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Film Tax Credits and the Economic Impact of the Film Industry on



1. Introduction

The growth of film production in Georgia during the past decade is undeniable. The state’s popularity as a

filming destination has earned it nicknames such as the “Hollywood of the South” and “Y’allywood.”






expenditures of $500,000 or more.2 Qualified production activities eligible for the tax credit include film,
video, or digital projects such as feature films, series, pilots, movies for television, commercial advertisements,
music videos, interactive entertainment or sound recording for these projects. The law went into effect
following the Governor’s approval on May 9, and it applied to qualified expenditures retroactive to January
1.3 In 2008, lawmakers amended the act to increase the tax credit to 20 percent of qualified expenditures,
with an additional 10 percent for including a promotional logo; thus, the total value of tax credit is now 30
percent of qualified in-state expenditures.4 While some minor modifications have been made to the act, the

general incentive format has remained similar to the 2008 law.

A key feature of Georgia’s film tax credits is that they are transferable. Any tax credit earned in excess of tax
liability incurred by the film production company can be transferred to any other Georgia taxpayer to cover
its tax liability to the state. This allows the recipient to submit tax credits in lieu of cash payments owed to
the Georgia treasury to cover its tax obligations. Tax credits are transferred via private market brokers at a
discount of approximately 10 percent.5 For example, an entity facing a state tax liability of $1 million could
purchase $1 million in tax credits from a film production company for around $900,000. The buyer
purchasing the credits submits the tax credits to the treasury rather than making a tax payment of $1 million.
The lost revenue from tax credits represents a real cost to the state, while taxpayers still face the tax burden of
engaging in economic activity in the state—that burden is met by transferring revenue to a private film
company rather than the treasury. Tax credits can be carried forward for up to five years and the only limit to
their value is the availability of willing purchasers, as the tax credits are not subject to a legislated budget
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Since Georgia implemented its tax credit program, its film industry has flourished. Figure 1 maps film-related
economic activity in Georgia from 1997 to 2018 using two measures, with vertical lines marking the
introduction of the initial and improved tax credit incentives. The solid line reports the direct capital
investment into the state as reported by the Georgia Governor’s Office of Planning and Budget (GOPB),
which began recording this metric in fiscal year 2009 after the state began issuing tax credits.” In the past
decade, film industry spending has increased substantially while Georgia has approved $406 million in tax

credits per year, on average.

Figure 1. Film Industry Size in Georgia (1997-2018)

7 Georgia operates on a fiscal year budget that runs from July 1 to June 30. The fiscal year date denotes the actual year
the budget cycle ends (e.g., fiscal year 2018 extends from July 1, 2017 through June 30, 2018). The GOPB reports direct
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The dashed line reports the economic output produced by the motion picture and sound recording industry
by the US Bureau of Economic Analysis (BEA).8 Although the industry classification includes sound
recording, it has the advantage of being reported before Georgia offered film tax credits and tracks closely
with the GOPB measure to capture the output of the film industry. In 2005, when its initial tax credit
program was implemented, Georgia’s film and sound industries had an output of $524 million, which grew to
$3.37 billion in 2017 (2018 data is not yet available). As a share of Georgia’s economy, the film industry grew
from 0.14 percent to 0.6 percent of the state’s $588 billion GDP. Despite its substantial growth, the film
industry still represents a rather small share of the state’s economy, approximately 0.5 percent or 1/200th of

its GDP based on the GOPB and BEA estimates.

