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EXECUTIVE SUMMARY

he federal government runs a wide array of

programs that subsidize businesses and

industries. These “corporate welfare” programs

burden taxpayers and undermine economic
growth. Favoring some businesses over others with
subsidies also contradicts the American ideal of equal
treatment under the law.

Business subsidies have been debated since the nation’s
early years when Alexander Hamilton advocated policies to
support the manufacturing industry. Then during the 19th
century, Congress aided railroads, fur trading, and other
industries, but the subsidies were usually temporary and
eventually repealed.

Corporate welfare became an entrenched part of the
federal budget in the 1920s and 1930s with the passage of
large-scale subsidies for farm businesses. In subsequent

decades, Congress added subsidy programs for energy,

manufacturing, broadband, aviation, passenger rail,
housing, and other industries. Recently, corporate welfare
soared with the passage of the Infrastructure Investment
and Jobs Act of 2021, the CHIPS and Science Act of 2022, and
the Inflation Reduction Act of 2022.

This study tallies corporate welfare in the federal budget
and finds that the government spends $181 billion a year on
aid to businesses. That figure is based on a broad definition
of corporate welfare, which includes direct cash subsidies
and indirect industry support. The study then discusses 12
reasons to cut corporate welfare, including the political
corruption and economic damage it causes.

More industries are becoming dependent on the federal
government and driven by politics, which is a dangerous
move toward central planning in the economy. Cutting
corporate welfare would free markets, boost growth, and

trim alarmingly high federal budget deficits.

CHRIS EDWARDS is the Kilts Family Chair in Fiscal Studies at the Cato Institute.



LONG-RUNNING DEBATE OVER
BUSINESS SUBSIDIES

The policy debate over corporate welfare is as old as the
nation. In 1773, the Boston Tea Party was partly driven by
anger toward the monopoly advantages given to the British
East India Company at the expense of the colonists. Those
advantages were “meant to be a bailout policy” to get the
company out of debt.!

After independence, some American leaders were
lured by the false promise of corporate welfare, just as
the British government had been. Treasury Secretary
Alexander Hamilton’s Report on the Subject of Manufactures
in 1791 favored tariffs on imported manufactured goods,
prohibitions on some exports, exemptions of certain items
from tariffs, infrastructure spending, and government
grants to manufacturers.” The same year, Hamilton
cofounded a manufacturing project in Paterson, New
Jersey, that received monopoly privileges and state
tax exemptions.® Congress passed some of Hamilton’s
proposed tariffs but did not follow his advice to subsidize
manufacturers. Hamilton’s Paterson project failed due to
mismanagement and corruption.

Hamilton was able to get his proposed financial policies
passed, which included the creation of the First Bank of
the United States. Many people at the time opposed these
policies as cronyism and the aiding of moneyed insiders.*
Another point of contention was Hamilton’s 1791 excise tax
on whiskey, which fell more heavily on small distillers west
of the Appalachian Mountains than on large distillers in the
East. That unfairness led to the Whiskey Rebellion.

The election of Thomas Jefferson to the White House in
1800 was a rebuke of Hamilton and the Federalists’ big-
government policies, which were seen to aid the elites at the
expense of the general public. Jefferson’s small-government
views on the economy held sway for a while, but the issue
of government support for industries came up repeatedly
during the 1800s, as the following examples illustrate.

Fur trading.’ The federal government set up western
fur-trading posts beginning in 1795 to compete with private
traders and the British. The government-run posts were
supposed to be self-supporting but ended up consuming
large ongoing subsidies. Compared to private fur traders
such as John Jacob Astor, the federal fur-trading bureaucracy

had a bloated cost structure, stocked inferior goods, and

did not extend credit to American Indians or make trading
convenient for them. The government’s fur-trading posts
lost money and were hamstrung by domestic sourcing
rules and inflexible worker pay. Congress battled over the
wasteful fur-trading subsidies for years until finally ending
them in 1821.

Canals.® Many state governments began subsidizing canals
following the construction of the Erie Canal in the early 19th
century. The states borrowed heavily to fund the projects,
but they overestimated canal demand and underestimated
construction costs, and nearly all the projects ended up losing
boatloads of money and causing financial stress on the states.
President James Madison vetoed a bill subsidizing internal
improvements in 1817, and the federal government steered
clear of the canal boondoggles.”

Railroads.® The federal government subsidized the
construction of the Union Pacific (UP) and Central Pacific
(CP) railroads with land grants and federal loans beginning
in 1862. Construction costs were excessively high, and the
structure of the subsidies favored speed over quality, such
that the lines were built shoddily in places. The politicking
and cronyism of UP officials in Washington included the
Crédit Mobilier scandal, which involved overcharging for
railway construction and payoffs to dozens of members of
Congress. Meanwhile, the CP dominated California politics,
and it gained legal protections from competition. As it turned
out, subsidies were not needed to build a transcontinental
railroad. In the 1880s and 1890s, entrepreneur James Hill
constructed his Great Northern railroad from St. Paul,
Minnesota, to Seattle, Washington, without subsidies. He
chose efficient routes and kept construction quality high and
costs low, and his railroad prospered.

Steamships.’ After Samuel Cunard received British
subsidies for his Atlantic-crossing steamships in the 1840s,
Congress began subsidizing US steamship lines on the
Atlantic and Pacific coasts. Despite the subsidies, these lines
were outcompeted by the unsubsidized fleet of Cornelius
Vanderbilt, which had better management, achieved lower
costs, and was more innovative. The success of Vanderbilt’s
operations convinced Congress, which in a decade had spent
$11 million on steamship subsidies, to repeal them in 1858.

These 19th century business subsidies generated
inefficiency, unfairness, and corruption, just as subsidies

do today, as the following sections illustrate. The historical



examples show the basic illogic of business subsidies. On the
one hand, they may go to projects that have poor economics
and end up failing, as with the canals. On the other hand,
subsidies may go to projects that have sound economics and
succeed, as with the railroads. In the first case, the subsidies
misallocate investment; in the second case, they are

unneeded. The same is true with today’s business subsidies.

MODERN ERA OF
CORPORATE WELFARE

The modern era of corporate welfare began in the
1920s and 1930s under President Herbert Hoover. With a
$500 million authorization, Hoover and Congress created
the Federal Farm Board in 1929 to subsidize agricultural
cooperatives, which stockpiled commodities to try to raise
prices even as many Americans struggled with hunger
during the Depression. After wasting taxpayer money
and distorting markets, the failed board was abolished in
1933. However, policymakers did not learn the lesson and
launched permanent farm subsidy programs in the 1930s.
Today, most of the roughly $30 billion a year in federal farm
subsidies goes to large corporate-style farms."®

Another Hoover corporate welfare boondoggle was the
Reconstruction Finance Corporation (RFC), created in
1932. The agency was initially funded by $2 billion in debt
and equity from the US Treasury, and it was tasked with
aiding distressed banks, railroads, and other businesses.
RFC executives proceeded to subsidize their friends and
business associates, and President Franklin Roosevelt used
the RFC to aid businesses supporting the Democratic Party.
The RFC spent billions of dollars and became “a cash cow
for the party in power.”"

Concern over the RFC’s failures and cronyism eventually
prompted a congressional review led by Sen. William
Fulbright (D-AR). His committee report in 1951 detailed RFC
corruption, and newspapers across the nation editorialized
in favor of closing the agency. The RFC was terminated in
1953 under President Dwight Eisenhower.

However, Eisenhower’s administration thought that
instead of subsidizing big businesses, the government
should subsidize small businesses. In 1953, Congress created
the Small Business Administration, which was initially

“as partisan for the Republicans as the RFC had been

for Democrats.””” This unneeded small business subsidy
machine remains in operation seven decades later.

In the decades since the 1950s, Congress has put
many industries on the federal dole, including energy,
ethanol, automobiles, aviation, urban transit, broadband,
semiconductors, housing development, and manufacturing.
There has been bipartisan support for most of these
expansions in corporate welfare. These subsidy efforts, along
with trade protections, are often called industrial policy.

In energy, large-scale corporate welfare began in the
1970s. There was the Republican Clinch River Breeder
Reactor, which was an experimental nuclear fission power
plant in Oak Ridge, Tennessee. The failed scheme cost
taxpayers $1.7 billion and produced nothing. And there
was Democratic President Jimmy Carter’s Synthetic Fuels
Corporation, launched in 1980. That government entity
dumped more than $1 billion into failed coal gasification and
other projects before it was shut down after revelations of
mismanagement, cost overruns, and cronyism."”

Both parties have supported subsidies to automakers.
The Bill Clinton administration spent $1.5 billion on the
failed Partnership for a New Generation of Vehicles (PNGV).
Despite these subsidies for hybrids and fuel efficiency, US
automakers remained behind unsubsidized Honda and
Toyota in marketing successful hybrids."

After Clinton, the George W. Bush administration
decided that PNGV had a “misguided focus,” and that its
own FreedomCAR scheme would have “clear goals.”” But
FreedomCAR spent more than $1 billion on hydrogen-
powered vehicles and other technologies that went nowhere
in the marketplace.

Then in 2007, Bush and Congress launched the Advanced
Technology Vehicles Manufacturing (ATVM) program,
which continued under the Barack Obama administration
and loaned $8 billion to automakers.'® The program loaned
money to Tesla, which succeeded, but there were also
failures. For example, Vice President Joe Biden promoted
loans to Fisker Automotive, which he said would create
thousands of jobs in Delaware."” But Fisker went bankrupt
and stuck taxpayers with a $139 million loss.!®

The Bush and Obama administrations lent a combined
$80 billion to bail out Chrysler and General Motors during
the 2008-2009 financial crisis. The federal government
ended up losing $12 billion on those deals.”



