RestrainingTheLeviathan:

PropertyTaxLimitationinMassachusetts

David M. Cutler

Harvard University and National Bureau of Economic Research

Douglas W. Elmendorf

Federal Reserve Board

Richard Zeckhauser

Harvard University and National Bureau of Economic Research

August 1997

We are grateful to Kim O’Neill for helping to inspire our work on this topic, to Alan

Altshuler, Ed Glaeser, and Judy Temple for helpful comments, and to Roger Hatch and Burt

Lewis from the Massachusetts Department of Revenue for assistance with obtaining and

i n terpreting data. This research was supported by the Alfred Sloan Foundation, the National

InstitutesonAging,andtheNationalScienceFoundation.Theviewsexpr essed here are our own

and not necessarily those of any institution with which we are affiliated.

Abstract

P r oposition 2 , a ballot initiative approved by Massachusetts voters in 1980, sharply

r e duced local property taxes and restricted their future growth. We examine the effects of

Proposition

2 on municipal finances and assess voter satisfaction with these effects. We find

that Proposition 2 had a smaller impact on local revenues and spending than expected;

amendmentstothelawanda strong economy combined to boost both property tax revenue and

stateaidaboveforecastedamounts.Proposition2didreducelocalrevenuess ubstantially during

t h e recession of the early 1990s. There were two reasons for voter discontent with the pre-

Proposition 2 financing system: agency losses from inability to monitor government were

perceived to be high, and individuals viewed government as inefficient because their own tax

burden was high. Through override votes, voters approved substantial amounts of taxes above

the limits imposed by the Proposition.

David M. Cutler Douglas W. Elmendorf Richard J. Zeckhauser

Department of Economics Board of Governors of the Kenne dy School of Government

Littauer Center Federal Reserve System 79 John F. Kennedy Street

Harvard University Mail Stop 75 Harvard University

Cambridge, MA 02138 Washington, DC 20551 Cambridge, MA 02138

(617) 496-5216 (202) 452-2628 (617) 495-1175

and NBER and NBER

dcutler@harvard.edu delmendorf@frb.gov richardz@ksg1.harvard.edu

In the days before the Proposition passed, there were dire predictions of greatly reduced

1

publ ic services. For example, Cambridge city manager James Sullivan asserted that "the basic

costs of required payments [pensions, debt service, insurance costs, and state-mandated

asses sments for various regional activities] exceed the amount of taxes that would be available

byover$1.5million,withoutthesourceofrevenuefor one municipal employee" (Boston Globe,

10/30/80, p. 20).

Notable recent papers include Bradbury (1991), who examines voters’ response to the

2

Proposition2constraints,andLangandJian(1996)andBradbury,CaseandMa yer (1997), who

study the effect of the Proposition on property values.

In 1980, Massachusetts voters approved Proposition 2 , a ballot initiative that sharply

reduced local property taxes and restricted their future growth. This Proposition and its older

sibling, Proposition 13 in California, highlighted the era of tax revolt. Proposition 2 was

supported overwhelmingly by voters, passing 59 percent to 41 percent, and reduced property

taxesbyover$500millionwithinthreeyears.Withsomemodificatio ns, the Proposition remains

in force today.

Shor tly after Proposition 2 was passed, a number of analyses explored voters’ reasons

for approval (for example, Ladd and Wilson, 1982, 1985) and examined its likely effects (for

example,BradburyandLadd,1982a,1982b).Voter s believed that the Proposition would reduce

taxes without cutting services. By contrast, many economists and elected officials focused on

the potential for severe service cutbacks. There has been little research on the Proposition�s

1

consequencessincethemid-1980 s, which is unfortunate because there is much more experience

todrawup on now than a decade ago. We can now measure the actual financial effects of the

2

law instead of just predicting what might happen. We can also assess whether voters approve

oftheseeffects,notmerelyreporttheirspeculativepreferencesonwhatwas likely to result. This

paper addresses these two issues.

WefindthatProposition2hadas ignificant impact on local finances in Massachusetts, b u t a smaller impact than either its supporters had hoped for or its detractors had feared.

Specifically,thePropositionreducedl ocal revenue when it first took effect and again during the

e c o nomic downturn of the early 1990s, but had little effect during the boom years of the late

198 0s. When the Massachusetts economy was strong, much of the intended reduction in local

rev enue was offset by new construction and increased state aid to municipalities, but when the

economyslumped,newconstruction slowed and state aid was curtailed. Spending on education

and public works proved most sensitive to the fiscal constraints imposed by the Proposition.

We examine voter satisfaction with Proposition 2 as gauged by voter-approved

exceptions to the limits imposed by the Proposition. Communities are allowed to increase

property tax revenues above their regular limits by direct majority vote, providing an unusual

opportunity to learn about voters’ preferences. By fiscal year 1995, voters in three-quarters of

Massachusettstownsandcitieshadapprovedsuchballotresolu tions, even though the unexcepted

limitsrosemorequicklythaninitiallyexpected.Almost all of the communities that did not pass

such resolutions collected taxes between 99 and 100 percent of the allotted amount, indicating

thatlocalofficialsraisedtaxesto the limit. Together, these observations suggest that voters did

notwantlocalspendingtobecutverysharply,butwer e legitimately concerned about a disparity

in objectives between elected officials and their constituents.

Whydid voters feel so strongly that local government was too big? Were they pleased

with the effects of the Proposition? We posit four, possibly complementary, explanations of

voter behavior: voters felt government was wasteful because government cannot be closely

monitored;votersinitiallybelievedtherewasalotofwastebu t came to regret the severity of the

constraintstheyimposed;votersthoughttheirown taxes were too high, independent of the value ofpubli c spending; and voters cared little for the recipients of public spending. Using data on

the amount of overrides and exclusions approved in each municipality, we find support for the

first three of these theories.

BeforeturningtoanalysisofProposition2,wemightremark on the time-honored tussle

for control between citizens and their sovereign. Thomas Hobbes, in The Leviathan, has

g o vernment emerge when a group of men cede authority to a single body. Thus, he sees the

g o vernment as “the representative or authoritative person [agent] of the �body politic�” (in

S c hneider, 1958). Indeed, Hobbes� frontispiece to his Leviathan shows a sovereign who is

physicallycomposedofthemu ltitudes of people who have ceded power to him. Hobbes� focus

was on power; he worried that the sovereign might have too little. By contrast, the supporters

ofProposition2focusedonmoney;theirconcernwasthatlocalsovere igns took too much. We

mi ght think of the Proposition as an effort by the tiny people in Hobbes� depiction to limit the

a c tions the Leviathan can take, purportedly on their behalf. For both power and money, the

concern is to design a government that meets the goals of the citizenry, as challenging as that

taskmaybe.AsEdmundBurke(1

774) noted, “To tax and to please, no more than to love and

bewise,isnotgiventomen.

” We examine how close municipalities in Massachusetts came to

this goal.

The first section of this paper describes Proposition 2 . The second section reviews

changesinmunicipalfinan ces in Massachusetts since the passage of the Proposition. The third

and fourth sections examine why voters believed that the Proposition was needed and to what

extent it accomplished what they wanted. The last section summarizes.

Tota l local revenue is the sum of property taxes, intergovernmental transfers, other taxes,

3

and charges and other miscellaneous revenue.

The Proposition also reduced the motor vehicle excise tax, which has a common rate

4

statewidealtho ugh the revenue accrues to local governments. We do not examine the effect of

this reduction or of other non-revenue provisions of the Proposition.

1. Proposition2

Sinceatleastthe1960s,

Massachusetts residents have expressed concern about the level

of their property taxes compared with taxes paid in other states. Table 1 shows Census of

Governments data on state and local government revenue in Massachusetts and the rest of the

UnitedStatesbetween1967and1992.In1967,per capita property taxes in Massachusetts were

nearly50percentab ove the national average, and they grew 2 percentage points per year faster

t h an the national average over the ten years that followed. By 1977, Massachusetts property

taxes were the highest in the nation, nearly twice the national average.