Employment in the film industry has grown similarly. Figure 2 reports two employment estimates for
Georgia’s film industry. Unlike the economic output estimates above, the employment estimates are limited
to film and video production. The solid line measures employment as reported by the state GOPB, which
records employment in terms of workdays created by film and television production. | normalize this

estimate to



Figure 2. Film Industry Employment in Georgia (1997-2018)

The second estimate is the average annual employment in motion picture and video production (NAICS:
512110) from the Quarterly Census of Employment and Wages administered by the Bureau of Labor
Statistics (BLS).10 This estimate is available for a longer period of time than the GOPB estimate; however, it
includes both full-time and part-time employment and does not represent FTE jobs. From 1997 to 2004,
before tax credits were available to filmmakers, Georgia supported an average of 2,381 film industry jobs per

year. The film industry increased from 2,604 jobs in 2005 to 14,327 jobs in 2018 (full-time and part-time).

For 2018, the average of the GOPB and BEA estimates is 15,569, which suggest that a reasonable estimate

for film and television jobs in Georgia in 2018 is approximately 16,000 jobs.!* Even though this estimate is



likely biased upward due to the use of full-time and part-time workers (BLS) and reporting partial workdays

as full workdays (GOPB), this estimate is far less than the 92,000 jobs touted by the MPAA.

3. Explaining $9.5 Billion and 92,000 Jobs

The estimates presented in the previous section are far below estimates commonly reported in the media. In

this section, | examine the reasons for the discrepancies between these estimates and the ones presented
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Entertainment Office Lee Thomas explained that the economic development department multiplies the direct
spending by 3.57. Hunt reports the following, “Thomas acknowledged that the state doesn’t know what sorts
of spending that multiplier originally counted, or why the 3.57 estimate was used. But keeping the same
multiplier allows to track progress over time, comparing apples to apples, [Thomas] said.” In short, the
state’s use of a 3.57 multiplier is not grounded in any economic reasoning. This justification is uncompelling
and irresponsible. Multipliers may have a role in estimating economic impact, but they require sufficient

economic justification, which I address in the next section.

In the press release, the state also reports “the motion picture and television industry is responsible for more
than 92,100 jobs and nearly $4.6 billion in total wages in Georgia, including indirect jobs and wages” and
credits the Motion Picture Association of America (MPAA) as the source. A Google search for “Georgia
film 92000 jobs” returns 129,000 results. This figure is substantially greater than the estimated 16,000 film
jobs in Georgia presented above. The MPAA offers some cryptic guidance as to the origin of the estimate on
its website (see Appendix 2), where it reports that the film industry is responsible for 92,494 jobs.14 A
separate summary document includes a methodology paragraph in which the MPAA states that it uses 2016

employment data from the BLS and constructs a measua


https://www.mpaa.org/what-we-do/driving-economic-growth/
https://www.mpaa.org/what-we-do/driving-economic-growth/
https://www.mpaa.org/wp-content/uploads/2019/03/Economic_contribution_US_infographic_Final.pdf

multiplier to capture a potentially broader economic impact, the MPAA is putting forth an incredible inflated

direct jobs number without appropriate documentation.

4. Realistic Multipliers

In the economic development policy world, it is common to use multipliers to estimate the impacts of direct
spending and direct employment produced by an industry, project, event, etc. on the broader economy. In
most cases, multipliers derive from regional input-output models, which use industry accounts that measure
how the goods and services produced by each industry affect all other local industries and final users. The
methods for generating multipliers are quite complicated and rely on a host of potentially unrealistic
assumptions (e.g., fixed purchase patterns, industry homogeneity, no price adjustments to account for supply
constraints) that are employed for simplicity. This does not mean that multipliers are useless; but, in general,
economists do not have strong confidence in multiplier estimates, because multipliers often overstate
economic impacts. For example, in a study of multipliers, economist Enrico Moretti concluded that ‘Input-
Output tables are unlikely to produce meaningful estimates of local multipliers.”16 A recent study by
economists Timothy Bartik and Nathan Sotherland has determined that standard multipliers are overstated by
one-quarter (e.g., closer to 1.5 than 2.0), and “Average multipliers should generally be assumed to be at most