The Obama administration gave billions of dollars to
renewable energy businesses. The most famous failure was
Solyndra, a maker of solar power equipment, which received
a $535 million loan guarantee in 2009. President Obama
visited Solyndra in 2010 and called the company an “engine
of economic growth,” but the company went bankrupt, and
taxpayers got hit with a half-billion-dollar loss.*

In 2011, the Obama administration loaned $737 million
to the Crescent Dunes solar power project, which included
a huge array of more than 10,000 mirrors in the Nevada
desert. The project was undermined by mismanagement,
high costs, and paltry energy output.? It also harmed
the environment on over 1,600 acres of public lands.
Nonetheless, the Dunes project was pushed forward by
Sen. Harry Reid (D-NV), who said of the project, “I will
continue leveraging my position as Majority Leader to
make certain that Nevada always leads the nation in the
creation of clean energy jobs.”** Fast-forward to 2019, and
the project’s only customer, NV Energy, ended purchases
because of the high costs and unreliability of the power,
leaving the public with a large financial loss and a giant pile
of metal and mirror junk in the desert.?®

Also in 2011, the Obama administration provided a
$1.6 billion loan guarantee to the Ivanpah projectin
California’s Mojave Desert, which has 170,000 pairs of
mirrors to concentrate solar power. The project is operating
but generating less power than planned and at a higher
cost. Ivanpah is not climate-friendly because it burns large
amounts of natural gas each morning to heat boilers.**
Furthermore, the vast array of mirrors despoils 3,500 acres
of public lands and kills at least 6,000 birds a year.*

President Donald Trump tried to cut back on some types
of corporate welfare, including renewable energy subsidies,
but embraced other types, including farm subsidies,
ethanol subsidies, and protectionist trade barriers. In
2018, he raised tariffs on a range of Chinese imports, which
induced China to retaliate against US farm exports.*® The
damage to US agriculture prompted Trump to approve a
series of farm bailouts totaling $23 billion, and then he
dished out another $31 billion for farm businesses during
the 2020 COVID-19 pandemic.”’

Trump increased federal spending massively during
the pandemic. He approved three large relief bills that

included more than $900 billion in business subsidies.?®

Trump’s spending splurge unfortunately set the stage for
even more lavish spending and corporate welfare under

President Joe Biden.

PRESIDENT BIDEN'S
SUBSIDY EXPLOSION

In his 2024 State of the Union address, President Biden
complained about corporate tax breaks. He looked forward
to “a future where the days of trickle-down economics
are over and the wealthy and the biggest corporations no
longer get all the tax breaks.” He also promised to make
“big corporations and the very wealthy finally begin to pay
their fair share.””’

Yet Biden signed into law three huge bills providing
hundreds of billions of dollars of special-interest tax breaks
and spending subsidies to businesses. He said, “I also want
to end tax breaks for Big Pharma, Big Oil,” but he gave
subsidies to Big Semiconductor, Big Wind, Big Solar, Big
Battery, Big Automaker, and Big Utility.>°

Table 1 summarizes the costs of Biden’s three large
corporate welfare bills.

The Infrastructure Investment and Jobs Act of 2021
increased infrastructure subsidies by $550 billion over five
years.31 About $254 billion of the total was for corporate
welfare spending, as defined below. The law subsidized
electric power, rail, broadband, airports, seaports, and
electric vehicle charging stations.

The CHIPS and Science Act of 2022 handed out
$54 billion in corporate welfare, including $53 billion for
the semiconductor industry and $1 billion for wireless
technology. The law also included a new tax break for
the semiconductor industry worth billions of dollars a
year.” These subsidies are a sad development given the
entrepreneurial history of the semiconductor industry and
its traditional funding from private risk capital.

The Inflation Reduction Act (IRA) of 2022 handed out
hundreds of billions of dollars in subsidies, much of
it to big corporations including automakers, utilities,
manufacturers, and hydrogen producers. Cost estimates
for the bill have ranged from $390 billion to $1.2 trillion
over 10 years.*® The large variability arises because we do
not know future market developments and private-sector

responses to the subsidies.



The Committee for a Responsible Federal Budget
estimated that over 10 years the IRA will cost $868 billion, of
which about $540 billion is corporate welfare, as shown in
Table 1.>* The corporate welfare includes $417 billion in tax
breaks for energy, manufacturing, batteries, clean fuels, and
other items. And it includes $123 billion in grants, loans, and
other spending for farm businesses, manufacturers, energy
producers, and other businesses.

The value of special-interest corporate tax breaks has
soared in recent years.*® Comparing the tenures of Biden
and Trump, the value of what are officially called corporate
tax expenditures increased 92 percent, from $109 billion to
$209 billion a year.*® Thus, Biden almost doubled corporate
breaks, despite his rhetoric about tax fairness and trickle-
down economics.

Biden’s corporate welfare splurge created three troubling
precedents. First, many of the IRA tax breaks were designed
as “direct pay,” meaning that they are actual government
spending rather than simple tax cuts. The recipients include
nonprofit groups and government entities that cannot use
regular income tax cuts, so the law allowed them to receive
their “cuts” as cash payments from the US Treasury.

Second, many of the IRA corporate tax breaks are
transferable, meaning that companies that receive them
can sell them to other companies. Tax credits used to be
somewhat limited because eligible companies needed to
have a tax liability, but transferability removes that limit.

In 2024, about $20 billion of IRA tax breaks will be traded
between companies.?’

Third, Biden’s corporate welfare laws created subsidies
for industries that had not previously received regular
federal subsidies, including semiconductors, freight rail,
and electricity transmission. These industries may become
dependent on subsidies and lobby to expand them, and that

will encourage other industries to seek their own handouts.

CORPORATE WELFARE IN THE
BUDGET: $181 BILLION

How much does the federal government spend on
corporate welfare? This section provides an answer, but
measuring corporate welfare is not an exact science. My
definition is broad and includes three types of federal

support for businesses and industries:

Table 1

President Biden’s corporate welfare: business
subsidies and tax breaks in three laws

Infrastructure Investment and Jobs Act of 2021,
billions of dollars over 2022-2026

Electric power $73
Passenger and freight rail $66
Broadband $65
Airports $25
Seaports and waterways $17
Electric vehicle chargers $8
Total $254

CHIPS and Science Act of 2022,
billions of dollars over 2023-2027

Semiconductor manufacturing $39
Semiconductor research $11
Semiconductor other support $3
Wireless supply chain $1
Total $54

Inflation Reduction Act of 2022,
billions of dollars over 2022-2031

Energy and electricity tax breaks $233
Manufacturing tax breaks $133
Spending subsidies $123
Carbon-capture/clean fuel tax breaks $51
Total $540

Source: Author’s calculations based on data from the Committee for a
Responsible Federal Budget.

® Direct subsidies. Grants, loans, and other payments
to businesses, such as grants to semiconductor
companies, loans to lithium mining companies, and
payments to farm businesses.

® Indirect industry support. Federal activities that should
be funded by businesses, such as the government’s
applied (not basic) research spending on energy and
other industries.

® Government businesses. Subsidies for government-
owned businesses such as Amtrak that should be

privatized and run without subsidies.

Corporate welfare in the federal budget is spending that

w



the private sector should fund by itself without subsidies.
My tally of this spending for 2024 is $181 billion, as detailed
in Table 2. Many agencies in the table provide both direct
subsidies and indirect industry support. For example, the
Department of Agriculture’s Natural Resources Conservation
Service provides advice to farmers on managing their lands
and also pays them for investments in their lands.

The table includes government businesses that should
be privatized. Some of them receive regular spending
subsidies, such as Amtrak, and some do not, such as the
Tennessee Valley Authority. The US Postal Service (USPS)
receives subsidies occasionally, including $10 billion during
the pandemicin 2020 and $3 billion for purchasing electric
postal vehicles in 2022.?% Aside from spending subsidies,
government businesses are generally exempt from taxes,
which is a type of corporate welfare not tallied in the
table. Tax exemption creates an unfair advantage in the
marketplace, such as when tax-exempt USPS competes
against package delivery firms such as Fed Ex that pay taxes.

Table 2 should be considered a rough cut. There are other
federal business activities that could be privatized. Also,
the table includes only agencies where the main activity is
corporate welfare, but other agencies may also spend on
such activities.

Finally, the primary focus of this study is spending
subsidies, but there are other types of corporate welfare,
including:

Tax expenditures. These are narrow tax preferences
or loopholes that distort the economy. Corporate tax
expenditures totaled $154 billion in 2024, although there
is disagreement about the proper measurement of these
breaks.*® As noted, most of the corporate welfare in Biden’s
IRA was in the form of narrow corporate tax breaks.

Contracting. Federal contractors are known for cost
overruns, inflated profits, and corruption. In one case, the
Pentagon paid contractor TransDigm “$1,443 for a three-
inch ring called a ‘non-vehicular clutch disk’ which is used
in the C-135 transport aircraft, though it cost the company
just $32 to produce.”® In another case, contractor Raytheon
was found in 2024 to have fraudulently overcharged the
Pentagon more than $100 million for weapons systems.*!
And in a particularly tawdry case from a few years ago,
Leonard Glenn Francis cozied up to US Navy leaders to win

hundreds of millions of dollars in contracts to resupply

ships. He wined and dined naval officers and provided them
with cash, gifts, and prostitutes. The scandal exposed “a
staggering degree of corruption within the Navy,” noted the
Washington Post.**

Regulations. Federal regulations are supposed to fix
market failures, but they often pad the profits of favored
businesses and damage the economy. Economist George
Stigler argued that “regulation is acquired by the industry
and is designed and operated primarily for its benefit.”* He
meant that businesses influence the design of regulations
to benefit themselves at the expense of the public. In The
Big Ripoff, Tim Carney documents how businesses lobby
policymakers to increase regulations in ways that give them
advantages over their competitors.**

Trade barriers. Tariffs and other trade barriers aid
some businesses at the expense of other businesses and
consumers.* Sugar import barriers, for example, benefit
a small group of sugar growers at the expense of food
manufacturers and consumers, who pay about $4 billion more
in higher prices per year.*® President Trump’s trade protections
against China helped some US companies, hurt many others,
and cost US households an average of $831 a year.*’

Company bailouts. In addition to annual corporate welfare
spending of $181 billion, the federal government occasionally
passes one-time bailouts, as it has done for failing financial
firms, automobile companies, and airlines. Bailouts
undermine growth by slowing the movement of capital from

poorly managed companies to well-managed companies.