Thishighlevelofpropertytaxationreflect ed differences both in the overall fiscal burden

inMassachusettsandinthecompositionofst ate and local revenue. In 1977, total local revenue

p e r capita and total state and local revenue per capita were about 10 to 20 percent higher in

Massachusettsthaninthenationo n average. Moreover, municipalities in Massachusetts raised

3

t w o -thirds of their revenue through local sources, compared with the 40 percent average for

m u nicipalities elsewhere. The high level of property taxation caught public attention, and in

1980 voters approved Proposition 2 by nearly a 3-to-2 margin.

Proposition 2 restricted property taxes in several ways. First, the Proposition

4

established a levy limit for each community equal (in fiscal year 1982) to the lesser of current p r operty taxes and 2.5 percent of total property values. Communities were prohibited from

imposing property taxes in excess of the levy limit, and communities that were initially taxing

abovethelimitwereforcedtoreduce their tax burden by 15 percent annually until they reached

thelimit.Sincecountygovernmentsandspecialdistric ts play a small role in local fiscal matters

inMassachusettscomparedwithsomeotherstates,andmostschooldistrictsare coterminous with

thecitiesandtowns,theseconstraintsonthefis cal behavior of municipalities could substantially

affect local taxes and services.

ThesecondrestrictionimposedbythePropositionwastocapt he growth of the levy limit

at2.5percentannuallyinnominalterms.Thethird restriction was to establish a levy ceiling for

eachcommunityequalto2.5percent of property values. Aggregate property tax collections are

not allowed to exceed the levy ceiling even if that implies less than 2.5 percent annual growth

intaxrevenue.BecausepropertyvaluesinMassachusettsgrewqu ite rapidly after 1982, the levy

ceilings have not been binding, so we do not focus on this constraint.

Pro position 2 applies to all local governments in Massachusetts, not just governments

inthecommunit ies that voted for the Proposition. This structure is not unique--Proposition 13

in California works the same way--but it is puzzling. Most externality arguments imply that

citizen s of one community should want other communities to spend more on public goods, not

less. For example, people often enjoy the roads and parks provided by nearby communities

withoutpayingthetab;greaterprovisionofthese"free"servicesshouldbewe lcomed. Moreover,

b e cause state aid generally varies inversely with local tax revenue, as it did in Massachusetts,

highertaxesandsp ending in other communities decreases their demand for state aid. Business

climate concerns might promote a desire to limit the taxes of fellow communities: if a state is

Cutler,Elmendorf,andZeckhauser(1997)describetheconstr uction of this variable in more

5

detail and give examples for particular cities.

generally perceived as a bad place to do business, growth might be low throughout the state.

ThiseffectwasprominentlycitedbysupportersofProposition2(s uch as high-tech firms in the

state),butwek now of no evidence that it is significant. Possibly the universal applicability of

the Proposition was simply a way for voters to "send a message" to local governments that

individualized measures would not have conveyed as forcefully.

2. EffectofProposition2 onMunicipalFinances

W e now turn to the effects of Proposition 2 on local revenue and spending. We

calculate the initial impact of Proposition 2 using data from the Municipal Data Bank of the

Massachusetts

Department of Revenue’s Division of Local Services. For each community, we

5

determineifits tax rate in fiscal year 1982--when the Proposition was first binding--was above

orbelow2.5percent.Ifthelatter,t he municipality was already in compliance with the law and

the initial impact is zero. If the tax rate was above 2.5 percent, we reduce tax revenue by the

lesser of 15 percent and the amount required to reach a 2.5 percent tax rate. If this reduction

leaves the tax rate above 2.5 percent, we repeat the process in subsequent years until the 2.5

percenttaxlimi t is reached, which occurred in the last communities in 1985. We define initial

i m p act as the difference between the taxes a community would have been able to collect had

revenuegrownat2.5pe rcent each year, and the taxes a community could actually collect when

Some municipalities would have increased revenue more than 2.5 percent per year in the

6

absence of the Proposition, but the extra potential increase is likely uncorrelated with the

measured impact. Some municipalities reduced taxes faster than the Proposition required, but

we ignore any extra voluntary reductions because we want the measure of impact to be

exogenous to communities’ chosen behavior after the passage of the Proposition.

it first came into compliance with the law.

6

T a ble 2 summarizes the initial impact of Proposition 2 on property taxes in

Massachusetts. Almost half of all communities, containing nearly three-quarters of the state’s

popu lation, faced immediate tax reductions. These reductions amounted to 16 percent of 1981

taxesfortheaverage affected community. Because larger communities faced bigger reductions

on average, the aggregate decline in property tax revenue for local governments across

Massachusetts was a substantial 18 percent.

ThefirstcolumnofTable3showsthegrowth of property tax revenue between 1976 and

1995. Figure 1 and the second column of Table 3 show the growth of total local revenue

at tributable to changes in property tax revenue. In all cases, we present nominal growth rates,

since the Proposition was written in nominal terms.

Wedividethe20-yearintervalintof our sub-periods. During the first period--from 1975

to1981,beforethe

Proposition took effect--property tax revenue grew about 6 percent per year

onaverage,andpropertytaxrevenuera ised total local revenue by 4 percent per year. Since the

inflation rate averaged about 6 percent, property taxes were little changed, on balance, in real

terms.Butgrowthinpropertytaxes was uneven, with weak growth in 1980 followed by strong

growth in 1981.

Thesecondperiodcoverstheinitiali mplementation years for Proposition 2 , from 1981

t o 1984. The Proposition had a dramatic impact, as property tax revenue fell by 9 percent in

1982 and 3 percent in 1983, before rising by a mere 1 percent in 1984. The substantial net

declineinpropertytax es reduced total local revenue by 2.2 percent annually during this period.

Sinc e inflation averaged about 6 percent per year, the decline in real revenue was substantially

larger.

The third period is the economic expansion from 1984 to 1990, the so-called

"MassachusettsMiracle."Propertyta x revenue grew nearly 7 percent annually over this period,

well above the rate of inflation, and added 3.5 percent annually to total local revenue. In the

final period, which begins with the onset of the recession in 1990 and ends after recovery in

1995,thelastyearf or which we have data, growth in property tax revenue slowed to 5 percent

peryear.Thisgrowthrateexceededthecont emporaneous inflation rate but by a smaller margin

than in the prior period.

ThenextlargestsourceoflocalrevenueinMa ssachusetts after property taxes is state aid

to local governments. Figure 1 and Table 3 show that state aid raised local revenue at a

moderate pace during most of the past 20 years and most rapidly in the early 1980s when

propertytaxrevenuewasdeclining.Asaresult,thegrowthrateoftotal local revenue varied less

over time than the growth rate of property tax revenue.

Explaining Rapid Local Revenue Growth

Proposition 2 supposedly capped the annual growth of property tax revenue at 2.5

percent,butas

Table 3 shows, property taxes grew more rapidly than 2.5 percent in every year

s i n ce 1985. Local revenues also grew more rapidly. How could this happen? Two factors

a l l owed local revenue in Massachusetts to grow much faster than many people had expected when Proposition 2 was passed: legislative amendments to the Proposition, and the state�s

favorable economic performance.

LegislativeAmendmentstoProposition2Proposition2wasalaw,notac onstitutional

amendment, so it could be amended or repealed by a majority of the legislature. While the

P r oposition was too popular to repeal, the legislature did approve several amendments in

Dec ember 1980 (a month after the Proposition was passed) that quietly permitted much higher

revenue growth than the initial measure allowed.

