tax revenue'’ (which presumably will be used in a way that residents value). This
argument supplies two testable hypotheses:

H1: Eminent domain activity is positively associated with subsequent revenue levels.

H2: Eminent domain activity is positively associated with subsequent revenue growth.

® Murphy, Shleifer, and Vishny (1993) distinguish between public and private rent-seeking and discuss how rent-
seeking is detrimental to economic growth.

12 See Brief of the National League of Cities et al., supra note 2. See also Ranis (2007). “Much has been made recently
of Kelo and the negative impact of eminent domain in its use of state and municipal powers to transfer property rights
from individual homeowners in poorer, marginal neighborhoods . . . to larger private property enterprises that will
achieve simply larger tax revenues. Most eminent domain initiatives are not used to condemn mom-and-pop groceries
or small homes for the sake of replacing them with larger operated businesses but rather for large urban, community
mixed public and private complexes that provide increased employment, an enhanced tax base, urban development, and
community edification” (Ranis 2007, pp. 195-96). “Critical to the impact of Kelo is that it was decided by the Supreme
Court on behalf of providing jobs for workers in a depressed area, resurrecting the New London Community, and the
important principle of preserving and creating employment and a viable tax base” (p. 203).
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Using data for 1990 and 2000, Turnbull and Salvino (2009) find that eminent domain for
private benefit is associated with higher levels of tax revenue and own-source revenue as a
percentage of personal income. Their measure of eminent domain is a dummy variable that takes
the value of one for states that explicitly empower local governments to use eminent domain for
private development projects. Only seven states do so. For all the other states, the variable is
given a value of zero. This eminent domain variable does not provide a very precise measure of
the varying levels of eminent domain activity across the states. We build on their work by using
a variable that better captures eminent domain activity across states.

To examine the impact of eminent domain, we use state data on the use of eminent
domain for private benefit from Berliner (2003). Berliner’s data cover the period January 1,
1998, through December 31, 2002. Berliner records the number of total condemnations by state
to indicate the number of properties that have been affected by the use of eminent domain to
benefit private parties.'' Note that the Berliner data understate the total amount of eminent
domain activity as they exclude those activities done for traditional public purposes (schools,
roads, etc.). In a later report, Berliner (2006) provides updated data for the period June 2005
through June 2006, the 12 months following the Kelo Supreme Court decision. These data are

compiled in the same manner as in Berliner’s initial study.

" Berliner (2003) collects her data from court decisions and published accounts (public documents and news
articles). The number of total condemnations for private use or benefit per state is the summation of filed
condemnations and threatened condemnations. Filed condemnations record the number of instances for which the
government or private parties filed actions in court to transfer private property for private benefit, or local
government voted to authorize filing eminent domain action. Threatened condemnations include actions that precede
“filing a condemnation action in court or voting to authorize the filing of such action” (Berliner 2006). When a
property is threatened with eminent domain the property owner may decide to divest of the property rather than
taking action. Therefore, not all threatened cases necessarily result in court filings.
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We follow Turnbull and Salvino (2009) in measuring tax revenue (and total own-source
revenue)'” as a percentage of personal income and in using three measures: combined state and
local, state only, and local only."® In addition to the level of revenue, we also examine the growth
of that revenue. To account for the lag between eminent domain activity (over 1998-2002 and
June 2005-June 2006) and subsequent revenue effects, we examine tax revenue levels in 2004
and 2008 and tax revenue growth from 2004 to 2007 and from 2008 to 2011.'* This implies a
minimum of a two-year lag between the eminent domain activity and the revenue effect.

Our independent variable of interest is the eminent domain activity measure described above
for 1998-2002 and June 2005—June 2006. We measure that activity three ways: total condemnations
in the state, total condemnations per total housing units in the state, and total condemnations per
total population in the state. We also use the binary measure of eminent domain power created by
Turnbull and Salvino (2009). As table 1 indicates, there is only a very small (and statistically

insignificant) correlation between that binary measure and the Berliner measure we use.

Table 1. Correlation Coefficients

Em. domain total Em. domain per unit Em. domain per capita Em. domain power

Total eminent domain

. 1
condemnations
Eminent domain condemn. 0.6475* 1
per housing unit 0
Eminent domain condemn. 0.6321* 0.9977* 1
per capita 0 0
Eminent domain power 0.0498 0.0519 0.0412 1
binary variable 0.634 0.619 0.693

* Statistically significant at the 10% level.

2 In addition to taxes, own-source revenue includes various charges, user fees, and things such as interest earnings.
It does not include grants from other governments.

" At the request of a referee, we also ran regressions with revenue measured on a per capita basis. Some of those
results are referenced in the paper. The full results are available from the authors upon request.

'* As of October 2014, fiscal year 2011 was the most recent year available for combined state and local government
finances. With our chosen two-year lag in revenue effects, this limited us to a three-year revenue growth period. In a
previous version of this paper, we used a four-year growth period with the 1998-2002 eminent domain data
(Berliner 2003) as a single cross section and found similar results.
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Following Turnbull and Salvino (2009), we use the same control variables in an attempt
to replicate their results with our new dataset: revenue decentralization (local own-source general
revenue as a percentage of state and local own-source general revenue), expenditure
decentralization (local direct general expenditure as a percentage of state and local direct general
expenditure), state grants to local governments (as a percentage of state expenditure), state
population, urban (metropolitan statistical area or MSA) share of population, median household
income, and a dummy variable for Confederate states. Our initial model is as follows:

(1) Revenue;; = a + ;Eminent domain activityi; » + f.Fiscal decentralization; +
BsLocal government count;; » + B4Control variables;;.

Then, to expand on Turnbull and Salvino’s work, we enhance their model in a variety of
ways. Instead of using their raw count of the number of local governments to measure
fragmentation,'® we use the number per 100,000 residents to provide more meaningful comparisons
across states with widely differing numbers of residents. We also employ traditional regional
dummy variables rather than their dummy variable for “former Confederate states or border

states.”!

In addition, we add three control variables to account for differences in demographics and
economic conditions that can affect government revenues: the percentage of population aged 18—64,
the unemployment rate, and the real per capita gross domestic product. With few exceptions where
data were unavailable, our data for each of these control variables are for 2004 and 2008 (which are
the two years for which we examine revenue levels and the first year of our two growth periods).

