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With home values rising across the country, some residents are increasingly 
unhappy with their rising property tax bills.1 As legislators search for solutions, 
it is important to realize we have been here before – and we know what does 
not work. The last time states were persuaded to “fix” their property taxes 
by passing tight restrictions, in the 1970s and 1980s, they enacted a wave 
of measures that have fallen spectacularly short of their promises. These 
restrictions have failed to curb housing cost growth and instead led to greater 
inequality, loss of vital public services, and – ironically – even more public 
frustration with how we pay for schools and other local services.

Across-the-board property tax cuts create less fair local tax systems in the long 
run. State legislators and local governments should prioritize the residents who 
can least afford their property taxes, not the residents and businesses who can.

Key Takeaways

• Property tax limits have done nothing to reduce the cost of housing, and in 
some cases have made new housing construction more expensive. 

• Property tax limits create inequities in the property tax system and generally 
favor wealthy property owners over low-income property owners by taxing 
properties differently depending on length of ownership, whether someone 
rents or owns their home, or if they live in a fast-growing community.  
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• Property tax limits have led to reduced local services, instability in local 
finance including local debt, increased reliance on regressive tax options, 
and more state funding to fill the gaps. 

• Property tax limits have failed property owners and fueled frustrations 
that there is inherent unfairness in the system. This has paradoxically led 
to proposals to abolish property taxes, particularly in states with extreme 
property tax limits. 

Overview
The so-called “tax revolt” of the 1970s and 1980s was a movement against 
rising property taxes that eventually morphed into a larger pushback against the 
concept of taxation.2 This took the form of constitutional and statutory changes 
to state property tax systems that limited local governments’ ability to pay for 
their own services. By the end of the 1980s, over a dozen states had severely 
curtailed localities’ ability to tax property fairly and accurately, instigating a 
change in how municipalities taxed residents. Tax and expenditure limits existed 
in states as far back as the 1870s but took on a new tenor and severity during 
the anti-tax revolt.

Economic historians and public finance experts point to an unfortunate 
combination of rising home prices and stagflation – the trio of slow economic 
growth, inflation, and high unemployment as a leading cause of these anti-tax 
movements. Even though property taxes are a relatively small part of housing 
costs, they are visible to homeowners, and crucially, a lever for political leaders 
to pull to satisfy voters. 

As purchasing power stagnated, leaving some households asset-rich and 
income-poor, residents felt increasingly resentful of their property tax bills.  
Home prices rose so quickly that the share of property tax paid by commercial 
properties shrank significantly.3 

Local governments also faced rising costs to provide crucial public services, 
leaving them unable to cut rates for struggling property owners.

Polling at the time revealed resentment about how people felt tax dollars 
were being spent and a fundamental misunderstanding of how local, state, 
and federal tax dollars were allocated.4 Political headwinds against perceived 
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and real malfeasance led to mistrust of state and local governments. That 
mistrust calcified into a feeling among many voters at the time that government 
at all levels was wasting taxpayer money.5 Wealthy anti-tax advocates and 
conservative elites took advantage of these trends in fast-growing states to 
push a much more extreme policy agenda than many voters initially wanted.

The nationwide anti-tax movement that followed used four different types of 
limits to control the growth of property taxes.

• Assessment limits constrained the growth of the assessed values of 
properties through caps on growth over time, or on the individual property’s 
value.  

• Levy limits restricted the growth of tax levies or tax rates, which controlled 
the amount that municipalities could raise taxes.  

• Revenue limits limited the amount of money municipalities could bring in, 
and either required governments to refund taxpayers or put a preemptive 
limit on how much they could request in the first place. 

• Expenditure limits constrained how much localities could spend of 
“own-source funds,” or taxes the cities, schools, and counties generated 
themselves. 

 
Policymakers had better options available – namely, property classification 
and property tax circuit breakers – but did not make those options available 
to constituents either due to poor timing or lack of political will.6 This report 
provides a history and description of the unintended consequences of poorly 
targeted tax limitations. It will examine some of the economic effects of 
California’s Prop 13, Colorado’s Gallagher Amendment and Taxpayer Bill of 
Rights (TABOR), Massachusetts’ Prop 2 ½, Michigan’s Headlee Amendment and 
Proposal A, New York City’s assessment limit, and Ohio’s HB 920. (For a more 
exhaustive list of tax limits, refer to the Lincoln Institute of Land Policy’s 172-
year history.) 
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What Do These Tax and Expenditure Limits Do?

State Law Major Elements

Constitutional 
or Statutory 
Change?

Year(s) 
passed

California Proposition 13

Municipalities can only tax 1 percent of total 
assessed value. Assessed values on individual 
properties may only grow by the lesser of 2 
percent or inflation. Assessed values rolled 
back to 1975-76 values. Assessed values are 
reset at sale. Supermajority required for new 
taxes or municipal bond offerings. This is 
unique because all the limitations apply to both 
commercial and residential properties.