The most important amendment set the annual increase in the levy limit at the original

2.5percent plus anallowanceforp roperty taxes on new construction. New construction, it was

a rgued, increases the demand for public services, and the additional revenue needed to pay for

t h ese services should not be counted against the limit. Moreover, since the new buildings�

ownerswouldpaytaxes,theincreasedspendingcouldbeaccommodatedwitho ut raising the taxes

o f others. As the Massachusetts economy boomed in the mid-1980s, new growth became a

substantial revenue source. Figure 1 and Table 3 show that new growth increased total local

r e venue by 1.8 percent per year in the 1984-1990 period (not including future increases in

r e venue from the fact that new growth adds to the property tax base in future years and thus

increasesrevenues by 2.5 percent annually). As the Massachusetts economy slowed in the late

1980s,revenuefromnewconstructionslowed as well, and despite the strong economic recovery

inthestatebythemid-

1990s, new growth contributed much less to local revenue from 1990 to

1995 than in the preceding years.

Asecondimportantamendmentallowedvoterstoincrease their community’s property tax

revenue above the constrained amount. Voters can raise taxes above the basic levy limit if a

The original Proposition required a two-thirds favorable vote with the participation of at

7

least30percentofamunicipality � seligiblevoters.Th e amendment also allowed voting to occur

at any time, while the original Proposition restricted these votes to once every two years.

Overrides cannot raise a community’s levy limit above its levy ceiling. As mentioned

8

earlier,thelevyceilingisnotveryimportantbecauseMassachusettsproperty values grew rapidly.

WhenProposition2wa s passed, the state budget in Massachusetts was approximately in

9

b a lance, in contrast with the surplus in the California state budget before Proposition 13 was

approved.

majorityofthema pprove such a move in a direct election. The levy limit can be increased in

twoways:"overrides"arepermanentincreasesthat can be enacted for any purpose and that, like

t h e basic limit, increase by 2.5 percent per year. "Exclusions" are temporary increases of a

constant size that can be used only for debt or capital expenditures. As Table 3 shows, new

8

overridesandexclusionsrai sed growth in local revenue by about 0.1 percentage points per year

inthelate1980sand0.3percentage points per year in the 1990s (again not including additional

growthinfutureyearsfromthef act that overrides become a permanent part of the tax base and

thus grow at 2.5 percent per year).

Economic Conditions Favorable economic conditions were the second factor fostering

rapidlocalrevenuegrowth.ThestrongMassachusettseconomygener ated a boom in tax revenue

fromnewconstruction,asnotedab ove. In addition, inflation fell sharply, so the nominal limits

inthePropositionbecamemuchlessbindinginr eal terms than they otherwise would have been.

Finally,theeconomicboomleftthestategovernmentflushwith revenue, and the state responded

bysubstantiallyincr easing its aid to municipalities. Figure 1 and Table 3 show that growth in

9

stateaidaddedalmost3percentagepointsto the annual growth of total local revenue during the

1980s,manytimestheeffect of overrides and exclusions. When more difficult economic times

reduced the flow of revenue to the state government in the late 1980s, and the state elected a f i scally conservative governor (Republican William Weld), the growth of state aid fell

s u bstantially in the early 1990s and has remained low. One significant consequence of

Proposition2isthats tate aid has become a very controversial item in the Massachusetts state

budget.

In sum, economic and political changes worked together to enable municipalities to

increasere venues more than many observers expected after the passage of Proposition 2 . As

thePropositionwasbeingimplemente d in the 1982-1984 period, state aid increased. The boom

in new growth followed, bringing substantial additional tax revenue to municipalities. Indeed,

Figure 2 shows that by the late 1980s, “excess capacity” of local governments--the amount by

whichpropertytaxeswerebelow the Proposition 2 limits--was about 3 percent of possible tax

revenue. But the situation changed dramatically after that, when economic growth in

Massachusettsslowed.Stateaidultimatelyd eclined in nominal terms, and increases due to new

growthfellaswell.Localgovernmentsfirstrespondedby“drawingdownthe ir excess capacity”-

-that is, raising taxes to the Proposition 2 limits. But this approach to raising revenue was

q u ickly exhausted; by 1991, excess capacity averaged only about one-half of one percent of

p o s sible revenue (see Figure 2). Local governments then turned to voter overrides. Yet, this

source of financing was short-lived as well; the dollar value of new overrides peaked in 1991.

Itwasnotuntil1992,whentheMassachusettseconomypickedup,thatlocalrev enues rebounded.

Cross-Community Evidence on the Effect of Proposition 2

We examine the effects of Proposition 2 on local revenue and spending. To isolate

theseeffe cts from other forces affecting local budgets, we exploit the differential initial impact

Forthecountydummies,wecombineseveralcountie s that have only a few municipalities:

10

thecountiesencompassingCapeCodand

Nantucket, and the counties encompassing Boston and

itssuburbs.Forthepopulationdummies,weassign each community to one of four size groups:

1,000-2

,500 people, 2,500-10,000 people, 10,000-50,000 people, and more than 50,000 people.

We also omit a few towns that did not report information for every revenue category in

11

all years. This exclusion does not substantively affect the coefficients for the other revenue

categories.

of the Proposition across communities.

Revenue Effects For each year t after 1981, we estimate equations of the form:

wherethedepende nt variable is the change in revenue per capita in community i between 1981

andyear t ; Impac t is our measure of initial impact per capita; the C ’s are dummy variables for

i j

eachcounty;andthe

P ’saredummyvariables for community population. We use the revenue

k

10

change from 1981 because it is the year before the Proposition took effect. We control for

populationbecause it is correlated with impact, and for county because the economy may grow

atdifferentratesin different parts of the state. Finally, we restrict our sample to the 316 cities

andtownswithmorethan1,000peop le in 1980, because the smallest towns have more variable

revenue streams than larger towns and a much higher incidence of missing data.

11

The � coefficient for each year has a natural interpretation as the share of the initial

impactthatshowsupinthatyear’srevenue.Forexam ple, an estimated coefficient of -1 in 1995

would imply that a community whose initial impact from the Proposition was $100 per capita

larger than another community’s would collect $100 less revenue in 1995. An estimated

c o efficient of 0 in 1995 would imply that the initial impact of the Proposition had dissipated

State aid was not explicitly related to the impact of Proposition 2 . Presumably, this

12

compensationeffect arose because state aid did relate to need, and poorer communities initially

had higher tax rates. There is no evidence that highly impacted communities, which voted

strongly for Proposition 2 , had any expectation of receiving increased state aid.

entirely by 1995.

Tab le 4 reports the estimated � coefficients by year. The first three columns show the

impactofthePropositiononpropertytaxes,stateaid,and"othe r" local revenue (the sum of fees,

charges, and other miscellaneous revenue). The last column shows the impact on total local

revenue.

Proposition 2 significantly reduced property taxes, as would be expected. For each

d o llar that communities were forced to cut annual property taxes in order to comply with the

Proposition,taxesremainedabout one dollar lower through the 1980s and fell to $1.30 lower in

t h e 1990s. As the sponsors of the Proposition intended, its effect on property taxes was

persistentandactuallyincreasedsomewhatovertime.Thesecondcolumnshow s that Proposition

2indirec tly had a dramatic effect on state aid received by a community. For each dollar that

taxeswerecuti n a community in order to comply with the Proposition, state aid rose about 50

c e n ts by 1985 and almost a full dollar by 1989. This effect diminished significantly in the

12

economics lowdown of the early 1990s, but rebounded to more than $1.20 by 1995. The third

column of the table shows that other local revenue was little affected by the Proposition.

ThelastcolumnofTable4,displayedgraphica lly in Figure 3, shows that Proposition 2

significantlyreducedlocalrevenueintheinitiallyaffectedcommunitieswhe n it was first imposed

and again when the economy slumped in the early 1990s. But the Proposition had little effect

o n local revenue in those communities in the late 1980s and the mid-1990s. The crucial

differencebetwe en these periods is the state of the economy: when the economy was booming,

thestatefullyoffsettheimpactofthePropositionwithadditionalaid, but when the economy was

weak, state aid declined and the Proposition had more bite.