The level and growth of revenue (our dependent variables) may have an impact on

eminent domain activity (our independent variable of interest). For example, governments in

' Fragmentation refers to the degree to which the local government system is divided into separate jurisdictions. A
state with many local governments would be considered to have a highly fragmented system.

' Because we have a fairly small number of observations (100), we use four regional dummies rather than state
fixed effects. The omitted variable is Northeast.
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states with low or slow-growing revenue may be more likely to utilize eminent domain in order
to increase their revenue. We first address this potential endogeneity problem by including a
control variable for the lagged growth of revenue. To capture the revenue growth trend in each
state, we use 1995-1998 and 20022005, the three-year periods before the first year of our
eminent domain activity data for each of the two periods available (1998-2002 and June 2005—
June 2006). Our expanded models are

(2) Revenue;; = a + ;Eminent domain activityi;» + f,Revenue decentralization; +

BsLocal governments per 100,000 residents; > + fsControl variables; +
BsLagged revenue growth;.

3) Revenue Growth;; = o + f;Eminent domain activityi; » + B2Revenue
decentralization;; + BsLocal governments per 100,000 residents; » +
B4Control variables;; + BsLagged revenue growth;;.

In addition, following Turnbull and Salvino, as an alternative way to address the potential
endogeneity problem, we later drop the lagged revenue growth variable and instead make use of
three instrumental variables for our eminent domain variables: lawyers per 1,000 population,
percentage of land owned by the state government, and income skewness. As Turnbull and
Salvino (2009) suggest, having a higher number of lawyers implies that residents are more likely
to resort to nonmarket solutions to disputes; having a higher percentage of land owned by the
state implies a greater willingness on the part of government to get involved in land markets; and
income skewness “is included to capture possible income distribution effects on choice of
institutional restrictions on local powers” (p. 801).

Data sources are provided in table A1. Summary statistics can be found in table A2.
Correlation coefficients for our three main eminent domain variables and our four main

dependent variables are found in table A3.
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4. Regression Results

We first attempt to replicate the results of Turnbull and Salvino (2009) by utilizing the same
dependent variables and control variables. However, we use revenue data for 2004 and 2008
rather than for 1990 and 2000. Similarly, with two exceptions, each of our control variables is for
2004 and 2008. The first exception is the urban share of population variable, which is only
available for decennial Census years, so we use data for 2000 and an estimate for 2005, achieved
by averaging 2000 and 2010. The second exception is the fragmentation variable, which is only
available for Census of Government years, so we use 2002 and 2007 data. Later, we modify the
Turnbull and Salvino model slightly and add a new dependent variable for revenue growth over

the periods 2004-2007 and 2008-2011.

4.1. Replication of Turnbull and Salvino (2009)

Table 2 shows our results for the combined state and local tax and revenue data, using Turnbull
and Salvino’s binary variable for eminent domain power. As they did, we find evidence of a
statistically significant positive relationship between eminent domain power and the level of
state and local taxes and revenue as a percentage of personal income.!” When we measure
state- and local-level data separately (see table A4), we find that the model’s explanatory
power (measured by the value for R-squared) increases substantially, but the statistically
significant coefficients for the eminent domain power variable only remain for the state

revenue regressions, not for the local revenue regressions. While that insignificance for the

"7 When the revenue variables are measured on a per capita basis, the coefficient on the eminent domain power
variable is also statistically significant (and positive) in all four of the models. For brevity, those results have not
been included. They are available from the authors upon request.
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local revenue variables contradicts the findings of Turnbull and Salvino, we do consistently
find positive coefficients as they did.'®

Next we change how eminent domain is measured. Instead of the binary variable, we use
total condemnations for private purposes. Otherwise, all the other variables are the same. As
table 3 shows, using this improved measure, we fail to find any statistically significant
relationship between eminent domain activity and revenue levels. (That result holds true when
revenue is measured on a per capita basis as well.) When we measure state and local revenue
data separately, we find similar results—no statistically significant relationship (see table AS).
While the relationships are not significant, we do still find positive coefficients for our more
precise measure of eminent domain activity (with two exceptions, both for local general revenue
from own sources). However, the explanatory power of our models, as indicated by the R-
squared statistic, is slightly lower when we use this more precise measure.

Using the same model, table 4 shows the results when we measure eminent domain
activity as total condemnations per housing unit. Here too we fail to find any statistically
significant relationship between eminent domain activity and revenue levels. Separate results for
state-level data and local-level data are found in table A6. Those results show the same lack of a
statistically significant relationship. (That result holds true when revenue is measured on a per
capita basis as well.) As with the previous set of results, the explanatory power of our models is
slightly lower than with the binary variable for eminent domain.

Table 5 shows the results when we measure eminent domain activity as total
condemnations per capita. Otherwise, all the other variables remain the same. Once again, we

find no evidence of a statistically significant relationship between eminent domain activity and

'8 When revenue is measured on a per capita basis, the local revenue coefficients remain weakly statistically
significant.
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the level of state and local tax revenue. (That result holds true when revenue is measured on a
per capita basis as well.) Separate results for state-level data and local-level data confirm that
same finding (see table A7).

As tables 2 and A4 show, for eight of our twelve regressions, we confirm the findings of
Turnbull and Salvino (2009) of a statistically significant positive relationship between their
binary measure of eminent domain power and the level of state and local government revenue.
Our results show that their findings are robust to a newer dataset. However, using three different,
more precise measures of eminent domain, we fail to find evidence of a statistically significant
relationship between eminent domain activity and the level of state and local government
revenue. In addition, we find that the explanatory power of our models (measured by the value
for R-squared) is lower when we use our more precise measure of eminent domain activity than
when we use the Turnbull-Salvino binary variable, which provides further support for the idea
that there is no relationship between eminent domain and the level of state and local government
revenue when eminent domain is measured more precisely. These results are robust to changes in
how revenue is measured (own-source general revenue or tax revenue) as well as the level of
government (state and local government revenue combined, state only, and local only), and we
find similar results (not reported herein) when we measure revenue on a per capita basis instead

of as a percentage of personal income.
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Table 2. Turnbull-Salvino (2009) Model, Combined State and Local Revenue