12 REASONS TO CUT
CORPORATE WELFARE

Corporate welfare provides benefits to the recipients
but also imposes many costs on society. The funding of
corporate welfare burdens taxpayers, and the spending itself
distorts the economy. The following sections discuss 12
costs of corporate welfare—12 reasons why Congress should

repeal it.

1. Subsidies Burden Taxpayers
When considering subsidy programs, policymakers should
keep in mind the costs of funding them. That includes the

loss to the private sector of the tax payments that fund the



Table 2

Federal corporate welfare spending
Millions of dollars in 2024

Department of Agriculture Subsidy activity

Agricultural Marketing Service $3,101 Marketing support for farm businesses

Farm Service Agency $11,247 E?r)]/georgsp’;o farmers of wheat, cotton, rice, corn, and
Foreign Agricultural Service $2,269 Foreign marketing support for farm businesses
Natural Resources Conservation Service $8,899 :Dr?pl)r;?/?rz ?arlilsaun;:jpsort e e
Risk Management Agency $15,241 Subsidized crop insurance for farm businesses
Rural Business-Cooperative Service $1,075 Subsidies for development in rural areas

Rural Utilities Service $3,085 Slljsiiigisesse;o water, electricity, and broadband
Total $44,917

Economic Development Administration $1,688 Subsidies for local infrastructure and businesses
International Trade Administration $573 Export promotion activities

Minority Business Development Agency $129 Subsidies for small businesses

National Institute of Standards and Technology $4,041 ggrﬂigggﬁ%@iﬁies’ manufacturing aid, and other
Fisheries aid $461 Subsidies for commercial fisheries

National Telecommunications and Information Administration $2,915 Subsidies for broadband

Total $9,807

Advanced Research Projects Agency—Energy $457 Development of energy technologies

Office of Nuclear Energy $1.599 Eltjj;g;ar; energy research and commercial reactor
Office of Electricity $635 Subsidies for the electricity grid

Office of Energy Efficiency and Renewable Energy $7,797 ;eciena:)rlc;r;i:;)velopment, and deployment of energy
Office of Clean Energy Demonstrations $2,154 Deployment of energy technologies

Office of Fossil Energy and Carbon Management $1,784 Development of carbon-capture technologies
Carbon'Dioxide Transportation Infrastructure Finance and $354 Sulgsidies for carbon dioxide pipeline and shipping
Innovation Program projects

Advanced Technology Vehicles Manufacturing Loan Program $341 Subsidized loans to vehicle manufacturers
Innovative Technology Loan Guarantees $127 Subsidized loans for deploying energy projects
Power Marketing Administrations *  Government-owned electricity companies

Total $15,248



Table 2 (continued)

Federal corporate welfare spending
Millions of dollars in 2024

Department of Housing and Urban Development Subsidy activity

Federal Housing Administration mortgage insurance $4,325 Subsidized insurance for mortgage lenders

Economic Development Initiative grants $2,982 Subsidies for local businesses, nonprofits, and infrastructure
Total $7,307

Bureau of Reclamation $6,694 Subsidized irrigation water for farm businesses

Bureau of Land Management $1,717 Subsidized grazing for ranching businesses

Total $8,411

Foreign military financing $10,263 Subsidies for export sales of US military equipment
Total $10,263

Air traffic control operations $3,025 Subsidies for commercial aviation

Airport grants $4,237 Subsidies for airport infrastructure

Essential air service and payments to air carriers $517 Subsidies for air carriers

Amtrak $3,302 Subsidies for the federal passenger rail company

Other rail subsidies $575 Subsidies for passenger rail and freight rail

Maritime Administration $612 Subsidies for ship operators, shipyards, and seaports
Total $12,268

US Postal Service * Government-owned postal company

Tennessee Valley Authority * Government-owned electricity company

Corporation for Public Broadcasting $585 Subsidies for the media

FCC Affordable Connectivity Program $6,451 Subsidies for broadband

International Development Finance Corporation $680 Subsidies for foreign business deals

National Institutes of Health: applied research $24,421 Applied research, not basic research

NASA: applied research $6,347 Applied research, not basic research

National Science Foundation: applied research $1,155 Applied research, not basic research

Export-import Bank * Subsidies for exporting companies

Small Business Administration $33,188 Subsidized loans and disaster aid for small businesses
Trade and Development Agency $167 Subsidies for exporting companies

Total $72,994
- 0000000000001
Grand total $181,215

Source: Author’s calculations based on estimates in Budget of the United States Government, Fiscal Year 2025 (Government Publishing Office, 2024).
Note: Agencies with * had no positive net outlays in 2024.



subsidies, and it additionally includes the damage caused
by forcibly extracting the taxes. That extraction undermines
the working, investing, and entrepreneurial activities of
individuals and businesses. Those negative economic effects
are called deadweight losses. Studies have found that on
average, the deadweight loss of raising federal income taxes
by a dollar is about 40 to 50 cents.*®

If a subsidy program is paid for by borrowing, the costs are
borne by future taxpayers, as are the related interest costs.
Some economists argue that spending financed by debt is
more harmful than spending financed by current taxation.*

Suppose that Congress spends $100 million on a business
subsidy program. Does the program make economic sense?
The program’s benefits would need to be higher than
$150 million, which includes the $100 million direct burden
to the private sector plus another $50 million or so in
deadweight losses. Therefore, the question with corporate
welfare programs is not whether they create some benefits,
but whether they create substantially more benefits than
if the resources had been left in the private sector and not

extracted by the government.

2. Subsidies Misallocate Resources

For a subsidy program to make sense, policymakers
would need to accurately identify a flaw in the market
economy and then expertly design a program to fix it. That
is a difficult task because markets use prices, profits, and
other feedback mechanisms to allocate resources, whereas
politicians rely on guesswork at best. Politicians have access
to only a fraction of the vast information distributed across
our society that markets can tap into.

Furthermore, politicians allocate resources under the
influence of special-interest groups. By design, most
witnesses at congressional hearings on spending programs
are in favor, and hearings usually focus on the benefits, not
the costs, of programs.*® The lobbyists who swarm Capitol
Hill are usually seeking special benefits, not the general
public good. Politicians and political appointees in federal
agencies often steer subsidies to favored businesses.

When subsidy programs become obsolete, the
government is slow to repeal them, and so the federal
budget accumulates more waste over time. Consider that

the federal government has spent more than $100 billion

on rural broadband hookups over the past 25 years.* Even
if that spending once made sense, it no longer does because
the cost of satellite service has plunged: The “price of
satellite bandwidth for data services has dropped 77% over
five years after SpaceX’s Starlink constellation flooded the
market with capacity.”** Yet the government continues to
spend billions of dollars a year subsidizing very expensive
land-based broadband.”

Even when subsidy programs repeatedly fail, the
government persists in funding them. The government
spent $684 million on eight coal carbon-capture plants
over the past 15 years, and none of them are operating.>*
The Petra Nova plant in Texas “closed its $1 billion carbon-
capture unit in 2020 after three years.”*® The FutureGen
plant in Illinois ballooned in cost; after a prolonged political
struggle, it was canceled at a taxpayer loss of $200 million.>

It’s the same story abroad. A review of Europe’s carbon-
capture and storage (CCS) projects found: “CCS costs
are prohibitive. Europe’s current project pipeline could
cost as much as €520 billion and require €140 billion of
government support to capture and store a proportion of
longer-term targets. The economic, technical, and legislative
complexity of CCS is extremely high, which will likely lead to
project delays, cancellations, and underperformance.”’

The Wall Street Journal noted that “80% of proposed
commercial carbon-capture efforts around the world have
failed, primarily because the technology didn’t work as
expected or the projects proved too expensive to operate.”
Despite the high costs and failures, Biden’s 2021 infrastructure
bill pumped another $12 billion into carbon-capture schemes.
The Journal’s headline was “Projects to Capture Carbon
Emissions Get New Boost Despite Dismal Record.”*® In a
nutshell, thatis the story of most federal subsidies.

In theory, subsidies might fix market failures, which is
the idea behind the IRA subsidies to tackle climate change.
But the programs that Congress actually enacts are usually
rife with contradictions and inefficiencies. Consider the
IRA subsidies for EVs. They promote EV usage and thus
electricity demand, which undermines the goal of reducing
carbon emissions because generation is carbon intensive.
Almost 60 percent of the energy needed to recharge EVs
comes from fossil fuels.*” Some studies have found that EVs
are slightly worse for the climate than gasoline vehicles,

although the comparison varies by state given their different



mixes of generation sources.®® Even in places where EVs
do make climate sense, the IRA law undercuts itself by
imposing regulations—such as domestic content rules for
the vehicles—that raise EV costs.