ThefindingthatthePropositionhadlittleeffecto n total local revenue in the boom of the

late1980s,butconsiderableeffec t in the slump of the early 1990s, is consistent with the results

inCutler,Elmendorf,andZeckhauser(1997).ThatpaperusesCensusof

Governments data from

1967 through 1992 to compare changes in municipal finances in Massachusetts to changes in

otherstates.Thepaperf inds only mixed evidence that local revenue in Massachusetts declined

relative to local revenue in other states in the 1980s, but clear evidence that local revenue had

declined in Massachusetts by the early 1990s.

SpendingEffectsIf local revenue changes, then local spending must change as well (in

t h e absence of sustained budget deficits). We can learn about public decision-making by

examining which local services were cut the most during the periods when the Proposition had

significanteffectsonrevenue.

We examine the early 1990s rather than the early 1980s because

spending data are more readily available for the later years.

For each major category of public spending h, we estimate equations similar to those

employed for total revenue:

where the dependent variable is the change in type-h government spending per capita between

1989and1992.The � coefficientgivesthechangeins pending per dollar of initial impact. We

use the same sample of municipalities as before.

Ourdatain clude spending from the "general fund" only. Some towns also have "special

13

fund"accounts,trustfunds,orothermechanismsforpro viding particular services. One category

of general fund spending is intergovernmental transfers; transfers whose purpose can be

identified,suchasthosetoamulti-towns chool district, are included in the appropriate spending

category.

The coefficient in Table 5 does not exactly equal the difference between the relevant

14

coefficientsinTable4onlybecaus e a few communities have missing data for "other spending."

Table5presentstheres ults. The first column shows how local governments spent their

budgetsin1989. Abouthalfoftotallocalspendingwenttoeducation.The remainder was split

13

nearly evenly between public safety (primarily police and fire), public works (primarily

highways),fixedcostsanddebtservice,andotherfunctio nal areas (largely "general government"

expenses).

The second column shows the estimated � coefficients. Between 1989 and 1992, total

local revenue fell about 50 cents per dollar of initial impact; the coefficient is equal to the

d i fference between the 1992 and 1989 coefficients for total revenue in Table 4. Total local

14

spend ing also fell about 50 cents per dollar of initial impact. Education bore about half of the

reductionin spending, which matches its initial share. Spending on public safety was virtually

unscathed, however, while public works spending suffered a disproportionate reduction.

Infrastructurespendingseemseasytodelaysinceroads are durable. Spending on debt and fixed

costs, and on general government, was relatively unaffected.

Oncespendingiscut,orpost poned, the important issue is what impact this will have on

citizenwell-being.Cuttingphysicalinvestmentduringeconomicd ownturns may have little long-

termeffectifspendingin boom years compensates, but reducing education outlays might prove

to have long-term consequences. In future work, we intend to examine these effects.

Thesameconcernisfrequentlyra ised about balanced-budget rules at the state and federal

15

levels.

Summary

Proposition2hada major impact on municipal finances, but less of an impact than its

supporters had hoped for or its detractors had feared. Property tax revenue fell, as the

Propositionrequired,butitdidnotfallasmuchasthePropositionoriginally required. Moreover,

state aid compensated for some of the tax revenue loss. As a result, Proposition 2 had no

s i gnificant effect on total local revenue at the peak of the Massachusetts boom. But the

Propositiondidaffecttheabilityoflocalgover nments to maintain spending during the economic

down turn, when new growth slowed and state aid was reduced. Thus, Proposition 2 pinched

more tightly when economic conditions were bad than when they were good.

15

3. VoterAttitudesTowardLocalGovernment

Havingexaminedthefinancialimpa ct of Proposition 2 , we now turn to the question of

whyvotersbelieved that the Proposition was needed and whether the Proposition accomplished

what they wanted.

Westartwithabasicobservation:Proposition2hasenduredfo r a long time. There has

beennodeterminedefforttorepea l it, and there is no significant evidence of resentment toward

theconstraintsimposedbytheProposition.Ofcourse,peoplemig ht not have been satisfied with

t h e effects of Proposition 2 in the form initially approved by voters; the amendments to the

measureandthesurgeinstateaidtoloca lities considerably loosened the constraints imposed on

Similarly, Courant, Gramlich and Rubinfeld (1980) surveyed Michigan voters regarding

16

their opinions on that state’s tax limitation proposals, and Sears and Citrin (1985) analyze the

basisofthe1978-80taxlimitationmovementinCalifornia.

In both states, few supporters of tax

limits favored large cuts in public services, but many believed that these services could be

provided much more efficiently.

l o cal finances. Still, the lasting popularity of the Proposition suggests that it touches some

fundamental chord in peoples� views about government.

What is this fundamental chord? Surveys at the time that Proposition 2 was passed

f o und that voters believed that local budgets contained a lot of waste and that Proposition 2

wouldcurtailthatwaste.

For example, Ladd and Wilson (1985) reported that 82 percent of the

Proposition’ssupportersthoughtthePropositionwouldcuttaxesw ithout reducing service quality,

c o mpared with 35 percent of the opponents. Only 10 percent of supporters listed service

c u tbacks as the single most important change to be caused by the Proposition, compared with

about half of opponents.

16

T h is rationale for supporting Proposition 2 contrasts with two other explanations

c o n sidered by academics at the time. One alternative explanation is that voters wanted local

governments to provide fewer services--presumably because they valued these services below

equiva lent monies spent privately--and to reduce taxes accordingly. But only 20 percent of all

surveyed voters, and only 30 percent of Proposition supporters, wanted local services reduced.

Indeed, the only specific category of spending that a majority of Proposition supporters hoped

to see cut was "welfare or other public assistance." Similarly, there is no evidence that voters

wanted the Proposition to shift the financing of local services toward the state and away from

local tax bases without changing the total tax burden. Ladd and Wilson (1985) conclude that

"supportersandopponents...heldsimila r views about the extent to which property taxes should

The same conclusion can be drawn from regressions (similar to those in Table 8) that

17

control for other factors that might affect voters� support for the Proposition.

be used to finance traditional municipal services and local education services."

Since81percentofcommunitiesvotedinfavorofProposi tion 2 , it is clear that concern

about waste in local government was widespread in Massachusetts. Moreover, Massachusetts

residents clearly hoped that the Proposition would have a real impact. If voting for the

Proposition had been merely symbolic--a way to express concern about municipal government

without making immediate changes--the Proposition would have garnered more support in

municipalitieswherethei mpact would be smallest. Table 6 shows that the opposite is true: A

l a rger share of voters supported Proposition 2 in communities that suffered an immediate

revenue loss than in communities that did not.

17

Thus,amajorityofvotersinmostMassachusettscommu nities in 1980 believed that their

local governments were wasting money and that Proposition 2 would reduce this waste. But

why did they believe this?

Theories of Voter Behavior

Weproposefour(possiblyoverlapping)theoriesforwhyMassachusetts voters felt as they

did about municipal government. We describe the theories here and evaluate them in the next

section.

A g ency Loss Theory The most straightforward explanation of voters’ belief that

governmentiswastefulisthelossfromaprincipal-agentproble m. The public elects government

officialsas its agents but cannot monitor or penalize their actions easily. Thus, officials spend

Matsusaka (1995) shows that states in which citizens can initiate and approve laws by

18

popularvotehavelowerstateandlocalspendingand raise proportionately more revenue through

charges on services than through broad-based taxes.

m o re of the people’s money than the people would spend if given the choice themselves. Of

course, there are some constraints on what elected officials may do: Voters can elect new

officials or recall old ones if they are sufficiently dissatisfied, or voters can move to other

j u r isdictions, as in the Tiebout (1956) model. But these actions are costly, and there is no

guaranteeth at new officials will act any better. As a result, general tax limitations may be the

bestoption:Cappinggovernmentrevenueencouragespoliticianstoelimi nate waste and keep only

the services that people really want.