State and local general
revenue from own sources

State and local tax revenue

o .
VARIABLES (% of personal income) (% of personal income)
(1) (2) (3) (4)
Eminent domain power binary variable 0.00872* 0.00903* 0.0111%** 0.0111%*
P 4 (0.00459) (0.00456) (0.00383) (0.00386)
L -0.0448* -0.0207
Revenue decentralization
(0.0230) (0.0176)
. . -0.0769* -0.0570**
Expenditure decentralization
(0.0407) (0.0250)
Local governments -3.05e-06*** -2.66e-06** -1.75e-06** -1.28e-06
& (1.06e-06) (1.20e-06) (8.59e-07) (8.95e-07)
Local intergovernmental revenue from state 0.0251 0.0854 0.00224 0.0497
government, as % of state total expenditure (0.0484) (0.0538) (0.0288) (0.0361)
. 1.58e-05 1.95e-05 -5.95e-05 -3.02e-05
Urban share of population
(0.000170) (0.000175) (0.000131) (0.000126)
. 5.86e-10* 5.63e-10* 6.72e-10** 6.62e-10**
Population
(2.98e-10) (2.98e-10) (2.80e-10) (2.90e-10)
Median household income (constant dollars) ~1.07e-067*  -9.81e-07"* ~2.63e:07 ~1.86e-07
(3.05e-07) (3.09e-07) (2.25e-07) (2.21e-07)
Confederate state dumm -0.0172*** -0.0160*** -0.0122*** -0.0109%***
¥ (0.00404) (0.00429) (0.00342) (0.00345)
0.233*** 0.234%*** 0.133*** 0.135%**
Constant
(0.0181) (0.0183) (0.0134) (0.0133)
Observations 94 94 94 94
R-squared 0.332 0.329 0.319 0.339

*p<0.1, ** p<0.05, *** p < 0.01.

Notes: All models include year fixed effects. Robust standard errors are in parentheses.
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Table 3. Turnbull-Salvino (2009) Model, Using Eminent Domain Activity Variable,
Combined State and Local Revenue

VARIABLES

State and local general
revenue from own sources
(% of personal income)

State and local tax revenue
(% of personal income)

(1) (2) (3) (4)
Total eminent domain condemnations 1.55e-06 1.70e-06 1.76e-06 1.81e-06
(2.76e-06) (2.81e-06) (2.33e-06) (2.38e-06)
Revenue decentralization ~0.0483%% ~0.0252
(0.0240) (0.0195)
. L -0.0814* -0.0625**
Expenditure decentralization
(0.0415) (0.0273)
-2.47e-06** -2.05e-06 -1.02e-06 -5.30e-07
Local governments
(1.15e-06) (1.31e-06) (8.15e-07) (8.79e-07)
Local intergovernmental revenue from state 0.0300 0.0938* 0.00839 0.0599
government, as % of state total expenditure (0.0479) (0.0541) (0.0278) (0.0361)
Urban share of pobulation 1.73e-05 1.88e-05 -5.66e-05 -2.99e-05
Pop (0.000177) (0.000183) (0.000138) (0.000135)
. 4.76e-10 4.44e-10 5.36e-10* 5.21e-10
Population
(3.16e-10) (3.17e-10) (3.14e-10) (3.25e-10)
-9.37e-07***  -8.42e-07*** -9.71e-08 -1.54e-08
Median household income (current dollars) € € © ©
(2.91e-07) (2.95e-07) (2.16e-07) (2.10e-07)
Confederate state dumm -0.0164*** —-0.0153*** -0.0113*** -0.00992***
¥ (0.00423) (0.00450) (0.00373) (0.00374)
o —" 0.226*** 0.228*** 0.125*** 0.127***
(0.0173) (0.0173) (0.0128) (0.0125)
Observations 94 94 94 94
R-squared 0.307 0.302 0.228 0.248

*p<0.1, ** p<0.05, *** p<0.01.

Notes: All models include year fixed effects.

Robust standard errors are in parentheses.
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Table 4. Turnbull-Salvino (2009) Model, Using Eminent Domain Activity per Housing Unit
Variable, Combined State and Local Revenue

VARIABLES

State and local general
revenue from own sources
(% of personal income)

State and local tax revenue
(% of personal income)

(1) (2) (3) (4)
Eminent domain condemnations per housing unit >-81e-06 >-81e-06 >-07e-06 4.55e-06
P & (7.19¢-06) (6.93e-06) (4.55e-06) (4.28e-06)
Revenue decentralization ~0.0475% ~0.0246
(0.0240) (0.0194)
. L -0.0796* -0.0611**
Expenditure decentralization
(0.0415) (0.0272)
-2.48e-06** -2.07e-06 -1.01e-06 -5.31e-07
Local governments
(1.14e-06) (1.31e-06) (8.06e-07) (8.70e-07)
Local intergovernmental revenue from state 0.0312 0.0935* 0.00931 0.0596
government, as % of state total expenditure (0.0477) (0.0538) (0.0279) (0.0361)
Urban share of pobulation 7.70e-06 9.22e-06 -6.32e-05 -3.54e-05
Pop (0.000177) (0.000183) (0.000138) (0.000134)
. 5.11e-10 4.82e-10 5.73e-10* 5.59e-10*
Population
(3.09e-10) (3.11e-10) (3.16e-10) (3.26e-10)
-9.23e-07***  -8.30e-07*** -8.44e-08 -5.14e-09
Median household income (current dollars) € © © ©
(2.88e-07) (2.93e-07) (2.16e-07) (2.11e-07)
Confederate state dumm -0.0163*** —0.0152*** -0.0111*** -0.00979**
¥ (0.00419) (0.00448) (0.00370) (0.00373)
o —" 0.225*** 0.227*** 0.124*** 0.126***
(0.0173) (0.0173) (0.0128) (0.0126)
Observations 94 94 94 94
R-squared 0.308 0.303 0.229 0.248

*p<0.1, ** p<0.05, *** p < 0.01.

Notes: All models include year fixed effects.

