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Executive Summary

New Jersey is considering a tax reform called "Cap 2.5," under which a municipality's tax levy on existing property
could not grow more than 2.5 percent in any year, unless its voters pass a referendum allowing a greater increase. This
reform is similar to Massachusetts's Proposition 2.5, which that state adopted in 1980.

...

Overall, Proposition 2.5 has succeeded in restraining growth of property-tax collections, total tax collections, and per-
pupil education spending in Massachusetts. These fiscal successes have not come at the expense of the state's
educational outcomes, which are the nation's best, consistently outperforming-or at least tying-New Jersey's results on
national school exams.

...

Massachusetts's experience suggests that New Jersey, by adopting a similar reform, could significantly restrain tax
growth without hurting educational outcomes. The Bay State has shown that it is not necessary to be the national leader in
school spending to be the national leader in school outcomes.

The findings of the report are:

In Massachusetts, Proposition 2.5 has been effective in controlling growth in property taxes. Real-dollar property-tax
growth from 1980 to 2007 was just 22 percent in Massachusetts. It was 68 percent nationwide and 102 percent in
New Jersey.
Overall growth in state and local taxes was 58 percent in Massachusetts, while it was 70 percent nationally and 108
percent in New Jersey. As a result, New Jersey went from being the state with the tenth-highest state and local tax
burden to being the state with the highest burden. In the same period, Massachusetts fell from second to twenty-third.

...

New Jersey, as well, has a property-tax cap, enacted in 2007, which limits growth in local tax levies to 4 percent per
year. However, unlike Massachusetts's cap, New Jersey's is studded with exceptions that make it an ineffective bar to
tax and spending growth. For example, the cap permits exceptions for growth in employee health-care and pension
costs, which have been rising rapidly. The proposed Cap 2.5 would not allow these exceptions.

Proposition 2.5 and Its Effects on Taxes and Spending

Proposition 2.5 has had marked effects on property taxes in Massachusetts. From 1980 to 2007 (the most recent year
for which Census of Local Governments data are available), property taxes per capita rose 22 percent in
Massachusetts, while they rose 102 percent in New Jersey and 62 percent in the country as a whole (all figures based
on constant 2007 dollars). In real dollar terms, per-capita property taxes rose $1,257 in New Jersey, $499 in the country
as a whole, and just $303 in Massachusetts.

Through 1981, property-tax collections per capita were higher in Massachusetts than New Jersey. But as of 2007, New
Jersey collected 46 percent more per capita in property tax than Massachusetts. New Jersey is now home to seven of
the ten counties in the country with the highest median property tax on owner-occupied homes.

For the typical homeowner, the property-tax gap between Massachusetts and New Jersey is massive. As of 2007, the
median owner-occupied home in Massachusetts's most taxed county-Middlesex, a suburban county northwest of
Boston-was subject to a property tax of $4,271, which is less than the median tax bill in sixteen of New Jersey's twenty-
one counties. Hunterdon, the most taxed county in the Garden State, had a median bill nearly twice as high: $8,347.[1]

...

Effect on overall tax levels

From 1980 to 2007, state and local tax collections per capita grew 58 percent in Massachusetts in real dollars, while
growing 70 percent nationally and 108 percent in New Jersey. This means that Massachusetts's faster than normal
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growth in revenues from other taxes only partly compensated for the slower growth of its property-tax revenues.

The difference in overall tax growth allowed New Jersey to leapfrog Massachusetts in tax collections per capita. In 1980,
New Jersey's tax collections per capita were 9 percent lower than Massachusetts's. By 2007, they were 21 percent
higher. Between 1980 and 2007, New Jersey rose from tenth to first in the Tax Foundation's ranking of state and local
tax burdens as a share of income, while Massachusetts fell from second to twenty-third.[2]

...

Educational Performance in Massachusetts and New Jersey

Per-pupil education spending in Massachusetts exceeds the national average but is significantly lower than it is in New
Jersey and other states at the top of the spending ladder. However, Massachusetts is managing to be the clear top
performer on the National Assessment of Educational Progress (NAEP)-at only a moderately high cost.

Since the inception of the NAEP exams in 1992, Massachusetts has consistently tied or outscored New Jersey, and the
gap between the two has grown over time. On the 2009 exam, Massachusetts soundly beat New Jersey in grade four
reading and math and grade eight math; Massachusetts also outperformed New Jersey in grade eight reading, though by
a statistically insignificant margin.

...

Conclusion

Proposition 2.5 appears to have held down property taxes as well as overall taxation in Massachusetts, despite above-
normal increases in state aid to localities since the enactment of the property-tax cap. As a result, per-pupil education
spending is significantly lower in Massachusetts than in New Jersey.

However, Massachusetts's students consistently outperform New Jersey's on the NAEP exams. Massachusetts's
advantage persists within most demographic groups. All kinds of school districts in Massachusetts have a lower cost
model, even those with high percentages of students who are learning English or who come from low-income families,
and these students still outperform their New Jersey counterparts on the NAEP.

...

View entire report here.
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