The agency loss theory is consistent with the decision to pursue Proposition 2 as a

statewidereferendumratherthanasabill to be passed by the state legislature. Both approaches

w o uld have had the same effect on state law. But elected officials who cannot be trusted to

spend money well might not be trusted to pass tax limitations or keep them in effect. Laws

18

created by citizens� ballot initiatives presumably have more staying power than laws created

through normal legislative means.

Analysts typically think that agency loss occurs at least partly because governments are

toolargeforindividualstofeelthattheyhavemuchinfluenceove r them. Indeed, Table 6 shows

thatthesupportforProposition2generallyincreasedwithc ommunity size. Yet, even in towns

with populations under 1000, most voters favored the Proposition. Whatever causes people to

feelthatgovernmentdoesno t represent their interest occurs even in the smallest of government

units.

RegretorMission-AccomplishedTheoryAmodificat ion of the agency loss theory is the r e gret, or mission-accomplished, theory. The term “regret” implies that voters perceived

substantial waste in 1980, but after seeing the Proposition�s impact decided that there was less

wastethantheyhadoriginallythought.Forexample,votersmightnoth ave studied local budgets

veryca refully in 1980, just reasoning instead that government was big and thus wasteful. The

term“ mission accomplished” implies that voters perceived substantial waste in 1980, and later

b e lieved that the Proposition had significantly reduced this waste. For example, voters might

ha ve pursued a deliberate strategy of imposing substantial cuts in spending, observing whether

and where those cuts were binding, and then overriding those cuts where desired.

The alternative versions of this theory are somewhat different in principle but probably

observationallyequi valent. The theory is consistent with the rapid growth of state aid after the

Propositiontookeffecta nd with the large value of overrides and exclusions approved by voters

in the early 1990s.

PersonalFinanceT heory The third theory is that people judge the value of government

byt heir personal tax burden. If a person�s taxes are high, she presumes that government must

beinefficient,whileifhertaxesarelow,shepresumesthatgovernmentis fairly well run. In this

theory, Proposition 2 would be successful if it kept the taxes of each individual fairly low,

independent of how much money the municipality raised overall.

ThistheoryisconsistentwiththeobservationthatMas sachusetts had the highest property

tax rates in the country in the late 1970s. Indeed, California, home of Proposition 13, had the

4 highest property taxes per capita of any state in 1977.

th

DemographicDiffe rences Theory The fourth theory is that people believed government

spending was not desirable because they place a low value on the beneficiaries of government

For example, see Cutler, Elmendorf, and Zeckhauser’s (1993) model of "discriminatory

19

community preference."

largesse. In particular, people may dislike transfer recipients if they differ in racial or ethnic

originfromthemselves. Someanecdotalevidencesu pports this view. The Wall Street Journal

19

(November25,1991,p.A1)reporte d that in Holyoke, Massachusetts, "the town’s mostly white,

working-class voters, mainly aged and childless, are alienated from its mainly Puerto Rican

public-school children. ... Services for older people get funded. Those for children, such as

parks and recreation programs, the library and the schools, don’t." More formally, Poterba

(1996b)findsthatstateswithmoreelderlyresidentsspend less on education per child, especially

if older people and children belong to different racial groups.

Thedemographicdifferencesth eory is related to the agency loss theory but is somewhat

different. The latter theory stresses that programs are wasteful or inefficient in general. The

demographicdifferencest heory says the programs are undesirable if they benefit certain groups

of recipients, regardless of how well the programs are run.

4. TestingAlternativeTheoriesofVoterBehavior

Wenowturntotestingthesetheo ries of voter behavior. We take advantage of a feature

of Proposition 2 that allows communities to impose higher taxes if a majority of voters

approves an override or exclusion. By examining people’s votes on these resolutions, we can

learn about what factors make people more or less inclined towards larger government. We

beginbydescribingtheprocessofraisingtheP roposition 2 limits, and then analyze the results of that process.

The Override and Exclusion Process

M o st of the municipalities in Massachusetts are run by a group of selectmen (or city

councilorsforlargerentities),withatownmanagero r mayor in charge of day-to-day operations.

Overrides and exclusions are generally proposed by a community�s selectmen, or town or city

council,withthemayor � sapprovalinsomecases.Ifamajorityofvotersapp roves, the resolution

is implemented.

Overridesmusthavedeclaredpu rposes. Some of these purposes are highly specific--for

example,topurchaseanewfiretruck--whileothersde signate spending categories like education,

and still others broadly raise funds for "general government" or the equivalent. Although an

overridecreatesapermanentincreaseinalevylimit(incont rast to an exclusion, which increases

alevylimittemporarily),itsdecl ared purpose applies to the extra revenue in the first year only.

Indeed,thedeclaredpurposeisnotconstrainingevenint he first year if the government can shift

funds that otherwise would have been spent for that purpose to other areas. Because override

votingoftenoccurs before the rest of the local budget is determined, there is no precise way to

knowthe extent to which a successful override actually raises spending of the designated type,

as opposed to serving as a fungible source of additional revenue.

Table 7 presents summary data on override voting from 1990 to 1995, the years when

overrides were used most extensively. Once again, we exclude towns with fewer than 1000

re sidents from the analysis. The first row of the table shows the average composition of local

spendi ng in 1989, from Table 5. The second row shows the percent of overrides proposed for

N o t e that overrides are not a one-time process: If an ambitious override attempt fails,

20

officialscantryagainwithamoremodestproposal.Indeed, municipalities that tried an override

in1990andfailedweremorelikelythanothermunicipalitiestopa ss an override for that purpose

in1991.Butthissequentials trategy does not represent a very large share of override attempts,

asonlyone-quarterofthemunicipalitiesthatvoted down an override in 1990 approved a similar

one in 1991.

We noted earlier that the aggregate amount of approved overrides peaked in 1991 and

21

1992. The low success rate in those years reflects a surge in the overrides proposed.

eachcategoryofspending.

Surprisingly, education represents a much smaller share of override

attempts than of municipal spending, and the "other" category a larger share. People who are

unhappy about government inefficiency would presumably be averse to supporting the

government "bureaucracy" and more likely to approve an expenditure for a specific desirable

item; elected officials who recognize this penchant should be more likely to propose overrides

forfiretrucksor teachers than for general operating expenses. Elected officials appear to have

r e ad the voters reasonably well here: as the third row shows, the success rates for override

p r o positions are fairly constant across all of the categories. The last two rows show that a

20

s i milar pattern emerges when overrides are weighted by their dollar amounts. This finding

supportstheregretormission-accomplishedtheor y, in which people did not view local spending

as negatively in the early 1990s as in 1980, when the Proposition was approved.

We also examined the pattern of overrides by year, to see whether there are significant

trends in the types of overrides proposed or passed. The success rate of all overrides changes

sharply across the years, with lows in 1991 and 1992 and highs in 1993 and 1995. But the

21

success rates of overrides for different purposes move roughly with the overall rate.

The cumulative amount of overrides and exclusions represents a large increase in

municipalrevenues.Figure4 shows the distribution of communities by the ratios of their 1989

We calculate each community�s basic levy limit by subtracting from its actual levy the

22

compoundedvalueofallpastandpresentoverrides and the value of all exclusions then in force.

This effect is significantly larger than one might expect given the small increments to

23

annualgrowthattributedtooverridesandexclusionsinTable3.Table3sh ows the effect of these

r e solutions on total local revenue; the discussion here is about property tax revenue, which is

about half as large. Moreover, Table 3 showed aggregate effects on local revenue in

Massachusetts, while the statement here refers to the average effect by community. Because

largecommunitieshaveapproved much smaller amounts of overrides and exclusions per capita,

these resolutions matter much less in the aggregate than in the average community.