Robust standard errors are in parentheses.
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Table S. Turnbull-Salvino (2009) Model, Using Eminent Domain Activity Per Capita

Variable, Combined State and Local Revenue

VARIABLES

State and local general
revenue from own sources
(% of personal income)

State and local tax revenue
(% of personal income)

(1) (2) (3) (4)
Eminent domain condemnations per capita 1.10e-05 1.11e-05 1.00e-05 8.96e-06
percap (1.69e-05) (1.62e-05) (1.06e-05) (9.83e-06)
Revenue decentralization ~0.0477%% ~0.0247
(0.0240) (0.0194)
. L -0.0801* -0.0614**
Expenditure decentralization
(0.0415) (0.0272)
-2.47e-06** -2.06e-06 -1.00e-06 -5.22e-07
Local governments
(1.14e-06) (1.31e-06) (8.05e-07) (8.69e-07)
Local intergovernmental revenue from state 0.0309 0.0935* 0.00906 0.0596
government, as % of state total expenditure (0.0477) (0.0538) (0.0279) (0.0361)
Urban share of pobulation 1.11e-05 1.27e-05 -6.07e-05 -3.30e-05
Pop (0.000177) (0.000183) (0.000138) (0.000134)
. 5.09e-10 4.81e-10 5.72e-10* 5.58e-10*
Population
(3.09e-10) (3.11e-10) (3.16e-10) (3.26e-10)
-9.22e-07***  -8.29e-07*** -8.33e-08 -3.88e-09
Median household income (current dollars) € € © ©
(2.89e-07) (2.94e-07) (2.17e-07) (2.12e-07)
Confederate state dumm -0.0163*** —-0.0151*** -0.0111*** -0.00976**
¥ (0.00420) (0.00448) (0.00371) (0.00374)
o —" 0.225*** 0.226*** 0.124*** 0.126***
(0.0173) (0.0173) (0.0129) (0.0126)
Observations 94 94 94 94
R-squared 0.308 0.303 0.228 0.247

*p<0.1, ** p<0.05, *** p<0.01.

Notes: All models include year fixed effects.

Robust standard errors are in parentheses.
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4.2. New Model

Next, we modify some of the control variables in the Turnbull and Salvino (2009) model and add
four new control variables as well as a new dependent variable for revenue growth. To measure
fragmentation, we use the number of local governments per 100,000 residents instead of
Turnbull and Salvino’s raw count of the number of local governments.'® This provides more
meaningful comparisons across states with widely differing numbers of residents.* In addition,
rather than their dummy variable for “former Confederate states or border states,” we employ
four traditional regional dummy variables.”' We also add three variables to control for
differences in demographics and economic conditions: the percentage of population aged 18—64,
the unemployment rate, and the per capita GDP.

In the interest of brevity, we drop the total eminent domain condemnations variable, and
we use only one variable for decentralization rather than two. Since the states vary widely in their
population and number of housing units, adjusting the total condemnations data for those two
factors provides a more meaningful comparison across states, so we focus hereafter on the per
housing unit and per capita measures. The two decentralization variables are highly correlated
(with a correlation coefficient of 0.767). Also, they are used independently in separate regressions,
and there are not substantial differences in the results for the eminent domain variables in those
two sets of results (see tables 2—5). We choose to keep the revenue decentralization variable (local
own-source general revenue as a percentage of state and local own-source general revenue) and

drop expenditure decentralization because our focus is on revenue.

' Stansel (2006) provides an example of this important distinction in previous work in the Leviathan literature.

%% For example, Florida had 1,623 local governments in 2007, nearly two and a half times West Virginia’s 663. By
that measure, Florida has substantially greater fragmentation. But Florida has 10 times as many people as West
Virginia, so when you adjust for population, Florida is actually substantially /ess fragmented, not more—8.8
governments per 100,000 people compared to 36.1 in West Virginia.

*! The excluded variable is Northeast.
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Finally, because there may be a simultaneous relationship between revenue growth and
eminent domain (low or slow-growing revenue may lead states to increase eminent domain
activity), we add a control variable for lagged revenue growth. We use revenue growth over the
periods 1995-1998 and 2002-2005, the three-year periods preceding the first year of our eminent
domain activity data for each period (1998-2002 and June 2005—June 2006).

Table 6 shows the results for the level of combined state and local tax and revenue for all
three measures of eminent domain (the binary variable and our two eminent domain activity
variables) when utilizing our revised model. The statistical significance (and the size) of the
coefficients on the eminent domain variables remain roughly the same as with the replications in
the previous section (tables 2—5). The two more precise measures have statistically insignificant
coefficients, and the binary variable continues to have a statistically significant coefficient and
positive sign. Our revised model also consistently provides greater explanatory power. Separate
results for state-level data and local-level data are found in tables A8 and A9. They show the
same basic trends as those described above with the exception that the binary variable is

insignificant in two out of four regressions (both for local government).

23



144

‘sasoyjualed UI I8 SIOLID PIEPUR)S ISNQOY "SI0JJO PAXIJ JeaK opNn[oul S[OPOU [V :SOION