What is true for EV subsidies is true of many other IRA
subsidies.”’ Generally, IRA subsidies encourage electricity
consumption, not conservation. In turn, that may slightly
increase carbon emissions because renewable (“green”
or “clean”) energy and fossil fuel energy appear to be
complements, meaning that as one increases, so does the
other. A 2020 study by John Hassler and colleagues looking
at the effect of green subsidies found that as a consequence,
“policies that make green energy cheaper are therefore not
only ineffective in mitigating global warming but, in fact,
marginally worse than the complete absence of policy.”*

A 2023 study by Gregory Casey and colleagues simulated
the effect of the IRA’s clean energy subsidies and found that
“a standard macro climate economy model suggests limited
environmental and economic benefits from the clean energy
subsidies in the IRA. At standard parameter values, the
model predicts that the subsidies will increase emissions and
decrease welfare.”®® Under more optimistic assumptions, the
study found that clean energy subsidies may slightly reduce
emissions but that as a policy for tackling climate change
would still be inferior to taxing emissions.

Government subsidy policies are often wild guesswork,
and the IRA is a good example. Estimates of the legislation’s
costs over 10 years range from $390 billion to $1.2 trillion.®*
That is a huge range, and figuring out the costs is easy
compared to figuring out the possible climate effects of the
legislation.

A 2024 study by Annika Stechemesser et al. took a
comprehensive look at climate change policies across 41
countries to see which types of policies actually reduce
carbon emissions. They noted, “Despite more than two
decades of experience with thousands of diverse climate
policy measures gained around the world, there is
consensus in neither science nor policy on this question.”®®
Governments are throwing a lot of money and regulations
around without really knowing the effects.

The study authors performed a statistical analysis of 1,500
climate policies across the 41 countries and found that just
63 of the policies substantially reduced carbon emissions.®®

Changing carbon prices through taxes did work, but most
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climate-change policies—including subsidies—did not
have substantial effects. Study coauthor Nicolas Koch said,
“We see a lot of policy packages built around [subsidies and
regulations], and we find that it’s very rare that they really
work in reducing emissions.”®’

Government subsidies and other interventions are hit-
or-miss, and in the case of climate change, it appears there
are far more misses than hits. This problem is compounded
because the misses get entrenched and are difficult to
change. Businesses do not want to give up their subsidies
even if they are shown to be ineffective.

Are there less costly ways to tackle climate change than
new subsidies? Yes, governments should repeal existing
subsidies that encourage bad environmental choices.
Federal subsidies for infrastructure and flood insurance
encourage people to live in flood-prone areas. Federal
subsidies for irrigation encourage excess water consumption
in Western regions threatened by drought. Federal subsidies
for farm businesses encourage farming on marginal lands
that should be left as wetlands. Congress should repeal
these and other anti-environmental subsidies rather than
enacting more subsidies that burden taxpayers and create

new distortions.

3. Subsidies Cause Collateral Damage

In launching new programs, policymakers have an
optimism bias. They assume that programs will work as
envisioned because the government is powerful and programs
are well-intentioned. But most interventions, including
subsidies, fall short of expectations. As one example, when
policymakers fund urban transit projects, they routinely
overestimate ridership and underestimate costs.*®

Policymakers have optimism bias in another way. They
focus narrowly on the hoped-for benefits of programs and
ignore harmful side effects. The side effects, or collateral
damage, may not be fully clear until programs are in place,
and by then they are entrenched and difficult to reform.

Virtually all subsidies create collateral damage. Ethanol
subsidies induce farmers to switch from food production to
fuel production, which raises food prices. Farm subsidies
raise the price of land, which makes it harder for young
farmers to get into the business. Subsidized sugar cane

farming has caused environmental damage to the Florida



Everglades. Social Security discourages private savings for
retirement. Federal disability benefits induce people who
could work to drop out of the labor force. Traditional welfare
benefits discourage recipients from working. Foreign aid
empowers bureaucracies in poor countries, which stalls
economic reforms. Subsidies for home purchases induce
borrowing by uncreditworthy recipients, which destabilizes
housing markets.

In favoring a scale-down of her state’s aggressive
renewable energy push, New York’s Gov. Kathy Hochul
said, “The goals are still worthy, but we have to think
about the collateral damage of all of our major decisions.”®’
Indeed, the collateral damage of renewable energy
subsidies is often overlooked in the pursuit of carbon
reductions. The manufacturing of solar and wind power
systems, EVs, and lithium batteries produces carbon
emissions, and these technologies also create many
negative side effects, as outlined here.

Solar photovoltaic (PV) panels must cover far more land
to produce a certain amount of power than equivalent-
capacity nuclear or natural gas plants.” In 2024, the Biden
administration proposed covering 700,000 acres of public
lands in 11 Western states with solar PV installations.”
Such vast installations could affect animal habitats and
migration routes, as well as violate the multiple-use rules
of public lands.” In addition, the aesthetic value of open
public lands would be undermined if covered by metal and
glass infrastructure.”

Another issue is PV trash. Solar panels have a 25-to-30-
year lifespan, but many panels could be replaced earlier for
economic reasons. By the late 2020s, we will start having
to dispose of vast amounts of solar panel junk that contains
glass, silicon, copper, aluminum, plastic, silver, and other
materials.” Currently, 90 percent of used solar panels are
landfilled rather than recycled.”

Fossil fuel power requires mining for resources, but solar
power requires mining for the materials used to make solar
panels, including silicon, aluminum, copper, silver, and zinc.
More than one-third of the world’s supply of a key part of
solar panels—polysilicon—comes from an area in China
known for human rights abuses.”® Polysilicon is a highly
purified form of silicon, and its manufacturing process is
energy-intensive and creates hazardous wastes.

Wind power creates an even larger land footprint than

solar power. For a wind farm to generate the same power
as a nuclear plant, you need a plot of land about 200
times larger.”” Also, large amounts of land are needed for
transmission lines to get rural wind power into the cities
where it is consumed. To achieve net-zero carbon emissions
by 2050 would require tripling the amount of high-voltage
transmission lines in the nation.”®

Wind turbines kill roughly one million birds annually in
the United States and more than one million bats.”” The
Department of Energy is projecting that US wind power
capacity will increase two and a half times by 2050, thus
raising the bird and bat kills to millions a year.®°

Offshore wind power may disrupt marine life by
disturbing habitats with turbine structures and cables,
increasing vessel traffic, introducing electromagnetic
fields, and creating noise from the construction and
operation of the turbines.®' Offshore turbines garner
opposition for aesthetic reasons, and they harm tourism
in coastal communities.®* In July 2024, a 351-foot blade
splintered into pieces and washed up in Nantucket, which
had to close its beaches.®

Wind turbines have a lifespan of about 20 years, and
they can fail early, so there will be increasing amounts of
windmill scrap to deal with. Turbine blades are generally
made of fiberglass, are nondegradable, and are not easy to
recycle. So used blades are starting to pile up, such as in two
junkyards covering 40 acres in Sweetwater, Texas.®* There
is also a mountain of junked blades in Grand Meadows,
Minnesota, angering town residents.®®

Electric vehicles produce no tailpipe emissions, but
as noted above almost 60 percent of the electricity they
consume in the United States is produced by natural gas and
coal-fired power plants. Further environmental problems
are created because EVs are at least 20 percent heavier than
similar gas-powered vehicles. Because of the extra weight,
EVs emit greater particulate matter from tire wear, which
is an important pollution concern.®® EV tires wear out
about 20 percent faster than tires on gas vehicles.”’ Finally,
because of the extra weight, EVs cause more wear on local
roads than gas vehicles.®®

The extra weight of EVs results in more damage and death
from accidents. EVs create 20 percent or more increased
energy during crashes.®” One study found that “heavier

vehicles are safer for their own occupants but more hazardous
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for the occupants of other vehicles. . . . Controlling for own-
vehicle weight, being hit by a vehicle thatis 1,000 pounds
heavier results in a 47% increase in the baseline fatality
probability.”*° The EV versions of car models often weigh
about 800 pounds more than the gas versions. Also, because
they are so heavy, EV trucks can seriously damage highway
guardrails and concrete barriers in accidents.”

EVs currently rely on lithium batteries, as do power-grid
storage systems. Demand for the batteries is spurring a large
increase in lithium mining, a process that requires billions
of gallons of water. That is a problem because water is in
short supply in the lithium mining areas of Nevada, South
America, and elsewhere.”” In Nevada, rivers are already
tapped out and aquifers are being depleted, so it’s hard to
see where extra water for lithium mining will come from.”?

The Biden administration has pushed ahead with a
vast open-pit lithium mining project on federal lands
at Thacker Pass, Nevada, to which it is providing a
$2.2 billion loan.’* The mine will generate substantial
carbon emissions and may affect habitats for sagebrush,
eagles, antelopes, and other species. It will also consume
billions of gallons of groundwater and create a risk of
water contamination with heavy metals, thus affecting the
water rights of nearby farmers and ranchers. Reporting on
the Thacker Pass mine, the New York Times noted that “the
fight over the Nevada mine is emblematic of a fundamental
tension surfacing around the world: Electric cars and
renewable energy may not be as green as they appear.
Production of raw materials like lithium, cobalt, and nickel
that are essential to these technologies are often ruinous to
land, water, wildlife, and people.”*®

EV batteries also have a problematic supply chain
with regard to human rights. Most of one crucial battery
component, cobalt, is sourced from the Democratic Republic
of the Congo, where mining companies have very poor
conditions and employ children.’® One recent analysis found
that “75% of lithium-ion battery supply chain [is] linked to
human rights abuses.”’

Lithium batteries in EVs catch fire, and the fires are
difficult to extinguish and can emit toxic fumes.’® EV
batteries are difficult to recycle, and when landfilled they
risk contaminating soil and groundwater with heavy metals.
Landfills are experiencing fires stemming from the disposal

of lithium batteries.”’
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These are some of the downsides to subsidizing nominally
clean or green energy technologies. Perhaps all this
collateral damage is not enough to outweigh the benefits of
transitioning to renewables. However, policymakers should
investigate these collateral damage issues thoroughly. Too
often they ignore the negative side effects of subsidies in
arush to “do something,” and then the subsidies become

entrenched and hard to reform.