Over sixty percent of the municipalities at or below the basic levy limit attempted an

24

override or exclusion between 1990 and 1995.

and1995taxl evies to their “basic levy limits”--what levies would have been in the absence of

a n y overrides or exclusions under Proposition 2 . In both years, there is a cluster of

22

communitiesjustbelowt he limit, but the cluster is much smaller in 1995 than in 1989, and the

fractionofthedistributionabovethelimitismuchgreater.

In 1989, more than half of cities and

townsweretaxingbelowtheirbasiclevylimits,byanav erage of 3 percent. By 1995, only one-

quarterofthecitie s and towns were below their limits, and nearly four-fifths of this group was

taxin g within 1 percent of those limits; only 6 percent of municipalities were taxing more than

1percentbelowthe basic levy limit. The mean excess of tax revenue over the basic levy limit

was 14 percent in 1995, and in one-quarter of communities, the excess exceeded 20 percent.

23

Roughly two-thirds of the amount raised over the basic levy limit derives from overrides, and

one-third from exclusions. Clearly, local revenue did not grow sufficiently rapidly under the

basicconstraintsofPropos ition 2 to satisfy many people. This result provides some evidence

in support of the regret or mission-accomplished theory.

ButFigure4alsosupportsthea gency loss theory. Almost without exception, municipal

government s in 1995 used all of their taxing authority, and in many cases wanted even more.

24

Ontheeffectofstatebalanced-budgetrulesonfiscal outcomes, see Alt and Lowry (1994),

25

P o terba (1994), and Bohn and Inman (1995). On state tax limits, see Rueben (1996) and

S h adbegian (1996). On local tax limits, see Preston and Ichniowski (1991) and Dye and

M c Guire (1995). On the effect of alternative school budget institutions, see Romer and

Rosenthal(1982),

Romer, Rosenthal and Munley (1992), Olmsted, Denzau and Roberts (1993),

and Rothstein (1994).

Certainly, by 1995, the Proposition imposed a real constraint on local revenue.

The clustering of communities at their levy limits belies a simple median-voter model.

In such a model, Proposition 2 would have symbolic, but not substantive, value. Yet, the

substantiveeffectofProposition2isclear.Inde ed, while there is much literature showing that

“ i nstitutions matter” for fiscal outcomes, our evidence is among the first that controls for the

correlation between tastes for limited government and designing institutions under which

governments operate (see Poterba, 1997).

25

Determinants of Overrides and Exclusions

To better understand which of our theories help to explain voters� attitudes toward

municipal government, we estimate equations of the form:

where

OE isthecumulativevalueofalloverrides passed in community i from fiscal years 1990

i

t o 1995 plus the change from 1989 to 1995 in the value of exclusions in force, B is the

i

community’s basic levy limit in 1995, and X is a set of community characteristics designed to

i

testthedifferenttheories.Weexcludeoverridesandexclusionspassedbefore

1989 because there

New overrides and exclusions between 1989 and 1995 raised the levy of the average

26

community in the sample by 9 percent; the standard deviation of this increase was 10 percent.

Thismeanincreaseissmallerthantheaverag e excess of taxes over the basic levy limit reported

earlier because of override and exclusion resolutions approved before 1989 and because the

smallestcommunitiesexcludedfromoursamplepassedaproportio nately greater amount of these

resolutions.

weremanyfewerofthem,andbecausesomeelementsofthe

X ’sareb ased on the fiscal situation

i

ente ring 1990. We estimate the equation using ordinary least squares, an approximation given

that many observations for OE are zero. As before, we include only those communities with

i

more than 1000 residents in 1980.

26

Thisequationcombine s two steps of the override and exclusion process: the decision of

publicofficialstoproposesucharesolution;andthedecisio n of voters to approve or disapprove.

Somepriorresearch( e.g., Rubinfeld, 1977) estimates only the second stage, while other efforts

(e.g.,Romer,RosenthalandMunley,1

992) focus on the first stage, assuming implicitly that the

probabilityofpassageisc onstant. Without separate instruments for the two stages of decision-

making, however, we could not identify the separate effects of each stage without imposing

functionalformrestrictions.Becausepersuasiverestrictionsofthis sort do not exist, we combine

the two stages into one equation.

We choose X variables that help distinguish among the alternative theories of voter

behavior outlined in the previous section. The variables that we use and their mean values are

reported in the first column of Table 8.

Totes t the agency loss theory, we include measures of antipathy toward government in

g e neral, as well as measures of local government finances. The first variable in the former

categoryistheshareofvoterswhoareRepublican;Republicanspre sumably feel that government

We include the level and change in income as controls, as described below.

27 is more wasteful than do Democrats. We also include the share of voters who approved

Proposition 9, a much-debated successful 1995 ballot initiative that eliminated rent control in

M a ssachusetts. Like Proposition 2 , Proposition 9 raised important issues regarding the

a p p ropriate role of local governments. The final variable in the taste category is the share of

voterswhoapprovedProposition2.

Because this variable may just pick up the effect of more

fundamental economic or demographic characteristics, we first present a model excluding this

v a riable. In addition to these proxies for voter attitudes, we include several measures of

m u nicipal finances: per capita state aid in 1989, per capita local revenue aside from property

taxes and state aid in 1989, and the changes in these variables between 1981 and 1989. The

remai ning category of local revenue--property taxes--is included separately in the regression in

order to test the personal finance theory, which we describe shortly.

To test the regret theory, we include the initial impact of the Proposition on per capita

propertyta xes. If voters originally believed that spending was wasteful but then reversed their

view later, overrides and exclusions should be a positive function of initial impact.

Totestthepersonalfinancetheo ry, we include per capita property taxes in 1989 and the

changeinpercapita taxes from 1981 to 1989. If people look only at their personal finances in

deciding whether to support higher taxes, then the change in the personal tax burden should

negatively affect approvals of overrides and exclusions.

27

To test the demographic differences theory, we include the share of the population that

is young, the share that is old, and the share that is non-white. Because these variables affect

thedemandforp ublic spending directly as well as affecting people�s views about who receives thebenefit s of spending, it is difficult to interpret the estimated coefficients on these variables.

As a proxy for demographic diversity, we follow Poterba (1996b) and include the difference

betweentheshareo f the young who are non-white and the share of the old who are non-white.

Finally,weinclud e a number of control variables: the size of the community, per captia

incomeanditschange,theaveragehousevalueanditschan ge, the share of the population living

inowner-occupiedhou sing, and the community�s excess capacity as a share of the levy limit in

1989.

Empirical Results

Thelasttwocolumnsof

Table 8 present our empirical results. Column (2) includes the

shareofvoterssupportingProposition2asanexpl anatory variable, while column (1) does not.

Thefirstrowspresenttheresultsfort he agency loss theory. Neither of our two basic measures

of tastes--the share Republican and the share in favor of Proposition 9--is significantly related

to overrides and exclusions, although their coefficients have the expected signs. State aid and

thechangeinst ate aid have a negative effect, but the estimated coefficients are not statistically

distinguishable from zero. Other local revenue and its change appear to matter not at all.

Theonevariablethatissignifican tly--and negatively--related to overrides and exclusions

isvotesforProposit ion 2 . The absolute value of the coefficient is extremely large, with each

a d ditional percentage point of support for the Proposition reducing the value of successful

resolutionsby18percentofthebasiclevylimit.Theimportantrole of this variable substantially

supports the agency loss theory, but it is interesting that we do not see this effect with

conventional indicators of attitudes toward government.

The simple correlation between the dependent variable and impact is negative, because

28

largercommunitiese xperienced larger impacts and later passed fewer overrides and exclusions.

The regressions control for population size.