100> gsese ‘S0°0>d weye ‘T0O>d 4

6550 S810 9810 L6Y0 SLY0 9.0 paJenbs-y
v6 v6 v6 v6 v6 v6 suoneaasqo
(1990°0) (9120°0) (9120°0) (8z1°0) (szT0) (szT0) S
7010 96500 68500 7070 ¥91°0 €910
(sgzo00) (¥szo0) (esz00) (dwooul [euosuad jo
#%x9€90°0 xx9590°0 #%7590°0 9%) @NUDA3J Xe) |eD0| pue d3els ul 3ueyd padde
(9zv0°0) (r€v0°0) (€v0°0) (Swodul [euosIad JO %) S3241N0S UMO W04
*x1660°0 *x10T°0 +*x00T°0 ERIVELECH] _m._mcwm |eJ0| pue ajejs ul wmcmr_u _owmmm._
(58£00°0) (99t00°0) (99t00°0) (89500°0) (£900°0) (£¥900°0) S|qeLEA AWWNp uoiBa1 153
+CVL00°0- ++60T00- ++60T00- +70T00 0££00°0 87,000
(55£00°0) (z6¥00°0) (8800°0) (29500°0) (z0900°0) (66500°0) ajqeLeA AWWnp UoiSa) 4Inos
#xxT8T00—  ##xG9T00-  4%x¥9T0°0- ¥££00°0- ¥1900°0- 119000~
(8£00°0) (5€¥00°0) (9€¥00°0) (¥1500°0) (¥£500°0) (¥£500°0) S|qeLEA AWLIND UOIB3] 1S3MPIN
£+86800°0—  +x6/800°0—  %%08800°0- T¥000°0- TOE0000- €T€000°0-
(s2100°0) (T¥100°0) (T¥100°0) (¥2z00°0) (zv200°0) (zv200°0) (%) 3184 JuswWholdwBUA
++G0€00°0- 012000~ S0T00°0- 0SE00°0- 757000~ S¥T00°0-
(£0-2€5°7) (£0-228'7) (£0-2€8'7) (£0-26L1) (£0-292°v) (L0-3LLY) ($ SO0z pauteyd jo
#xL0-9GT'S «L0-30T°S «L0-96T°S #x90-99T'T #x90-98T'T #x90-96TT w) 3onpo.d d13sswop sso.3 eyded uad |eay
(€1T°0) (0zT°0) (ozT°0) (0zz0) (sT2°0) (sT2°0) p5-87 pase uopejndod o s3e1us315d
€780°0 Y110 Y110 6E€0°0 €650°0 00900
(£0-959'2) (Lo-9gT°€) (£0-201°€) (Lo-3zT'V) (Lo-31E'V) (£0-962°1) (sdejjop Z10Z) dwodul pjoyasnoy ueipaw |eay
#xxL0®T06—  #xL096T'L— 4xL0OTTL- ##xx90967'T— 4%x90-9CET- 4%%x90-9CE'T-
(01-96%°'T) (01-2€9°1) (01-2€9°1) (o1-9g£°2) (01-99%°2) (0tT-29%°27) uonejndogd
+x0T-9GT°€ 0T-305°C 0T-3LY'C 0T-200°€ 0T-987°C 0T-3vT'C :
(55T000°0) (2£1000°0) (2£1000°0) (¥S2000°0) (92000°0) (92000°0) uonejndod jo aieys uequn
90-9€9°'T- S0-206°9 G0-98€°9 0£T000°0- S0-3LT'8- S0-200°6-
(tzzoo) (evzo0) (v¥20°0) (9zv0°0) (£gv0°0) (£g¥0°0) 24njipuadxa |e10] 91€1S JO % Se ‘JUSWUIaA03
79700 «ELV0°0 +6.70°0 /8700 L8Y0°0 S610°0 91E1S WOJ) 3NUIA3. [BIUSWUISA0SI3IUI [BI0]
(so-at°2) (s0-2€5°7) (50-2€5°7) (s0-as2°€) (s0-26t°€) (s0-205°€) SjuapIsal 000°00T
G0-9€€°¢- L0-3TT'8- L0-210°9- S0-200°C- 90-3/T°6 90-9€5'6 Jad ‘sadAj ||e Jo SJUBWIUIAA0S |EI0] JO JBqUINN
(0st0°0) (8910°0) (£910°0) (90z0°0) (6120°0) (6120°0) VR A SR
0L10°0- ¥020°0- 70200~ ++EVY00- +xL9Y0°0- ++79Y0°0-
(¥1€00°0) (z5500°0) 9|gelien Aseulq samod ujewop juauiwl
+x+ETTO0 +68600°0
Amo-whv:: Amo-wmo.Nv mtamu Jad Suolleuwapuold ulewop juauiwg
G0-3/T'T S0-3/9°T
(90-295°9) (90-2.6°8) Hun 3uisnoy Jad SuoIleUWSPUOD UleWOPp JUdUIW]
90-360°9 90-289'8

(9)

(s)

(v)

(dwodul |euosiad o %)
9NUIASJ XE) [BIO| PUE 91B1S

(€)

(2)

(1)

(dwodul |euosiad Jo %) s924n0S
UMO WOJ} dNUIASJ [BJ2USS |BIO| PUE J1EIS

SIT1GVIHVA

SI[qRLIB A UTRWO([ JUdUIWF NIY L [[V SUIS(] ‘ONUIAIY PUR SIXE ], [BIO] PUE J)E)S PIUIqUIO)) JO [9AdT 9 dqe],



If eminent domain activity has a long-lasting impact on revenue, then we should expect
to see a positive relationship with future revenue growth. Table 7 shows the results for the
growth of combined state and local tax and revenue over the periods 2004-2007 and 2008-2011
(starting two years after the last year of our data for eminent domain activity) for all three
measures of eminent domain.** All four of the regressions using our more precise measures for
eminent domain show negative coefficients, two of those are statistically significant (the two for
the broader measure of general revenue from own sources). A one standard deviation change in
eminent domain activity is associated with a decline in the three-year growth rate of state and
local own-source general revenue (as a percentage of income) of about 0.74 to 0.77 percentage
points. The binary variable for eminent domain power is positive but statistically insignificant
both times. In all six models, we fail to find a statistically significant positive relationship
between eminent domain and subsequent revenue growth. The explanatory power of these six

models is higher than those for the level of revenue in the previous set of results.

** As of October 2014, fiscal year 2011 was the most recent year available for combined state and local government
finances. With our chosen two-year lag in revenue effects, this limited us to a three-year revenue growth period. In a
previous version of this paper, we used a four-year growth period with the 1998-2002 eminent domain data
(Berliner 2003) as a single cross section and found similar results.
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Separate results for state data and local data are found in tables A10 and A11. At the state
level, the four coefficients for our two new eminent domain activity variables are all negative
and statistically significant. For example, a one standard deviation change in eminent domain
activity is associated with a decline in the three-year growth rate of state own-source general
revenue (as a percentage of income) of about 0.94—1.22 percentage points. At the local level, the
four coefficients are all positive, but only the two for the narrower measure of tax revenue
growth are statistically significant. However, the overall explanatory power of all four of those
local models is much lower than for the state government models (R-squareds of about 0.34
versus 0.75 for revenue and about 0.14 versus 0.69 for taxes). In contrast, all four regressions
using the binary variable (eminent domain power) show positive but statistically insignificant
coefficients (just as they were for the combined state and local totals in table 7 above). There too
the local-level regressions have a much smaller R-squared.

