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Feb 22, 2007

Municipal performance incentives could rein in property taxes
	By Charles D. Chieppo

	


During his campaign, Gov. Deval L. Patrick rightly focused on ways to control soaring property taxes. Instead of the "fiscal shell game" of cutting the state income tax only to increase upward pressure on property taxes, he proposed using the revenue that would have been lost to a tax cut to boost local aid, which would in turn rein in property taxes. 

But times have changed in the brief months since the campaign. With a $1 billion budget shortfall, tax cuts are off the table, and so is the possibility of a large local aid hike. A better approach would be to tie a portion of local aid to municipal performance. 

Even if the funds were available, history and recent data refute the notion that large local aid increases result in lower property taxes. When Massachusetts originally enacted the income tax, the argument was that it would result in lower property taxes. The same claim was made again on behalf of a state sales tax. But by 1980, Massachusetts had a 5 percent income tax, 7.5 percent income surtax, 5 percent sales tax and high property taxes. 


More recent numbers tell a similar story. A review of state Department of Revenue data from 2000-2006 - a period that covers good times and bad - reveals virtually no correlation between local aid and property tax rates. During that period, residential property taxes rose by more than 35 percent. Despite an increase of more than 10 percent in noneducation local aid for the current year, property rates continue to rise.

Rather than increasing local aid and hoping the money will filter down to control property taxes, a better approach would be to provide state incentives to cities and towns to enact policies that would cut costs and increase efficiency - such as joining with other communities to do joint purchasing, implementing fast-track permitting, reducing the taxpayer share of employee health insurance premiums, or signing a collective bargaining agreement with increases below the expected rise in municipal revenue. The state would provide the city or town with a match equal to half the savings achieved, with the caveat that at least 25 percent of the funds received from this "Property Tax Relief Fund" would be returned to local taxpayers in the form of a property tax rebate.

For example, if Shrewsbury saves $200,000 by joining with another municipality to do bulk purchasing, the state would add to that savings by providing the town with a $100,000 matching payment from the fund.

Of the $100,000 state payment, at least $25,000 would go to provide property tax relief. Communities could realize additional fiscal benefits by implementing other practices like those listed above, until the annual state appropriation for the Property Tax Relief Fund is exhausted.

To implement the Property Tax Relief Fund in the coming budget year, the governor and Legislature could increase the $1.3 billion that goes to noneducation local aid by the rate of inflation, then appropriate an additional $50 million for the Fund. In subsequent years, the percentage of money distributed on a performance basis to control property taxes could gradually increase.

In addition to granting property tax relief, the fund would promote fiscal stability by providing an additional incentive for communities to save taxpayer dollars.

There are reasonable arguments on both sides of the issue of whether taxes are too high in Massachusetts, but taxpayers have been consistent on the issue.

In 1980, they said "no" to the toxic cocktail of an income tax, income surtax, sales tax and high property tax rates when they limited property taxes by approving Proposition 21/2. Twenty years later, the message was the same when nearly 60 percent of voters endorsed a 5 percent income tax rate.

The time has come to take more direct action to reduce the upward pressure on property taxes. Rather than hoping that increases in local aid - which rises and falls with state revenue - can control soaring property taxes, a Property Tax Relief Fund would address the problem directly and create an incentive for better municipal management. 

Charles D. Chieppo is the principal of Chieppo Strategies, a public policy writing and advocacy firm. 
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Intriguing incentive

Novel ‘Property Tax Relief Fund’ deserves a close look

As the Patrick administration and Legislature hammer out the fiscal 2008 state spending plan, a novel incentive system aimed at helping communities rein in soaring property taxes deserves budget-writers’ serious consideration. 

In brief, the idea is to place a portion of the state’s local aid appropriation into a “Property Tax Relief Fund.” There would be no change in the way most local aid is apportioned among cities and towns. However, communities that enact effective cost-reduction policies and procedures would be rewarded with a payment from the fund equal to 50 percent of the documented savings. The community would be required to return at least one-quarter of the incentive payment directly to residents in the form of a property tax rebate. 

In effect, the community would improve its bottom line in two ways: by boosting state aid via matching funds and by reducing municipal operating costs. 

Championing this intriguing approach is Charles D. Chieppo, who has scrutinized government finances both as a public policy think tank analyst and as a political campaign adviser. The incentive proposal, which Mr. Chieppo outlines in an article on today’s Commentary page, emerged in policy discussions during the past gubernatorial campaign, but never saw the light of day. 

The specific cost-saving methods he mentions are anything but controversial. Joint purchasing, fast-track permitting, regionalism and the rest all have been explored by communities across the state — but all too often have been implemented halfheartedly or rejected outright. Using a local aid bonus as an incentive likely would change that dynamic. 

Make no mistake: It is unlikely incentives to make local government more cost-effective would fully offset the hyperinflationary rise in the cost of providing municipal services. Then again, as Mr. Chieppo suggests, past history contradicts the notion that creating new taxes — as provisions of the proposed Municipal Partnership Act would allow communities to do — results in property tax relief. 

Like prudent provisions of the Municipal Partnership Act allowing communities to benefit from state pension management and insurance purchasing, the proposed incentive program would lead to real efficiencies and bottom-line savings. Those are results that are well worth pursuing. 
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