Cutler,

Elmendorf and Zeckhauser (1993) report that previous researchers generally have

29

found that states with more old people have less public spending, but localities with more old

peopledonot.SeeBogart(1991)andRomer,RosenthalandMunley(1992)fo r analyses of local

T h e next row of the table tests the regret or mission accomplished theory. The initial

impact of Proposition 2 is significantly positively related to support for overrides and

exclusions.Theestimatedeffectisfairlysmall,however.

Ceterisparibus ,a community that was

initiallyforcedtoreduceit s property taxes by 16 percent (the average among communities with

a non-zero impact, shown in Table 2) later raised its taxes about 2 percent more than a

communitywithnoinitialconstra int. This result is consistent with the regret theory, although

28

the amount of regret is modest.

Thefoll owing rows show that personal finances affect voters’ support for overrides and

exclusions.Thecoeff icient on property taxes is negative and statistically significantly different

fromzero;thehigheraretaxesto begin with, the less are people willing to raise property taxes,

even after controlling for other resources available to the local government and their income.

The standard deviation of per capita property taxes is about $300, so that a one standard

deviation increase in property taxes reduces the amount of overrides by about 4 percent. This

effect is moderately large, although not as large as the effect of voting against Proposition 2 .

Thecoefficientsonthedemographic variables do not suggest especially strong effects of

demographicdifferencesonoverridesand exclusions. The share of the population that is young

hasasignificantpositivecoefficient,whilethesharesthatareoldandno n-white have coefficients

thatarestatisticallyindisti nguishable from zero. And the difference between the shares of the

29 governments, and Case, Hines and Rosen (1993) and Poterba (1996b) for analyses of states.

youngandoldwhoarenon-whiteplayslittleroleinthe override and exclusion process. Despite

many anecdotes about the importance of demographic differences for public attitudes, such

differences appear unrelated to the desire to raise property taxes in our sample.

Thecoefficientsonthecontrolvariablesaregenerallyi n line with what we would expect.

Communities with larger populations undertake appreciably fewer overrides and exclusions,

perhapsbecausepeoplelivinginlargertownsandcitiesmayfeelles s shared purpose than people

living in smaller municipalities. We tried adding the change in population between 1980 and

1989,buttheva riable does not enter the equation significantly; this result is unsurprising since

newconstructio n is added to the basic levy limits automatically. Communities with more low-

incomehouseholdspassagreaterdollaramo unt of overrides and exclusions per capita, although

thiseffectisonlystatisticallysign ificant for the $15,000-$30,000 group. We cannot distinguish

between the hypothesis that people in a certain group are more likely to favor overrides and

exclusions, and the hypothesis that the presence of people in this group makes others in a

communitymorel ikely to favor these resolutions. The change in income during the 1980s has

no detectable effect on overrides and exclusions.

Averagehousevalu e has a significant positive effect on overrides and exclusions, while

t h e change in house price has a negative effect. The positive effect might arise because

communities with more expensive houses (controlling for income) have residents who value

residential amenities highly, so they want good schools and nice parks. If so, then higher

spendi ng would be capitalized in the price of houses, reinforcing the correlation. The share of

owner-occupiersissignificantlypositivelyrelat ed to overrides and exclusions. Because property taxesarepaidmoredirectlybyowner-occupiers,o ne might expect that the demand for overrides

w o uld fall as their share increased. However, owner-occupiers may also have greater

commitmenttotheircommunities,wh ich could increase the desire for enhanced public services.

Finally,commu nities with more excess capacity in 1989 have significantly fewer overrides and

exclusions over the next 6 years, as we would expect.

Insum,ourevidenceismostconsistentwiththreetheori es. We find substantial evidence

thatagencylossesremainhigh:townsthatvotedagainstPropos ition 2 are less likely to support

overrides a decade later. But the agency cost of local government is not related to obvious

characteristics of the municipality, including its revenue streams, political composition, or

demographiccomposition.

We also find evidence that when individual taxes are higher, people

arelesslikelytosupportoverridesforadditionalm oney. Finally, we find support for the regret,

o r mission accomplished, theory. In towns where the initial impact of Proposition 2 was

greater, voters were more likely to support the Proposition in 1980 but more likely to approve

overrides and exclusions in the 1990s.

8. Conclusion

Citizens have increasingly resorted to referenda when they do not trust their elected

officialstoservetheirinterests.Therefore,observ ing the effects of such direct citizen initiatives

isimportant.Weexamine the experience with Proposition 2 in Massachusetts a decade and a

half after its provisions became law, and with data on subsequent direct votes to override its

constraints.

As expected, Proposition 2 significantly reduced property taxes, especially during its

e a r ly years. Yet, the Proposition�s effect on total local revenue were much smaller than most

p e ople had anticipated. Property tax revenue was boosted by the new construction that

accompaniedthe booming Massachusetts economy in the mid 1980s. And the strong economy

supportedasurge in state aid to localities that further reduced the net effect of the Proposition.

Thefactthatevenaseeminglytightly-wordedPropositionc an have smaller effects than expected

suggests looking carefully at the restraints imposed in other parts of the country.

DidMassachusettscitizensgetwhattheywanted?W hen voters approved Proposition 2

i n 1980, they believed there was significant waste in local government, and they expected the

P r oposition to reduce it. Communities that were to experience larger tax cuts voted

disprop ortionately in favor of the Proposition. It is clear from our results that voters felt there

weresubstantialagencycoststogovernment--thatgovernmentspent more than they would have

spent if they controlled the budget. There is some empirical basis for this view; officials in

essentially all towns spent all of the funds available to them under the Proposition and most

a s k ed their voters for more. But we found no good proxies for voter attitudes on this issue:

Politicalpartyaffiliation,votingforot her smaller-government measures, and local revenue aside

frompropertytaxeshavenosignificanteffectonvoterapprovalofoverrides and exclusions. Nor

could we find evidence that people�s views of local spending are affected by the demographic

heterogeneity of their communities.

O u r results do support the theory that voters� views of local government are strongly

influencedbytheirindividualpropertytaxburden.

Massachusetts had the highest property taxes

inthecountrybeforeProposition2waspassed,ands upport for overrides and exclusions in the

1990s is negatively related to a community�s property taxes in 1989.

Thereissomeevidencethatpeople changed their view about municipal waste over time.

Evenwithmorerapidthanexpe cted growth in municipal revenue in the 1980s, voters approved

s u bstantial amounts of additional taxes in the early 1990s through overrides and exclusions.

M o reover, such voting is related to initial support for the Proposition; municipalities that

experie nced a greater initial impact of the Proposition approved more additional taxes. This is

evidenceeitherthatvotersregrettedsome of their support for Proposition 2 , or that people felt

the Proposition had accomplished what they wanted it to do and thus believed that additional

revenueswouldbewellspent.Yetattitudestoward s government size persist. Communities that

votedmoreheavilyinfavorofProposition2in1980ap proved many fewer dollars in overrides

and exclusions in the 1990s.

Through Proposition 2 , direct citizen action reined in the local leviathans of

Massachusettswhenthe ir expenditures seemed out of hand. Yet, legislative amendments eased

the constraints, the booming economy made them looser still, and subsequent direct votes for

overrides at the municipality level relaxed them further. From these votes and municipal

expenditure patterns, we infer that although Proposition 2 did curb agency loss due to

overspending local officials, it initially went too far.

References

Alt,JamesE.andRobertC.Lowry(1994)."DividedGovernment,FiscalIn stitutions, and Budget

Deficits:EvidencefromtheStates,"

AmericanPolit ical Science Review (December): 811-

828.

Bogart, William T. (1991). "Observable Heterogeneity and the Demand for Local Public

Spending," National Tax Journal (June): 213-223.

Bohn,HenningandRobertP.Inman(1996)."ConstitutionalLimitsan d Public Deficits: Evidence

from the U.S. States," Carnegie-Rochester Conference Series on Public Policy

(December): 13-76.