In our effort to closely replicate the approach of Turnbull and Salvino (2009), we confirm
their findings of a positive relationship between their binary variable for eminent domain power and
the level of state and local government revenue with a newer dataset. However, those findings are
not robust to the usage of more precise measures of eminent domain. Using those new measures, we
find no evidence of a statistically significant relationship between eminent domain activity and the
level of state and local tax revenue, and thus fail to find support for the hypothesis (H1) that eminent
domain activity is positively associated with the subsequent level of tax revenue. In contrast, our
results for the hypothesis (H2) that eminent domain activity is positively associated with subsequent
state and local government revenue growth are mixed. The binary variable is statistically
insignificant in all four regressions, but six of the eight regressions for our new eminent domain

activity measures are statistically significant, negative four times and positive twice.
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4.3. Instrumental Variables

Our dependent variables (the level and growth of revenue) may have an impact on our
independent variable of interest, eminent domain activity. That is, states with lower revenue or
lower revenue growth may be more likely to engage in eminent domain activity in an effort to
increase revenue. In the previous analysis, we attempted to address that potential endogeneity
problem by including a control variable for the lagged growth of our dependent variable
(revenue). An alternative approach is to find instrumental variables that are correlated with our
eminent domain variables but that do not have the same potential reverse causality relationship
with our dependent variables. Such variables are inevitably very difficult to identify, and results
using this approach should be interpreted with caution. As discussed in the previous section,
Turnbull and Salvino made use of three instrumental variables: lawyers per 1,000 population,
percentage of land owned by the state government, and income skewness. We use those same
three variables in this section.

Table 8 shows our results from replicating the Turnbull-Salvino model. For brevity, we
do not include the binary variable for eminent domain power. As in table 2, the coefficients for
that variable are statistically significant and positive, though they are about two to three times
larger in magnitude, confirming the results of Turnbull-Salvino with our newer dataset.*
Similarly, the results for our two new eminent domain activity variables do not change much
compared to tables 4 and 5. The (positive) magnitudes of the coefficients are larger, but they are
still statistically insignificant. Those results largely hold when revenue is decomposed into state
and local governments separately (see table A12). Of the eight regressions, six have statistically

insignificant (positive) coefficients for the eminent domain variable. The two with the narrower

 Those results are available from the authors upon request.

28



measure of state tax revenue as the dependent variable show a positive coefficient that is

statistically significant, though only weakly so, for the eminent domain variable.

Table 8. Turnbull-Salvino (2009) Model, Using Instrumental Variables and New Eminent
Domain Variables, Combined State and Local Revenue

State and local general revenue

o State and local tax revenue (% of
from own sources (% of personal

VARIABLES . personal income)
income)
(1) (2) (3) (4)
Eminent domain condemnations per 0.000151 0.000174
housing unit (0.000104) (0.000112)
. . . . 0.000334 0.000394
Eminent domain condemnations per capita
(0.000232) (0.000252)
. -0.0226 -0.0247 0.00459 0.00267
Revenue decentralization
(0.0443) (0.0430) (0.0449) (0.0442)
Local governments -3.74e-06 -3.65e-06 -2.49e-06 -2.41e-06
& (2.44e-06) (2.41e-06) (2.65e-06) (2.66e-06)
Local intergovernmental revenue from state 0.0783 0.0761 0.0644 0.0627
government, as % of state total expenditure (0.0578) (0.0570) (0.0458) (0.0447)
. -0.000403 -0.000372 -0.000544 -0.000516
Urban share of population
(0.000431) (0.000417) (0.000458) (0.000447)
. 7.16e-10 7.11e-10 8.13e-10 8.11e-10
Population
(4.66e-10) (4.72e-10) (5.06e-10) (5.17e-10)
Median household income (current dollars) ~6.81e:07 ~6.15e°:07 1.99e-07 2.82e-07
(7.29e-07) (7.07e-07) (8.45e-07) (8.33e-07)
Confederate state dumm -0.0163 -0.0155 -0.0112 -0.0102
¥ (0.00994) (0.00968) (0.0113) (0.0112)
0.212%*** 0.208*** 0.109** 0.103**
Constant
(0.0450) (0.0442) (0.0507) (0.0506)
Observations 94 94 94 94
R-squared T t t t

*p<0.1, ** p<0.05, *** p <0.01.
+ With 2SLS, Stata does not report a value for R-squared when it is negative.

Notes: All models include year fixed effects. Robust standard errors are in parentheses. Eminent domain is treated as
endogenous in all models.

Using our expanded model, table 9 shows that the binary variable for eminent domain
power continues to have positive and statistically significant coefficients (as it did in table 6).
However, results for the new eminent domain variables are mixed. There are positive and

statistically significant (at the 10 percent level) coefficients on those two variables for the
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narrower measure of tax revenue. However, for the broader measure of general revenue from
own sources, the (positive) coefficients are not statistically significant. As with the more
compact model in table 8 (discussed in the previous paragraph), when revenue is measured
separately for state and local governments (tables A13 and A14), six of the eight coefficients on
our eminent domain variables are statistically insignificant (and positive). Only the two for the
narrower measure of state tax revenue are statistically significant, and only at the 10 percent
level. Three of the four coefficients for the binary variable are significant and positive.

Table 10 shows that our two eminent domain variables have no statistically significant
relationship with the growth of taxes and revenue. This is in contrast to the previous OLS results
in table 7 in which two of the four regressions showed a statistically significant negative
relationship with growth. Neither of the two regressions using the binary variable for eminent
domain power showed a statistically significant relationship either. The results are no different
when revenue is measured separately for state and local governments (tables A15 and A16), with
one exception. In one of the regressions, the binary variable has a statistically significant positive

coefficient (table A16).
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When we use instrumental variables, our results continue to confirm the findings of
Turnbull and Salvino for revenue /evels and their binary measure of eminent domain power (see
table 9). For our two more precise measures of eminent domain activity, the use of instrumental
variables changes our results slightly. Four of the twelve results show a statistically significant
positive coefficient for eminent domain; all four are for the narrower measure of tax revenue (see
tables 9 and A14), compared to none of the twelve in the previous results (tables 6, A8, and A9).
However, with the broader measure of general revenue from own sources, the results using our
instrumental variables confirm those previous results, finding no statistically significant
relationship between eminent domain activity and the level of government revenue. Thus, our
first hypothesis (H1)—that eminent domain activity is positively associated with the subsequent
level of state and local government revenue—is provided only very weak support.