Constitutional 1978

Colorado
Gallagher 
Amendment/
TABOR

The Gallagher Amendment capped the share 
of the property tax levy residential properties 
could take up. It was repealed in 2020. 
TABOR put a hard cap on levy growth with a 
requirement for governments to refund any 
excess revenues.

Constitutional 1982/1992

Massachusetts Proposition 2 1/2
Placed a 2.5 percent growth cap on revenues 
and levies excluding new construction. 
Required voter approval to raise taxes.

Statutory 1980

Michigan
Headlee 
Amendment/ 
Proposal A

Headlee limited revenues from assessment 
increases and required voter approval for 
any increase in taxes. Prop A put a 5 percent 
growth cap on individual residential property 
tax bill growth and adjusted school funding 
formula.

Constitutional 1978/1994

New York
Assessment 
Limit

Capped the growth in assessments in the 
“special taxing districts” of New York City and 
Nassau County. Created assessment classes 
for different types of property and assigned 
different rate-sharing among those property 
classes. Two separate levers for adjusting the 
share each type of property will pay, as well 
as the level at which those properties are 
assessed.

Statutory 1971

Ohio HB 920

Partial levy limit with strict requirements for 
new growth. Any increase in assessment values 
will cause tax rates to go down without other 
approval from voters.

Statutory 1976
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What Were the Effects on Taxing 
Districts? 
By implementing property tax limits, state governments intentionally 
constrained localities and schools’ ability to raise or spend revenues. This top-
down approach from state legislatures treats all taxing districts the same, even 
when there are substantive differences in population, economic conditions, or 
structure of local government. 

Though the policies were generally portrayed as a tax cut, they were not framed 
to voters as a hit to municipal financial stability. Some voters might not have 
understood that these limits would cut local government funding or might not 
have grasped the degree to which that would happen or how it might affect 
their cities or schools. The erosion of local government authority over their own 
tax bases has had massive implications for how local governments and state 
governments interact.7

For instance, when California’s Prop 13 passed, most voters assumed the state 
would use its surplus to make schools and counties whole – which was true 
until the surplus ran out. Estimates at the time anticipated 50 to 75 percent 
losses due to Prop 13, and the state spent much of its reserves over the next few 
years trying to fill in the gap for local governments. Counties in particular came 
to rely overwhelmingly on state funds, as many of the duties counties carry out 
relate directly to state priorities – health care, the criminal legal system, state 
highway maintenance, and other regional efforts.

Massachusetts experienced something similar. In the wake of Prop 2 ½, taxing 
districts across the state increasingly relied on state aid to be made whole. 
When the state reduced available funds to municipalities, those municipalities 
turned around and opted for tax limit override elections.8 Part of the reason 
similar tax limitations being proposed today are so dangerous is that many 
states do not have the same capacity to make local revenues whole as California 
and Massachusetts did. What’s more, cities may not have consistent access to 
state aid and may even have conflicting priorities with the state.

Many cities have therefore responded to property tax limits primarily by 
expanding the use of regressive taxes, like sales taxes and user fees.9 Colorado 
cities and counties also have a number of local sales taxes, often earmarked 
for specific services that would likely otherwise be funded via property taxes. In 
2019, sales taxes made up nearly 33 percent of local government revenues in 
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Colorado – almost double the national 
figure of 18 percent.10 Massachusetts 
municipalities are barred from having 
their own sales or income taxes, 
and municipalities have repeatedly 
cut services because of a lack of 
alternative funding.11 Massachusetts 
has also seen growth in user fees and 
charges as a result of property tax 
restrictions.12

Revenue limits can lead to ratcheting 
in which limits are reset to a new 
standard lower than previous years. 
The tax revenues are then “ratcheted 
down” as new growth is limited to 
the growth of a smaller baseline amount. This can sharply constrain public 
budgets, particularly during recessions when revenue is lower and during times 
of inflation when costs get higher. It can result in sharp declines in real dollar 
revenues so that municipalities collect even less than when properties were 
worth the same amount decades prior. California and Colorado have both widely 
adopted special “parcel taxes” which are a flat fee per parcel. They sound like 
property taxes but are often untethered from the value of a property, meaning 
low-value and high-value homes may pay the same amount. Though these are 
defended by municipalities as being an efficient way to pay for services like 
sidewalks and trash service, it is yet another fee charged to owners that would 
be more efficiently and equitably paid for through the property tax system.

Direct Democracy
Tax limits are usually paired with a way for voters to override limits if they wish.  

These overrides are often voted on during off-year or special elections, may be 
described unclearly in ballot language, and can be even more subject than other 
policies to the influence of special interests, wealthy donors, or corporations 
who have a vested interest in the outcome. The tradeoffs are very tangible for 
these special interests; for most residents, the benefits of the overrides are real 
but much more abstract. 

Ohio’s HB 920 has created a convoluted property tax system that requires the 
approval of voters for basic inflation growth. Property tax levies are made up of 
multiple parts, some permanent and others that require voter approval.13 As a 

In 2019, sales taxes made 
up nearly 33% of local 
government revenues in 
Colorado — almost double 
the national figure of 18%.
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result, Ohioans are constantly asked to vote for fixed sum and fixed rate levies — 
two different votes for two different levies with different lengths of applicability, 
rate adjustment, and taxing districts. These levies support ongoing services 
above the millage minimums set by the state. 