4. Subsidies Lead Companies Astray

Subsidies help recipient companies in the near term, but
over time they erode the competitive edge companies need
for marketplace success. Companies that get hooked on
subsidies let their costs bloat and become distracted from
serving their customers. They shift their focus to lobbying
and away from market-based innovation.

That was the story of solar panel maker Solyndra. It had
uncompetitive products, and a $535 million federal loan
guarantee in 2009 incentivized the company’s spendthrift
management. Rather than focusing on cost reduction as
solar markets were rapidly changing, Solyndra cozied up to
the Obama White House and spent millions of dollars on
lobbyists.'® Solyndra went bankrupt in 2011, and taxpayers
footed the bill for the failed loan.

Southern Company was led astray by the lure of
$387 million in federal subsidies for construction of the
Kemper “clean coal” power plant in Mississippi in 2010.'!
Prominent politicians pushed the project and steered money
to the company. The project’s estimated costs ballooned
from $2.9 billion to $7.5 billion, which created huge losses
for Southern Company.'°* In 2017, they threw in the
towel and converted the plant to natural gas. Many other
subsidized clean coal projects have failed in recent decades.

Subsidies can induce companies to take excessive risks.
Federal subsidies induced Enron Corporation to pursue
dubious projects in the Dominican Republic, India, Nigeria,
Sudan, Turkey, and Venezuela, and these projects helped
bankrupt the company in 2001.°* Enron received at least
$4 billion in financing for its risky foreign schemes from
multiple federal agencies, including the Export-Import Bank
and the Overseas Private Investment Corporation.'’* Enron
came crashing down as a result of its accounting frauds and

failed foreign projects.



Subsidies divorce business leaders from their customers,
as we see with federal EV subsidies. Demand growth for
EVs is slowing as consumers are switching to hybrids.'®®
Rivian lost more than $4 billion in 2024 on EV sales, but
nonetheless received a $6 billion loan from the Biden
administration.'®® Ford Motor lost about $5 billion on EVs in
2024, and many automakers are now pulling back from their
overinvestment in the vehicles.'”” Volvo’s CEO said the shift
is “about adjusting to reality.”’°® Companies must eventually
do that, but subsidies tempt them in the wrong direction,
away from reality.

The CHIPS Act subsidies for semiconductors have not
fixed Intel’s poor competitive situation. Intel’s CEO, Pat
Gelsinger, lobbied for the subsidies, but nonetheless, as
Fox Business reported, “Intel said it is cutting 15% of its
workforce, which translates to around 15,000 jobs, as
the federal government is expected to give the company
$8.5 billion in grants.”’% Gelsinger admitted that Intel
misjudged markets, conceding that “we must align
our cost structure with our new operating model and
fundamentally change the way we operate.”"'°

Gelsinger’s public comments reflect the lure of
dependency. After receiving the $8.5 billion award, he said
Congress should pass more semiconductor subsidies: “It
took us three-plus decades to lose this industry. It’s not
going to come back in three to five years,” so “we’ll need at
least a CHIPS 2 to finish that job.”™ But he should know,
“thatjob” of technology companies is never finished. If
Intel becomes dependent on subsidies, it may never regain
its edge compared to market leaders such as Nvidia. (In
December 2024 Gelsinger announced his retirement.)

Companies that receive subsidies like to tout how many
jobs they have created. But one solar industry executive
testified that “businesses are not made more successful
by more jobs,” and “giving companies money to set up
manufacturing in the U.S. may doom them to failure
by financing them into a strategically uncompetitive
position.”" In other words, if subsidies induce firms to add
high-cost jobs in places chosen for politics, not efficiency,
those firms will be at a disadvantage in the marketplace.
Intel’s new subsidized facility in Ohio will be located where
there “isn’t much of a semiconductor ecosystem,” and
Micron is building chip facilities in New York State because

that is Sen. Chuck Schumer’s state.!®

It would be unfortunate if the US semiconductor industry
were to follow the path of the US steel industry. That
industry has received billions of dollars in subsidies and
gained protection by way of import barriers and domestic
content rules. Numerous reviews of the industry have found
that decades of government support have not made it more
globally competitive."

However, it is also true that the steel industry has
suffered from government regulations that have raised
costs and reduced competitiveness. Those regulations
include labor union laws, environmental rules, government
permitting delays, and high taxes. Governments should not
subsidize, but they should cut tax and regulatory burdens
imposed on companies.

Market-based success in any industry depends on lean
operations. Intel’s CEO was right when he said, “We must
align our cost structure.”'” But subsidies take the pressure
off companies to reduce costs, and they weaken profit-and-
loss signals that steer companies toward growth. America
needs companies that continually improve productivity, not
ones that limp along dependent on subsidies.

Subsidies distract business leaders and waste their time.
Semiconductor companies have had to negotiate with the
government for years before receiving CHIPS Act subsidies.
The CEO of Microchip Technology told Politico in 2024, “The
journey to receive grants has taken much longer and been
more complicated than we expected,” adding that multiple
federal agencies are “all driving their own agendas.”"

During the Obama administration, more than 100
manufacturing firms that applied for the Department of
Energy (DOE)’s ATVM subsidies were turned down, some
after waiting more than two years. Carbon Motors of

Indiana was angry:

Carbon Motors spokesman Stacy Stephens tells
FoxNews.com that the company was blindsided

by the decision after being engaged in positive
discussions with the government agency for the
past 30 months. . .. Stephens says that the company
has sourced over $200 million in private matching
funds as part of the loan requirements and began
constructing a new headquarters building in
Connersville, Ind. . . . The automaker’s CEO, William

Santana Li, says his company is outraged by what it
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calls a “political decision in a highly charged, election-
year environment.” . . . “We were hit right square in
the nose from the federal government and need to

dust off and regroup.”’

Perhaps it is good that this firm was turned down, but it
should not have wasted its time in Washington to begin with.
The Wall Street Journal reported in 2024 that the DOE subsidy
process is still “cumbersome and lengthy, often taking years”;
a lithium company executive who waited more than two years
for a subsidy called the process “brutal.”"'®

The more the government subsidizes, the more
entrepreneurs will get brutalized by the federal bureaucratic
morass. America’s entrepreneurs should not be waiting in
line with their hands out to the bureaucrats. They should be
moving quickly to place their own investment bets on the

future of markets and technology.

5. Subsidies Raise Costs
and Cause Delays

Business subsidy programs are not simple transfers of
money. They usually include complex regulations and
bureaucratic procedures that raise costs and cause delays.
Subsidies are a conduit for the federal government to impose
burdensome rules on American industry.

Consider federal subsidies for highway construction.
They come paired with Davis—Bacon labor rules, which
raise highway construction costs an average of about

9 Or consider how federal environmental

20 percent.
rules cause project delays. Preparing an environmental
impact statement (EIS) for federally funded highway
projects took an average of 2.5 years in the 1970s but takes
6.5 years today.120 The average EIS document runs more
than 600 pages in length.” The complex EIS process has
become a springboard for litigation, which causes further
delays in projects.'*

As the federal government has expanded the scope
of its subsidies, such costs and delays are spreading
beyond highway projects into more industries. With
federal subsidies now going to housing, broadband,
manufacturing, energy, utilities, and many other
industries, large swaths of the economy are being

subjected to federal regulatory burdens.
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Affordable housing construction has become intensely
bureaucratic as a result of the Low-Income Housing Tax
Credit (LIHTC). The federal government gives $13 billion of
the credits each year to the states, which hand them out to
apartment building developers. The developers must follow
a web of rules in constructing and operating the units. The
LIHTC has spawned more than 2,000 pages of federal laws
and regulations, which has increased affordable housing
costs by 20 percent or more.'**

The Infrastructure Investment and Jobs Act (IIJA) of
2021 spread costly federal rules deeper into the economy,
such as with Buy American or domestic content rules.’**
These rules now cover all types of federally funded
infrastructure, including dams, buildings, and energy
facilities.'” The IIJA also expanded the range of items that
must be sourced domestically, from a few items such as
steel and iron to a much longer list that includes plastics,
glass, lumber, and drywall.

Buy American rules essentially mandate inefficiency.
Contrary to the intent of the rules, studies have found that
they reduce gross domestic product and shrink the number
of US jobs.”?® Also, Buy American rules raise government
procurement costs by almost $100 billion a year.*” A 2024
study found that there is “scant evidence of the use of Buy
American rules as an effective industrial policy.”"*®

Urban transit illustrates the cost impact of Buy American
rules. American cities are paying one-third more for rail
cars than European or Asian cities.'” The Buy American
rules cheat the public because the public gets less transit
and other infrastructure for each dollar in taxes they
pay. In addition, the rules delay projects because it can
be difficult for companies to find inputs with sufficient
domestic content.”*®

The delays for IIJA-funded projects do not stem
solely from the Buy American rules. The law allocated
$42 billion for broadband investment in the Broadband
Equity, Access, and Deployment (BEAD) Program, yet as
of September 2024, “not one person has been connected
to the Internet with those dollars—not one home, not
one business,” noted Brendan Carr, a member of the
Federal Communications Commission. He blamed Biden
administration bureaucracy related to the “climate change
agenda, DEI requirements, technology biases, price

controls, preferences for government-run networks, and



rules that will undoubtedly lead to wasteful overbuilding.”
Furthermore, he said, “Too much regulation from
Washington is needlessly driving up the cost of building
broadband. That is why you are seeing so many of the
Internet providers that would ordinarily participate in a
program like BEAD sounding the alarm and saying that the
red tape is simply too much to cut through.”!