Boston Globe, October 30, 1980: 2.

Bradbury,KatharineL.(1991)."CanLocalGovernmentsG ive Citizens What They Want?,” New

England Economic Review (May/June): 3-22.

Bradbury,KatharineL.,Kar l E. Case, and Christopher J. Mayer (1997). "School Quality, Local

Budgets and Property Values," Federal Reserve Bank of Boston Working Paper.

Bradbury,KatharineL.andHelenF.Ladd(1982a)."Proposition2:Initi al Impacts, Part I," New

England Economic Review (January/February): 13-24.

Bradbury, Katharine L. and Helen F. Ladd (1982b). "Proposition 2 : Initial Impacts, Part II,"

New England Economic Review (March/April): 48-62.

Burke, Edmund (1774). “Speech on American Taxation.”

Case,AnneC.,JamesR.Hines,Jr.,an d Harvey S. Rosen (1993). "Budget Spillovers and Fiscal

Policy Interdependence: Evidence from the States," Journal of Public Economics

(October): 285-307.

Courant,PaulN.,E dward M. Gramlich, and Daniel L. Rubinfeld (1980). "Why Voters Support

TaxLimitationAmendments:TheMi chigan Case," National Tax Journal (March): 1-20.

Cutler, David M., Douglas W. Elmendorf, and Richard Zeckhauser (1993). "Demographic

CharacteristicsandthePublicBundle,"

Public

Finance/Finances Publiques (supplement):

178-198.

Cutler, David M., Douglas W. Elmendorf, and Richard Zeckhauser (1997). "Property Tax

Limitations in Retrospect," National Tax Association Proceedings: forthcoming.

Dye, Richard F. and Therese J. McGuire (1995). "The Effect of Property Tax Limitation

M e asures on Local Government Fiscal Behavior," University of Illinois Institute of

Government and Public Affairs mimeo.

Ladd, Helen F. and Julie Boatwright Wilson (1982). "Why Voters Support Tax Limitations:

EvidencefromMassachusetts’Proposition2,"

National

Tax Journal 35 (June): 121-148.

Ladd,H elen F. and Julie Boatwright Wilson (1985). "Proposition 2 : Explaining the Vote," in

T e rry Nichols Clark, ed., Research in Urban Policy, Volume 1: Coping with Urban

Austerity. New York: JAI Press.

L a ng, Kevin and Tianlun Jian (1996). "Property Taxes and Property Values: Evidence from

Proposition 2 ," Boston University mimeo (September).

Massachusetts Department of Revenue (1990). Everything You Always Wanted to Know About

LevyLimit s ... But Were Afraid to Ask: A Primer on Proposition 2 , Division of Local

Services.

Matsusaka, John G. (1995). "Fiscal Effects of the Voter Initiative: Evidence from the Last 30

Years," Journal of Political Economy (June): 587-623.

O l msted, George M., Denzau, Arthur T., and Judith A. Roberts (19xx). "We Voted for This?

InstitutionsandEducationalSpending,"

Journalo f Public Economics (October): 363-376.

P o terba, James M. (1994). "State Responses to Fiscal Crises: The Effects of Budgetary

Institutions and Politics," Journal of Political Economy (August): 799-821.

Poterba, James M. (1995), "Capital Budgets, Borrowing Rules, and State Capital Spending,"

Journal of Public Economics (February): 165-187.

Poterba,JamesM.(1996a)."BudgetIns titutions and Fiscal Policy in the U.S. States," American

Economic Review 86 (May): 395-400.

Poterba, James M. (1996b). "Demographic Structure and the Political Economy of Public

Education, National Bureau of Economic Research Working Paper No. 5677 (July).

Poterba, James M. (1997). "Do Budget Rules Work?" in Alan Auerbach, ed., Fiscal Policy:

Lessons from Economic Research, Cambridge, MA: MIT Press, 1997.

P r e ston, Anne E. and Casey Ichniowski (1991). "A National Prespective on the Nature and

EffectsoftheLocalPropertyTaxRevolt,1976-198

6," National Tax Journal (June): 123-

145.

Romer,ThomasandHowardRosenthal(1982)."MedianVotersorB udget Maximizers: Evidence

from School Budget Referenda," Economic Inquiry (October): 556-578.

Romer,Thomas,Howa rd Rosenthal, and Vincent G. Munley (1992). "Economic Incentives and

Political Institutions: Spending and Voting in School Budget Referenda," Journal of

Public Economics (October): 1-33.

Rothstein, Paul (1994). "Learning the Preferences of Governments and Voters from Proposed

Spending and Aggregated Votes," Journal of Public Economics (July): 361-389.

Rubinfeld,DanielL.(1977)."Voti ng in a Local School Election: A Micro Analysis," Review of

Economics and Statistics (February): 30-42.

R u eben, Kim (1996). "Tax Limitations and Government Growth: The Effect of State Tax and

Expenditure Limits on State and Local Government," MIT mimeo (January).

Sears, David O. and Jack Citrin (1985). Tax Revolt: Something for Nothing in California.

Cambridge, Mass.: Harvard University Press.

Shadbegian,RonaldJ.(1996)."DoTaxandExpenditu re Limitations Affect the Size and Growth

of State Government?" Contemporary Economic Policy (January): 22-35.

T i ebout, Charles M. (1956). "A Pure Theory of Local Expenditures," Journal of Political

Economy (October): 416-424.

Wall Street Journal, November 25, 1991: A1-A6.

- 1 0

- 5

0

5

1 0

Y e a r

P e r c e n t C h a n g e

1 9 7 8 1 9 8 0 1 9 8 2 1 9 8 4 1 9 8 6 1 9 8 8 1 9 9 0 1 9 9 2 1 9 9 4

P r o p e r t y T a x e s - T o t a l N e w G r o w t h i n Y e a r

N e w O v e r r i d e s a n d E x c l u s i o n s i n Y e a r S t a t e A i d

F i g u r e 1 : G r o w t h o f L o c a l R e v e n u e i n M a s s a c h u s e t t s

1 9 7 6 - 1 9 9 5

0

0 . 5

1

1 . 5

2

2 . 5

3

Y e a r

P e r c e n t

1 9 8 6 1 9 8 8 1 9 9 0 1 9 9 2 1 9 9 4

F i g u r e 2 : E x c e s s C a p a c i t y a s a S h a r e o f t h e L e v y L i m i t

- 0 . 6

- 0 . 4

- 0 . 2

0

0 . 2

Y e a r

C o e f f i c i e n t o n I m p a c t p e r c a p i t a

1 9 8 2 1 9 8 4 1 9 8 6 1 9 8 8 1 9 9 0 1 9 9 2 1 9 9 4

F i g u r e 3 : N e t I m p a c t o f P r o p o s i t i o n 2 1 / 2

o n M u n i c i p a l R e v e n u e s

0

0 . 1

0 . 2

0 . 3

0 . 4

R a t i o o f T a x e s t o L e v y L i m i t

S h a r e o f M u n i c i p a l i t i e s

< . 9 5 . 9 5 - . 9 7 . 9 7 - . 9 9 . 9 9 - 1 . 0 0 1 . 0 0 - 1 . 0 5 1 . 0 5 - 1 . 1 0 1 . 1 0 - 1 . 1 5 1 . 1 5 - 1 . 2 0 1 . 2 0 - 1 . 2 5 1 . 2 5 - 1 . 3 0 1 . 3 0 - 1 . 3 5 1 . 3 5 - 1 . 4 0 1 . 4 0 - 1 . 4 5 1 . 4 5 - 1 . 5 0 > 1 . 5 0

1 9 8 9 1 9 9 5

F i g u r e 4 : T a x R e v e n u e s R e l a t i v e t o t h e L e v y L i m i t