For our measure of revenue growth when we use instrumental variables, the results go in
the opposite direction. None of the twelve regressions (in tables 10, A15, and A16) show a
statistically significant relationship between eminent domain activity and the growth of
government revenue. That compares to eight of the twelve showing significance in tables 7, A10,
and A11 (six negative and two positive). The coefficients on the binary variable for eminent
domain power are statistically insignificant across all but one of the six revenue growth
regressions. Therefore, we again fail to find support for our second hypothesis (H2)—that
eminent domain activity is positively associated with subsequent state and local government
revenue growth.

Overall, our results are largely inconclusive. We largely confirm the previous findings of
Turnbull and Salvino (2009) that there is a positive relationship between their binary measure of

eminent domain power and the /evel of state and local government revenue using an entirely
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different, and newer, dataset. However, when eminent domain is measured more precisely, we
fail to find much evidence to support that finding. Our findings are robust across a wide variety
of specifications (only 4 out of 24 coefficients are supportive of a positive relationship with
revenue levels, 4 out of 12 with regressions using the instrumental variables), including
modifications in the measurement of eminent domain, changes in the level of government
(combined state and local revenue, state only, and local only), as well as refinements in the way
fragmentation and regional location were measured.

When we expand further on the work of Turnbull and Salvino by examining subsequent
revenue growth, we fail to find evidence that supports the hypothesis that eminent domain is
positively associated with future revenue growth. To the contrary, using our more precise
measure of eminent domain activity, we find limited evidence of a negative relationship between
eminent domain and revenue growth (6 out of 24 regressions find a statistically significant
negative coefficient, 2 find a positive one; however, when instrumental variables regressions
were used none of those 8§ specifications were found to have statistically significant coefficients).

While our results are somewhat inconclusive, taken as a whole, they cast doubt on the
argument commonly made for individual eminent domain activities—that they will increase
government revenue in the future. These findings are relevant for contemporary public policy

debates concerning the use of eminent domain.

S. Conclusion
In the end, the redevelopment plans that eventually culminated in the 2005 Kelo decision did not
materialize; the property at the center of this landmark Supreme Court case sits vacant (Allen

2014; McGeehan 2009). Failed fundraising attempts and a lack of financing derailed components
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of the initial development plan. “But what of the promised building boom that was supposed to
come wrapped and ribboned with up to 3,169 new jobs and $1.2 million a year in tax revenues?
They are noticeably missing” (Nelson 2009).

Given the controversy surrounding the Kelo decision and the potential implications for
long-run economic growth, it is worth investigating the effects of eminent domain for private
benefit. This paper contributes to the current literature by empirically examining the effects on
government revenue and revenue growth. Almost no empirical research has been produced on
the relationship between eminent domain and government revenue. We build on the one previous
study (Turnbull and Salvino 2009) by using a more precise measure of eminent domain, a newer
dataset, more control variables, and an additional dependent variable for revenue growth.
Ultimately, we find virtually no evidence of a statistically significant positive relationship
between eminent domain and the subsequent level of state and local tax revenue. In contrast, we
find some limited evidence of a statistically significant negative relationship between eminent
domain and the subsequent growth of state and local tax revenue. These results are robust across
a variety of specifications.

Our results contradict one of the primary arguments often made by politicians in favor of
eminent domain activity (and cited as a constitutionally valid justification by the Supreme
Court)**—that it will increase revenue. One possible explanation for that contradiction is that
economic impact studies of new local developments are often plagued by double counting and

the omission of opportunity costs. As a result, the subsequent impact on the local economy, and

**Kelo v. City of New London, 545 U.S. 469 (2005) (“Those who govern the City were not confronted with the
need to remove blight in the Fort Trumbull area, but their determination that the area was sufficiently distressed to
justify a program of economic rejuvenation is entitled to our deference. The City has carefully formulated an
economic development plan that it believes will provide appreciable benefits to the community, including—but by
no means limited to—new jobs and increased tax revenue. . . . Because that plan unquestionably serves a public
purpose, the takings challenged here satisfy the public use requirement of the Fifth Amendment.”).
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therefore on government revenue, is often much lower than anticipated. While much further
work is needed in this area, one implication of our results is that voters ought to be much more
skeptical about politicians’ and developers’ claims regarding the revenue impact of eminent

domain activity for private purposes.
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Table Al. Data Sources

Variable

Source

Total eminent domain condemnations, 1998-2002 &
June 2005—-June 2006

Eminent domain condemnations per housing unit,
1998-2002 & June 2005-June 2006

Eminent domain condemnations per capita, 1998—
2002 & June 2005—-June 2006

Eminent domain power binary variable

State and local general revenue from own sources, as
a percentage of personal income, 2004 & 2008

State and local tax revenue, as a percentage of
personal income, 2004 & 2008

Revenue decentralization (local general revenue from
own sources, as a percentage of state & local general
revenue from own sources), 2004 & 2008
Expenditure decentralization (local direct general
expenditure, as a percentage of state & local direct
general expenditure), 2004 & 2008

Total number of local governments of all types, 2002
& 2007

Local intergovernmental revenue from state
government, as a percentage of state total
expenditure, 2004 & 2008

Urban share of population (%), 2000 & 2005 est.*
(*average of 2000 & 2010)

State population, 2004 & 2008

Real median household income (2012 dollars), 2004
& 2008

Percentage of population aged 18-64, 2004 & 2008
Real per capita gross domestic product (millions of
chained 2005 $), 2004 & 2008

Unemployment rate (%), 2004 & 2008

Confederate state dummy variable

Northeast, Midwest, South, and West region dummy
variables

Lawyers per 1,000 population, 2000 & 2006-2010

Income skewness (median household income divided
by average household income), 1999 & 2005
State-government-owned portion of total state land
area (%), 1995

Berliner (2003), Berliner (2006)

Berliner (2003), Berliner (2006), and US Census
Bureau

Berliner (2003), Berliner (2006), and US Census
Bureau

Turnbull and Salvino (2009)

US Census Bureau

US Census Bureau

US Census Bureau

US Census Bureau

Census of Governments, US Census Bureau

US Census Bureau

US Census Bureau

US Census Bureau

US Census Bureau

US Census Bureau
Bureau of Economic Analysis

Bureau of Labor Statistics
Turnbull and Salvino (2009)

US Census Bureau

US Census Bureau, Equal Employment
Opportunity Data File, and American
Community Survey
US Census Bureau, Census 2000 Summary File
3, and American Community Survey

National Wilderness Institute
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Table A2. Summary Statistics

Variable Obs. Mean Std. Dev. Min. Max.
Total eminent domain condemnations, 1998-2002

& Juhe 2005—June 2006 94 169.777 398.853 0 2,625
Eminent domain condemnations per housing unit,

1998-2002 & June 2005—June 2006 94 65.378 147.971 0 963.108
Eminent domain condemnations per capita, 1998— 94 28.182 65.215 0 424711

2002 & June 2005—-June 2006
Eminent domain power binary variable 94 0.149 0.358 0 1
State and local general revenue from own sources,

. 94 15.40% 1.81% 11.2% 23.3%
as a percentage of personal income, 2004 & 2008 ’ ? ? ?