The situation is similar for EV charging station subsidies
under the IRA. The Washington Post reported in March 2024,
“Biden’s $7.5 billion investment in EV charging has only
produced 7 stations in two years.”*? The story pointed to the
slow federal bureaucracy and slow local permitting processes.
Diversity and equity requirements are also causing delays.
The government requires, for example, that grantees must
“demonstrate how meaningful public involvement, inclusive
of disadvantaged communities, will occur throughout
a project’s life cycle.”*® In addition, “the beneficiaries of
40 percent of all federal climate and environmental programs
should come from ‘underserved communities.””***

The CHIPS Act was loaded with regulations that raise
costs and cause delays."*” For the first time, semiconductor
facilities are covered by the costly Davis—Bacon labor
rules.”*® Companies receiving subsidies must also follow
federal rules for diversity, environment, and even employee
childcare.”” The government says that diversity is “critical to
strengthening the US semiconductor ecosystem,” but what
is really critical to that industry is speed, and federal rules
slow projects down."*®

The Wall Street Journal compared two large semiconductor
plants—one in Japan and one in Phoenix, Arizona. Both
are being built by Taiwan Semiconductor Manufacturing
Company (TSMC). The Japanese plant was completed
rapidly, while the Phoenix plant has been delayed. The
problem? The federal government “is laying down more
conditions that can slow the process, say people involved
in the projects. . . . Negotiations between TSMC and the
US government over subsidies have dragged on for more
than 18 months since the 2022 Chips and Science Act.”**
However, an October story noted that while the project was
“initially dogged by delays and worker strife,” the quality of
the facility’s early output is excellent.**°

The CHIPS Act rules are layered on top of other hurdles to
US investment. The TSMC article pointed to US labor union

disputes and resistance to bringing in Taiwanese experts

on the Phoenix project. There are similar problems with
attracting US investment in battery production, which was
subsidized by the IRA. The chairman of the world’s largest
EV battery maker, CATL, says that he would not build a
battery plant in America because it is “much more expensive
and less efficient” than producing in China.'*!

US policymakers should tackle the root causes of
America’s expensive and inefficient production rather than
put a subsidy Band-Aid on the problems. They should not
only repeal subsidies but should also cut the government’s

tax and regulatory burdens on businesses.

6. Subsidies Displace Markets

Federal business subsidies displace markets and duplicate
activities that are provided by the private sector. The
Department of Agriculture, for example, provides farm
businesses with loans, insurance, research, and marketing
support, but businesses in most other industries buy those
services themselves in the marketplace.

The Department of Energy is handing out billions of dollars
in loans to energy companies, battery makers, lithium mining
companies, and other businesses. The Wall Street Journal says
that the loans are for “businesses that are unable to borrow
from traditional lenders, often because their technology is
seen as too risky or because the terms are onerous.”** But
thatis not a good reason for a government program; equity
markets finance risky companies all the time, and venture
capital markets finance exceptionally risky companies.

The federal government displaces markets when it runs
its own companies. Examples include Amtrak, the US Postal
Service, the Tennessee Valley Authority, and the air traffic
control system. These activities can be, and should be,
privatized and run without subsidies. Federal companies
receive a varied assortment of spending subsidies, tax
exemptions, monopoly privileges, subsidized borrowing,
and other special benefits.

Why privatize? To put these companies on an equal
footing with other companies in the economy, and to
foster efficiency and innovation. Governments around the
world have privatized thousands of companies since the
1980s, and many studies have documented the economic
benefits of the reforms.** Privatization also reduces political

corruption by separating economic decisions from politics.
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The US air traffic control system is run by the Federal
Aviation Administration and subsidized by taxpayers. But
Canada has shown a better way. It privatized its system in
1996 in the form of a self-funded nonprofit corporation, Nav
Canada."** The company’s revenues come from charges for
flying through Canadian airspace and for terminal services
at airports, not from subsidies. The Canadian system, more
innovative than the stagnant government-run system in the
United States, is regarded as one of the best in the world.

Congress should stop subsidizing business services such
as loans that can be provided in the marketplace. And
Congress should privatize business activities such as air
traffic control that can be operated in the marketplace and

supported by customer revenues.

7. Subsidies Spawn Overkill

The growth in federal subsidies for energy, semiconductors,
broadband, and other industries in recent years has paralleled
the growth in state business subsidies, often called incentives.
By one count, there are 2,420 state business incentive
programs, more than double the number in 2000.'*°

The federal government often subsidizes the same
industries that the states do. An Intel semiconductor plant in
Ohio is receiving an $8.5 billion federal grant, an $11 billion
federal loan, and a 25 percent federal income tax credit.*¢
In addition, the State of Ohio is giving Intel a $600 million
grant, $691 million in infrastructure improvements,
$150 million in economic development aid, and $650 million
over 30 years in income tax breaks. The local government
where the new facility is located is providing a 30-year
property tax abatement on Intel’s buildings.

Thatis a huge overkill on subsidies. Most businesses in
Ohio do not receive subsidies and pay the full load of taxes.
To avoid such overkill, the federal government should end
its business subsidies. State business subsidies are also bad
policy, but at least state policymakers must make trade-offs
because they are required to balance their annual budgets.
By contrast, the federal urge to subsidize is unconstrained
because federal borrowing seems limitless to policymakers.

In agriculture, the federal government showers farm
businesses with subsidies for insurance, research,
marketing, and other activities. State governments also

subsidize farm businesses with loans, research aid,
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marketing aid, income tax credits, and property tax breaks.
Virginia aids wineries, Wisconsin aids cheese producers,
Vermont aids maple syrup producers, and so on.

In broadband, the federal government spent more than
$100 billion on subsidies between 1996 and 2020, and then
the infrastructure bill of 2021 added another $65 billion.'*’
In 2022, the GAO reported, “federal broadband efforts are
fragmented and overlapping, with more than 100 programs
administered by 15 agencies.”*® One hundred programs!

Renewable energy businesses receive subsidies at both
the federal and state levels. The federal government began
subsidizing renewables in 1972 and launched tax credits
for renewables in 1978."*° Federal aid has flowed ever since,
including grants, loans, and research spending, as well as tax
breaks for investment, production, and purchases.

State governments have their own grants, loans, and
tax credits for renewables. In addition, about 30 states
have imposed “renewable portfolio standards,” which are
mandates on utilities to increase purchases of renewables.”*°
Some utilities use feed-in tariffs to pay solar, wind, and
other renewables companies artificially high rates for
generation. A 2016 analysis found that among 30 renewable
energy projects that received federal loans, 21 also had
guaranteed revenues from utilities.”'

During the Obama administration, the New York Times
described the plethora of renewable energy programs as a
“banquet of government subsidies” and wondered whether
governments “went too far in their support of solar and
wind power projects, some of which would have been built
anyway, according to the companies involved.”"* The Times

stressed the overkill of subsidies:

The government support—which includes loan
guarantees, cash grants, and contracts that require
electric customers to pay higher rates—Ilargely
eliminated the risk to the private investors and almost
guaranteed them large profits for years to come. The
beneficiaries include financial firms like Goldman
Sachs and Morgan Stanley, conglomerates like General

Electric, utilities like Exelon and NRG—even Google."**

Today’s subsidies for renewables are even larger than during
Obama’s tenure, and the big corporate owners of renewable

energy projects continue to gain at taxpayer expense. The



federal government has been subsidizing renewable energy
businesses for five decades, broadband businesses for more
than two decades, and farm businesses for almost a century.
It’s time for change as the government cannot afford such

giveaways anymore.

8. Subsidies Expand Bureaucracy

The regulations for corporate welfare programs are
complex, and they require public- and private-sector
bureaucracies to administer. These bureaucracies of lawyers
and accountants are an overhead cost of corporate welfare.

To get a sense of the bureaucracy, consider the complexity
of the energy tax breaks in the IRA. The IRA statute (Pub. L.
No. 117-169) was 270 pages of text and more than 100,000
words in length, but that is merely the tip of the iceberg.

To flesh out the law, the US Treasury has published dozens
of regulations, procedures, notices, and other rules for the

breaks. Here is a sampling:

® Treasury Directive 9998 provides rules for the wage
and apprenticeship requirements for the IRA tax
credits. It is 99,000 words long.

® Treasury Directive 9993 provides rules for transferring
IRA tax credits to other businesses. Itis 53,000 words
long.

® Treasury Directive 10010 provides rules for the
Advanced Manufacturing Production Credit. It is
52,000 words long.

® Regulation 117631-23 provides rules for the clean
hydrogen production tax credit. It is 39,000 words long.

® Revenue Procedure 2024-26 provides the reporting
rules for businesses claiming the clean vehicle credit.
Itis 5,800 words long.

® Notice 2024-49 provides the registration
requirements for the clean fuel production credit. It is

5,700 words long.

Specifying who qualifies for billions of dollars in business
subsidies is not a simple task. The IRA requires an army
of high-paid workers to decipher and exploit thousands
of pages of rules. In turn, the rules will generate disputes
between businesses and the government, which will

generate layers of court-created rules on top.

In addition, the private sector has created legal
structures to help exploit the energy tax breaks. “Tax equity
partnerships” spread the risks and profits of the energy tax
breaks, and there are new structures to facilitate the trading
of tax credits. The trades will total about $20 billion this year
and rising amounts thereafter.”** Wall Street has created
mechanisms to facilitate these trades, such as forward
commitment deals to buy tax credits in the future and bridge
loans against those commitments.

Yet another layer of bureaucracy is “tax credit insurance.”
Lawyers have disassembled tax credit deals into discrete
pieces and then created insurance products to cover each of
the risks. For example, companies can buy insurance against
the Internal Revenue Service (IRS) disallowing their use of
IRA credits, and also against technical risks, such as a carbon
sequester project not working as planned."*

The IRA has created a gold rush in the legal industry.
Bloomberg reported, “Large law firms have experienced
a boom in renewable energy work,” with experienced
attorneys at big firms earning at least $300,000 a year.*®

Bloomberg described the current climate:

Big Law is a follow-the-money business. And there is
aflood of cash flowing into solar power. ... Demand
for solar and other renewable projects has spiked so
dramatically since the 2022 passage of the Inflation
Reduction Act, which piled subsidies into the market,
that many law firms feel they can’t keep up with all
the work.