2.0 at the state level” (emphasis added).1

The 3.57 multiplier used by the Georgia Department of Economic Development to estimate the economic
impact of the film industry is ad hoc with no known origin. Its size is not grounded by any appropriate
criteria and should be dismissed, prima facia. The MPAA states that it uses a multiplier from the BEA'’s
Regional Input-Output Modelling System (RIMS 11) for its multiplier. RIMS Il provides multipliers for
estimating the impact of direct industry spending and employment on the regional economy’s spending and

employment, and it provides two “types” of multipliers. The Type I multiplier includes the wealth effects

16 Moretti (2010).
17 Bartik and Sotherland (2019a) is the actual study, and the quote is located on page 69. Bartik and Sotherland (2019b)
provides a layman’s summary of their research.



from the first round of direct spending and the successive rounds of indirect spending on inputs by
supporting industries. The Type Il multiplier is intended to capture an additional “induced” effect that

includes the increased earnings by all workers whose wages are affected by the change in demand.18

While acknowledging the limitations and uncertainty regarding multiplier estimates of economic impact, |
proceed to use RIMS Il industry multipliers to estimate the potential economic impact of film spending and
jobs in Georgia.l® | do so only to demonstrate what the estimated total economic impacts of the film
industry using the most realistic available multipliers might be. | do not have confidence that these estimates
are correct or even reasonable estimates, and | suspect that they are likely to be biased upwards for reasons |

discuss in the following section.

The top two rows of Table 1 report the nominal RIMS Il multipliers and multipliers reduced by one-quarter
as suggested by Bartik and Sotherland for the Motion Picture and Sound Recording industries. The output
multipliers range from 1.61 to 2.07, well below the 3.57 estimate that the Georgia Department of Economic
Development uses for estimating economic impact. Damping the multiplier by one-fourth reduces the
multipliers to between 1.21 and 1.55. Thus, the 3.57 multiplier is two to three times larger than is realistic,
and the nominal and adjusted RIMS 11 multipliers produce far lower estimates of the economic impact of film
industry spending on Georgia’s economy, ranging from $3.3 billion to $5.6 billion. Applying Bartik and

Sotherland’s
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Table 1. Multiplier-
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mission includes: “Maintaining and growing a thriving U.S. film and television industry requires the
continuation of supportive policies, including ...production incentive programs to encourage investment.”2!
The MPAA seeks to promote film incentive programs by touting the economic impact of films, and thus it

has the incentive to inflate the film industry’s impact on state economies

12



large film incentives programs—nhe found some evidence of increased in filming but no employment
effects.3 Political scientist Michael Thom compared states with and without film incentives and found no
effect on industry employment or output, but that there may have been a temporary boost in wages to film
workers.24 He also examined California’s program and found no impact on film industry employment.2
Accountant Charles Swenson identified increases in film employment in New York and California (two states
with large film sectors); however, the gains were not present in other states.26 Economists Mark Owens and
Adam Rennhoff did not find strong evidence of incentives creating a permanent movie industry and

conducted a cost-
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dollars in tax credits for film production in the state during this span, and the opportunity cost of tax credits
is the forgone tax revenue otherwise owed to the state or returned to taxpayers. To put this in perspective,

the $800 million in tax credits is equivalent jus
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over $39,000 per year on an FTE basis; however the BLS employment estimate includes both full-time and
part-time jobs, and thus the typical annual wage is lower.28 In addition, many film workers, especially the
highly paid individuals, are not necessarily Georgia residents; therefore, a significant portion of their
compensation is likely spent outside the state, further limiting any multiplier impact that the film industry

might have on the state’s economy.

Table 2. Tax Credits and Film Industry Employment in Georgia (2009-2018)

7. Conclusion

Since 2005, Georgia has offered filmmakers tax credits for producing motion picture and video projects in

the state. The state has approved more than $4 billion in tax credits over the past decade, which represents a
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Appendix 1. Georgia Expenditures Form
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Appendix 2. Screen Capture of MPAA Estimate of Jobs Impact in Georgia
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