State and local tax revenue, as a percentage of

. 94 10.319 1.229 8.09 14.69
personal income, 2004 & 2008 & z z Z
State general revenue from own sources, as a
. 94 9.149 1.939 6.09 14.89
percentage of personal income, 2004 & 2008 % % % %
is:j::ntszrggjgug’og;a SCEUE O R E ] 94  6.46% 1.24% 3.9% 10.6%
Local general revenue from own sources, as a
. ! 94 6.26% 1.33% 2.7% 10.3%
percentage of personal income, 2004 & 2008 ? ? > ?
Local t ) t f |
ocal tax revenue, as a percentage of persona 94 3.85% 1.00% 1.6% 7.79%

income, 2004 & 2008

Change in state and local general revenue from own
sources, as a percentage of personal income, 2004— 94 0.31% 6.68% -13.0% 11.8%
2007 & 2008-2011

Change in state and local tax revenue, as a

percentage of personal income, 2004-2007 & 94 -0.32% 7.26% -15.9% 17.4%
2008-2011

Change in state general revenue from own sources,

as a percentage of personal income, 2004-2007 & 94 0.10% 8.84% -17.0% 18.8%
2008-2011

Change in state tax revenue, as a percentage of
personal income, 2004—-2007 & 2008-2011

Change in local general revenue from own sources,
as a percentage of personal income, 2004-2007 & 94 0.40% 6.73% -23.7% 14.1%
2008-2011

Change in local tax revenue, as a percentage of
personal income, 2004—-2007 & 2008-2011
Lagged change in state and local general revenue
from own sources, as a percentage of personal 94 0.94% 5.31% -10.2% 13.1%
income, 1995-1998 & 2002-2005

Lagged change in state and local tax revenue, as a

94 -0.96% 10.79% -26.7% 30.8%

94 0.53% 8.31% -38.2% 23.0%

percentage of personal income, 1995-1998 & 94 1.26% 6.08% -11.6% 16.9%
2002-2005

Lagged change in state general revenue from own

sources, as a percentage of personal income, 1995— 94 1.72% 6.75% -12.5% 23.4%

1998 & 2002-2005




Table A2 (cont.)

Variable Obs. Mean Std. Dev. Min. Max.
Lagged change in state tax revenue, as a percentage
. 94 1.919 7.519 -14.39 31.79
of personal income, 1995-1998 & 2002—-2005 % % % %
Lagged change in local general revenue from own
sources, as a percentage of personal income, 1995— 94 -0.23% 6.58% -21.9% 18.1%
1998 & 2002-2005
Lagged change in local tax revenue, as a percentage
. 94 0.229 8.639 -33.79 24.19
of personal income, 1995-1998 & 2002—-2005 % % % %
Revenue decentralization (local general revenue
from own sources, as a percentage of state & local 94 40.59% 8.92% 7.7% 57.6%
general revenue from own sources), 2004 & 2008
Expenditure decentralization (local direct general
expenditure, as a percentage of state & local direct 94 51.89% 8.03% 33.3% 70.1%
general expenditure), 2004 & 2008
;ggazl ;uzn;g;r of local governments of all types, 94 1868 1,495 118 6,994
Number of local governments of all types, per
100,000 residents, 2002 & 2007 94 57.043 72.094 4,528 431.313
Local intergovernmental revenue from state
government, as a percentage of state total 94 24.34% 5.54% 15.3% 43.4%
expenditure, 2004 & 2008
Urban share of population (%), 2000 & 2005 est.*
94 71.857 14.906 38.180 94.697
(*average of 2000 & 2010)
State population (1,000s), 2004 & 2008 94 6,142 6,716 506.529 36,600
Real median h hold i 2012 dollars), 2004
&e:Og;e ian household income ( ollars) 94  $53,305  $7,749  $38,867 $70,571
Percentage of population aged 18-64, 2004 & 2008 94 62.83% 1.20% 60.0% 65.3%
Real per capita gross domestic product (millions of
94 40,481 7,068 27,686 62,706
chained 2005 $), 2004 & 2008 > > > >
Unemployment rate (%), 2004 & 2008 94 5.233 1.098 3 8.3
Confederate state dummy variable 94 0.298 0.460 0 1
Northeast region dummy variable 94 0.191 0.396 0 1
Midwest region dummy variable 94 0.255 0.438 0 1
South region dummy variable 94 0.319 0.469 0 1
West region dummy variable 94 0.234 0.426 0 1
Lawyers per 1,000 population, 2000 & 2006-2010 94 2.959 0.931 1.743 5.760
Income skewness (median household income
divided by average household income), 1999 & 94 0.765 0.026 0.702 0.820
2005
State- t- d ti f total state land
ate-government-owned portion of total state lan 94 5311 6.309 0.180 36.710

area (%), 1995
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Table A3. Correlation Coefficients

Eminent domain
condemnations

Eminent domain
condemnations

Eminent domain
power binary

per housing unit per capita variable

State and local own-source general 0.0412 0.047 0.0828
revenue (% of personal income) 0.6932 0.6527 0.4276
State and local tax revenue (% of 0.0626 0.0596 0.3125*
personal income) 0.5487 0.5681 0.0022
Change in state and local own- -0.1308 -0.1463 0.053
source general revenue (% of

. 0.2088 0.1594 0.6119
personal income)
Change in state and local tax -0.114 -0.1269 0.113
revenue (% of personal Income) 0.274 0.2229 0.2783

* Statistically significant at the 10 percent level.
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