“We just don’t have enough lawyers to do it all,”
said Eli Katz, global vice chair of the energy and
infrastructure industry group at Latham & Watkins.
More than 650 lawyers at the firm globally, including
around 400 in the US, work on the energy transition
and routinely bill above 100% of productivity targets.
The group’s headcount has grown at least fivefold in
roughly the past decade, Katz said.

Firms that haven’t developed strong energy transition
practices are poaching lawyers from other firms “pretty
ruthlessly,” said Anna Kimbrell, who leads Husch
Blackwell’s Energy & Natural Resources team. “Itis very
niche, very boutique, and it commands very high rates,”
Kimbrell said. “So every law firm wants a renewable

energy group even if they don’t have one.” . ..
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“Trying to figure out all of the legal rights, from
aregulatory, real estate, corporate structuring, and
finance perspective, is a lot of work,” said Kimbrell,
who is part of a roughly 90-lawyer team that spends
95% of its time on renewable projects. “You can’t
come into the industry as a lawyer and fakeit.” ...

One main driver of bespoke legal work is the ability
to transfer tax credits generated from solar power, a
new concept introduced by the Inflation Reduction
Act. That has led to an “explosion” of interest from
large corporate clients, either interested in building
their own solar capabilities or engaging in the tax

credit market.”’

The IRS estimated that it will spend more than $4 billion
administering the IRA breaks over the first 10 years."*® But
those costs will be outweighed by the private-sector costs
for tax filing, trading, planning, and manipulating the IRA
tax breaks. These costs are all burdens on the economy that
should be counted against any benefits the subsidies may

provide.

9. Subsidies Attract Fraud and Abuse

All subsidy programs suffer from fraud and abuse, and
business subsidy programs are no exception. Farm subsidies
are a good example. At least $800 million of the farm
subsidies passed during President Trump’s trade battle with
China were claimed improperly.”®® Regular farm subsidies
are also rife with abuse. For example, the “prevented
planting” program, which aids farm businesses when
they can’t plant certain fields, suffers large-scale cheating
because farmer loss claims are difficult to verify.'¢°

During the COVID-19 pandemic, governments forced
businesses to close, but then the federal government
showered them with subsidies that became targets for
criminals. The Employee Retention Tax Credit (ERTC)
gave businesses up to $26,000 per employee to retain their
workforce during the pandemic. The credit was refundable,
which allowed businesses to get cash payouts from the IRS.

The program triggered a rush of false claims. In one scam,

a California prison inmate and friends submitted hundreds
of false claims for the ERTC and received $550 million in

payouts from the IRS.'®' After examining $86 billion of the
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credits, the IRS found that between 10 and 20 percent were
in the “highest-risk group, which show clear signs of being
erroneous claims,” and that between 60 and 70 percent of the
claims showed “an unacceptable level of risk.”'*> This suggests
that tens of billions of dollars in ERTC subsidies were stolen.

Meanwhile, the Small Business Administration (SBA)
handed out $1.2 trillion in Economic Injury Disaster Loans
(EIDLs) and Paycheck Protection Program (PPP) loans to
businesses during the pandemic. The programs had easy
online applications and little monitoring, and they suffered
from massive abuse. Billions of dollars were stolen—by
businesses breaking the rules and by criminals making
claims for fake businesses.

The SBA Inspector General found that about $200 billion
appears to have been stolen, including $136 billion from
the EIDL and $64 billion from the PPP. The IG found that
the “agency weakened or removed the controls necessary
to prevent fraudsters from easily gaining access to these
programs,” and estimated that “at least 17 percent of all
COVID-19 EIDL and PPP funds were disbursed to potentially
fraudulent actors.”'®

The Miami Herald reported that the PPP “attracted
hordes of thieves,” and that is often the case with subsidy
programs.'®* The improper payment rates in the Medicaid,
Supplemental Security Income, unemployment insurance,
and food stamp programs are about 10 percent or more,
while the improper payment rates in the premium
assistance tax credit and earned income tax credit programs
are more than 20 percent.'®®

In sum, a downside to all federal subsidy programs is
that a substantial share of the benefits are lost through
error, fraud, and abuse. This problem persists year after
year despite politicians claiming they are going to crack
down. Economist Milton Friedman said, “Nobody spends
somebody else’s money as carefully as he spends his own,”

and that is certainly true of Congress.'®®

10. Subsidies Are Unfair

Emblazoned on the US Supreme Court’s fagade is the
promise of “equal justice under law.” But with corporate
welfare, Congress picks winner and loser companies,
industries, and communities. Corporate welfare violates a

bedrock promise of American justice.



Subsidies to some businesses disadvantage other
businesses that make similar products. They also
disadvantage businesses that source inputs in the same
markets. For example, when a big company receives
subsidies to boost hiring, it puts upward wage pressure on
other nearby businesses.

In some cases, subsidies for one industry hurt businesses
in other industries. For example, the US Export-Import Bank
has subsidized the purchase of US jets by foreign airlines,
but that has given the foreign airlines an unfair advantage
over US airlines.'®” Another example is that intercity bus
companies were put at a disadvantage by the subsidies to
the passenger rail and aviation industries in the pandemic
relief laws of 2020 and the infrastructure law of 2021.

Subsidies often help big companies over small ones.
Subsidies for farm businesses are a good example: About
60 percent of subsidies from the three largest farm programs
go to the largest 10 percent of farm businesses.'*® The largest
farms gain more subsidies per acre than smaller farms.'*®

The unfairness of federal subsidies is often compounded
by the layering of state subsidies. The Intel semiconductor
project in Ohio garnered billions of dollars in federal,
state, and local subsidies, as noted.'”® Intel received a
local property tax exemption, for example, but most
manufacturing, retail, and other companies owning
property must pay property taxes.

Another dimension of unfairness is geographic. Congress
is increasingly choosing some neighborhoods over others
across the country when handing out business subsidies
and tax breaks. The federal government is balkanizing the
nation.

For example, the Republican Tax Cuts and Jobs Act of 2017
created 8,700 “opportunity zones” within which investors
receive capital gains tax breaks. The law has turned
American cities and towns into patchworks of winner and
loser zones. Opportunity zones are supposed to reduce
poverty, but the main beneficiaries are the businesses that
own development sites within the favored zones."”

The Democrats adopted a similar divisive idea in the IRA
with “energy communities.” The IRA provided a tax credit
bonus for projects in areas that fit certain criteria regarding
unemployment rates and industry structure.'”? A national
map of energy communities shows a jigsaw puzzle with just

under half the country in the politically favored areas.'”

A final dimension of unfairness arises when other
countries respond to US business subsidies with subsidies
for their own companies. The flood of global subsidies
makes it harder for unsubsidized companies to compete.
Further harm is done when other governments respond to
Buy American rules with their own domestic content rules
that freeze out US exporters from foreign markets.

The US CHIPS Act prodded governments in Europe and
Asia to spend billions of dollars on their own semiconductor
subsidies."”* And the IRA prompted the European Union to
launch its own “Green Deal Industrial Plan” with protections
for European businesses and about half a trillion dollars in

subsidies.'” The Financial Times observed:

Ever since the Biden administration passed the
Inflation Reduction Act and the Chips and Science Act
for clean energy and tech last year, there has been a
mutinous mood among some American allies in both
Europe and Asia at the scale of the new subsidies. . . yet
as the dust has settled in recent months, the reaction
has shifted from anger to a search for ways to catch up.
The EU, Japan, and South Korea have all introduced
subsidies for their tech and clean energy sectors, in
order to attract new investment or prevent more

companies from shifting to the US."”®

Unfortunately, Biden's business subsidies fueled a global
subsidy arms race. US businesses seeking foreign export

markets are the losers, and so are taxpayers everywhere.

11. Subsidies Breed Corruption

Corporate welfare creates ties between the government
and business leaders—ties that are often the source of
corruption scandals. Politicians and agency officials hand
out subsidies to businesses in return for campaign support
and other benefits. For example, politicians and officials
know that steering money to industries will open the door
for lucrative post-government careers.

Business subsidies have long spawned corruption,
and the corruption has been bipartisan, as the following
examples illustrate.

President Ronald Reagan’s Department of Housing and

Urban Development (HUD) overflowed with corruption in the
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1980s under Secretary Sam Pierce.”’ Pierce routinely dished
out grants, loans, and other sorts of subsidies to friends and
personal business associates. HUD handed out subsidies to
mortgage lenders, developers, and other businesses, with
Republican Party contributors as frequent beneficiaries.

President Bill Clinton’s commerce secretary, Ron Brown,
used federal business subsidies as a fundraising tool for
the Democratic Party in the 1990s. Corporate executives
who supported the administration were given access to
export promotion trips and loans from the federal Overseas
Private Investment Corporation.””® US District Judge
Royce Lamberth found that Commerce officials concealed
and destroyed documents relating to the scandal, and he
compared the officials to “con artists.”"”®

Top officials in the Clinton and George W. Bush
administrations had close ties with Enron Corporation,
helping the company gain more than $4 billion in subsidies
from the Export-Import Bank, the Overseas Private
Investment Corporation, the US Trade and Development
Agency, the US Maritime Administration, the Commerce
Department, and the World Bank.'®° Federal officials went
to great lengths, for example, to aid Enron on a failed
power plant deal in India. The Washington Post reported,
“President Bush’s National Security Council led a ‘working
group’ with officials from various cabinet agencies to
resolve Enron’s troubles over [the Indian] power plant
venture.”’® Enron CEO Ken Lay was one of George W.
Bush’s largest campaign donors.'®>

President Barack Obama directed billions of dollars in
green energy subsidies to politically favored businesses.
The Washington Post found that “Obama’s green-
technology program was infused with politics at every
level,” and reported that “$3.9 billion in federal [energy]
grants and financing flowed to 21 companies backed by
firms with connections to five Obama administration
staffers and advisers.”'®

The Obama White House pressured the Department of
Energy to approve the $535 million loan to Solyndra in
2009.** A major Democratic fundraiser and frequent visitor
to the White House held a one-third stake in Solyndra.
The Washington Post noted that the “main players in the
Solyndra saga were interconnected in many ways, as
investors enjoyed access to the White House and the Energy

Department.”'®* The New York Times found that the company
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“spent nearly $1.8 million on Washington lobbyists,
employing six firms with ties to members of Congress and
officials of the Obama White House.”'*®

President Joe Biden’s business subsidy programs were also
tainted with cronyism. Here is a report from the Associated

Press in June 2024:

[When the IRA passed,] one of the largest players in

the solar industry was ready. Officials, board members,
and major investors in First Solar, the largest domestic
maker of solar panels, donated at least $1.5 million to
Biden’s successful 2020 bid for the White House. After
he won, the company spent $2.8 million more lobbying
his administration and Congress, records show—an
effort thatincluded high-level meetings with top
administration officials. . ...

First Solar became perhaps the biggest beneficiary
from $1 trillion in environmental spending enacted
under the Inflation Reduction Act, which Biden signed
into law in 2022 after it cleared Congress solely with
Democratic votes. Since then, First Solar’s stock price
has doubled and its profits have soared thanks to new
federal subsidies that could be worth up to $10 billion
over a decade. The success has delivered a massive
windfall to a small group of Democratic donors who
invested heavily in the company.. . .

First Solar offers an example of how that legislation,
shaped by lobbyists and potentially influenced by a
flood of campaign cash, can yield mammoth returns
to the well-connected. . ..

Company officials cultivated a constituency
with Democrats during President Barack Obama’s
administration, which in turn subsidized them
through billions of dollars in government-backed
loans. When the Biden administration started writing
rules to implement the Democrats’ new law, First
Solar executives and lobbyists met at least four times
in late 2022 and 2023 with administration officials,
including John Podesta, who oversaw the measure’s
environmental provisions. . ..

The company will benefit from billions of dollars
in lucrative tax credits for domestic clean energy
manufacturers. ... Last December, First Solar agreed

to sell roughly $650 million of these credits to a



tech company—providing a massive influx of cash,
courtesy of the US government.. . .

Farhad “Fred” Ebrahimi was added to Forbes
billionaires list in 2023 thanks to the skyrocketing
value of his roughly 5% stake in First Solar, financial
disclosures show. Ebrahimi, along with his wife and
family, contributed at least $1 million to Biden’s
election effort, according to campaign finance

disclosures.'®’

Businesses have a right to lobby the federal government. But
when Congress enacts business subsidies, it fuels the flames
of corruption. As such, “attempts to limit the influence of
big money in politics or to curb the power of lobbyists will
fail as long as Congress keeps up the practice of handing out
billions of dollars” in corporate welfare, noted corruption
expert Tim Carney.'®®

Cross-country studies confirm that governments that
intervene more in economies with business subsidies
and protections tend to be more corrupt.’®® Even if some
business subsidy programs do make sense in theory, the
practical reality is that they get manipulated by politically

connected businesses taking undue advantage.

12. Subsidies Generate Distrust

Corporate welfare is not just about economics, but also
about trust in government. President Andrew Jackson
expressed the moral problem of corporate welfare in
vetoing the Maysville Road bill in 1830. Roads at the time
were generally funded privately or locally, not federally.
Jackson said he vetoed funding because it would “shift
upon the government the losses of unsuccessful private
speculation,” which would “sap the foundations of public
virtue and taint the administration of the government with
a demoralizing influence.”"”°

Today, many Americans feel demoralized by the
government handing out corporate welfare. In a recent
interview, former Republican President George W. Bush
discussed how federal bailouts of Wall Street in 2008 helped
stimulate the rise in political populism: “You wonder why
populism is on the rise. It starts with taking taxpayers’

money and giving it to the powerful.”*!

Democratic Sen. Bernie Sanders (D-VT) would likely agree.

During the debate over the CHIPS Act in 2022, Sanders noted
with disgust that the proposed semiconductor subsidies
would go to profitable corporations with high-paid CEOs.'”?
No wonder, he said, that Congress had such dismal approval
ratings in polls.

Indeed, polls show low public approval levels for both
Congress and big business. A recent Gallup poll found that
just 9 percent of Americans have “a great deal” or “quite a
lot” of confidence in Congress, and just 16 percent do so in
big business.'”?

A Partnership for Public Service poll in 2024 found that
the share of Americans who “do not trust” the federal
government is 63 percent, compared to only 23 percent
who trust it. The poll found that people view the federal
government as “corrupt” (74 percent), “wasteful”

(85 percent), and “incompetent” (66 percent).'**

Corporate welfare spending fuels these negative views of
government and big business. A 2024 Rasmussen poll found
that 64 percent of likely US voters favor ending “corporate
welfare” and not giving “handouts to businesses,” and only
20 percent disagreed.'”®

How can the government and big business regain the
trust of the American people? By Congress ending corporate

welfare and opening markets to allow competition on a level

playing field in every industry.

COSTS AND BENEFITS OF SUBSIDIES

The funding of business subsidies imposes a burden
on taxpayers, and the spending itself suffers from many
inefficiencies, as discussed. The result is a “leaky bucket,”
as described by former Council of Economic Advisers Chair

Michael Boskin:!*®

The cost to the economy of each additional tax dollar
is about $1.40 to $1.50. Now that tax dollar. . . is
putinto a bucket. Some of it leaks out in overhead,
waste, and so on. In a well-managed program, the
government may spend 80 or 90 cents of that dollar
on achieving its goals. Inefficient programs would be

much lower, $.30 or $.40 on the dollar.’*’

Thus, the taxes to fund a program might cost the private

economy $1.50, and the program might produce benefits
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of $0.50. That creates a cost-benefit ratio of about 3-to-1. We do not know exactly how leaky the bucket is for each

Economics professor Edgar Browning came to similar federal program, but we do know that the overall bucket
conclusions in his book on the economics of government, gets leakier as the government grows larger.>°° One reason
Stealing from Each Other. Looking at the effects of federal is that deadweight losses from taxation rise more than
taxing and spending, he estimated that “it costs taxpayers proportionally as tax rates rise. A second reason is that the
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$3 to provide a benefit worth $1 to recipients. marginal value of spending declines as the government

Figure lillustrates a hypothetical business subsidy grows larger. A third reason is that as the government grows
program. Extracting taxes to fund the $100 million program larger, policymakers have less time to oversee programs
costs the private economy $150 million. The government and prune the least efficient ones. Given that government
bureaucracy consumes $10 million, and then the $90 million spending in the United States already consumes more than
in subsidies creates net benefits of just $50 million. What one-third of gross domestic product, new programs are
happens to the other $40 million? Perhaps $5 million is lost likely to cost far more than the benefits created.

on private-sector paperwork, $10 million is lost in fraud and

errors, $10 million is lost in costly regulations, and $15 million

is lost from political misallocations. Since the program costs CONCLUSION
three times more than the benefits, it should be repealed. Congress has been handing out business subsidies since the
New York State spent $959 million to build a massive founding of the nation, but the size and scope of subsidies has
solar panel manufacturing plant for Tesla in Buffalo. They grown sharply in recent years. The federal budget includes
misjudged the demand for the panels, and since 2015 the $181 billion of annual corporate welfare spending. It also
plant has been only partly filled. The project is a boondoggle. includes billions of dollars of special-interest tax breaks for
The Wall Street Journal reported, “A state comptroller’s audit businesses. These subsidies should be repealed to boost
found just 54 cents of economic benefit for every subsidy economic growth and reduce federal budget deficits.
dollar spent on the factory.”"® That 54 cents of benefits Business subsidies create near-term benefits for the
combined with the tax damage from funding the plant recipients. But those benefits are generally outweighed by the
results in a cost-benefit ratio of about 3-to-1. costs of taxation and the costs of spending misallocations,

Figure 1
Costs and benefits of business subsidies

A hypothetical $100 million program

Government

$100 million bureaucracy Qmion
-$10 million
Taxpayers Su_bsidy
recipients

Costs Benefits
$100 lost by taxpayers $90 gained by recipients
+ $50 deadweight losses from negative — $40 deadweight losses from misallocation,
taxpayer responses inefficiency, paperwork, and fraud
= $150 total costs = $50 total benefits

3-to-1 costs to benefits
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inefficiencies, bureaucracy, and fraud. Businesses in markets
make mistakes and are forced to change direction, but
government mistakes tend to get entrenched and become a
permanent drag on the economy. As such, itis important not
to launch new business subsidy programs.

Some policymakers think business subsidies are needed
to win a global race in industries such as renewable energy
and semiconductors, but subsidies can never win anything
permanently because technologies and markets are always
changing. The only way for America to stay at the leading
edge is to create the best environment for investment and
entrepreneurial start-ups in all industries by minimizing
taxes and regulations.”'

Other policymakers think business subsidies are needed
where markets seem to fail, such as in tackling climate
change. But programs are usually twisted by politics, and
they create collateral damage that offsets the benefits.

The IRA’s energy subsidies produce a range of negative
environmental effects, and the regulations attached to the
subsidies raise costs and cause investment delays.

For climate change, a better approach than new subsidies
would be to repeal existing subsidies that induce bad

environmental choices, and also to repeal taxes and
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