Because these are voter approved, they often require annual or biannual 
elections to continue supporting government services. Ohioans are constantly 
asked to go to the polls to support government services they already approved. 
As a result, homeowners in Ohio vote at rates far higher than non-homeowners 
— in some places, nearly twice as much.14 This means that homeowners, who 
are nearly always wealthier than renters by virtue of owning a home, are deciding 
elections for everyone. 

TABOR in Colorado has also led to an increased number of ballot initiatives. 
Localities must go to voters to increase property tax assessment ratios. They 
also ask voters to override the refund cap to allow the government to keep 
money rather than refund it to taxpayers. Municipalities can also completely 
override the TABOR cap. A 2003 study found that a high proportion of Colorado 
ballot initiatives to override TABOR passed, but often had turnout hovering 
around 30 percent15 — other studies have shown that turnout in those elections 
is below 50 percent.16 As in Massachusetts, Colorado has had different results 
based on the overall growth rate of the community; growing communities can 
more easily overcome tax limits, while slow-growing or declining communities 
may not.17

Local Debt
Property tax limits can increase the cost of borrowing and make borrowing 
more legally complex. Many of these laws specifically limit the amount of debt 
a taxing district can take on or make it more difficult for those municipalities to 
pass bond ballot measures. 

Ratings agencies tend to give lower credit ratings to municipalities under strict 
tax and expenditure limits because they perceive an increased risk of municipal 
default – in other words, if they think a city may have a harder time paying 
back its debt, they may lower its credit rating. When credit ratings are low, 
municipalities have to pay a higher interest rate to attract investors. This makes 
the cost go up, and in return, requires higher tax revenues to pay back investors, 
further driving up tax rates. 

The empirical evidence for this shows a small but consistent effect. 
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In California, issuing bonds became politically prohibitive for local governments, 
leading to the proliferation of Certificates of Participation and the creation of 
Mello-Roos bonds.18 Both tools are much less transparent to the public, both 
because they are not voted on the way traditional bonds are, and, in the case 
of Certificates of Participation, are technically held by a government-owned 
corporation. Because Mello-Roos bonds were generally used by placing liens 
on properties, some homeowners in new housing developments paid more in 
Mello-Roos taxes than in property taxes to their city, school districts, and county 
combined.19

Though it would be more efficient to have larger infrastructure investments 
from the federal government,20 taxing districts are on their own when replacing 
roads, improving water infrastructure, and building libraries. These types of 
tax limitations further erode the ability for local governments to invest in their 
communities.

School Funding
In many states, these property tax limits also came in conflict with school 
reform and school funding changes. 

Prior to the 1970s, schools were funded almost exclusively through property 
taxes in many states. This led to vast differences between lower- and higher-
income communities. A series of lawsuits in the 1970s and 1980s forced states 
to equalize school spending between different school districts. This meant that 
some schools were capped at the per-pupil property tax revenue they could 
collect, while others received additional funds from the state. A meta-analysis 
from 2009 found that tax and expenditure limits often led to an increase in state 
funding, but an overall decrease in education resources.21 

Three examples point to how complicated these school funding issues can be. 

In Massachusetts, Prop 2 ½ has unintentionally led to differential school 
spending results based on how high the property values are. In lower-income 
areas, the state spends more money per pupil to make up for the lack of property 
tax revenues. In higher-income areas, voters can override the cap and can 
cover the per-pupil spending themselves. However, middle-income districts are 
often squeezed. While they frequently have levels of per-pupil spending that are 
adequate for the state, they receive no extra benefit, nor are residents willing 
or able to spend more, meaning those school districts are stuck with fewer 
resources.
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Michigan had a different problem. Proposal A forced Michigan to move to a 
state school funding model. This led to a more equal school funding system, 
getting closer to equal amounts of spending per student by the early 2000s. 
However, Michigan school districts also dramatically expanded charter schools 
around the same time, driving up the costs of the statewide funding model and 
forcing the state to pay more per-pupil to charter schools than to public schools, 
in turn forcing public school districts to continue to rely on local property tax 
revenues.22 There is also evidence that state funding of schools stagnated, and 
in fact was lower in real dollars in 2015 than it was in 1995.23

Ohio’s complex property tax system means that there are seven different factors 
that contribute to the rollback mechanism that affects local school property 
taxes.24 This combination of factors has still managed to create regressivity that 
requires fixes. A recent state auditor report notes that the state recently adjusted 
the state aid formula to school districts but remarked that “the level to which the 
taxpayers of each district are willing to provide support can vary greatly.”25

What Were the Housing Effects? 
Property tax cuts give a tax benefit to existing homeowners. They do not lower 
the price of buying a house for new buyers. Many types of property tax cuts are 
also of limited benefit to renters, both because it takes time for rental market 
rates to adjust to a new property tax level and because landlords tend to keep a 
portion of the tax savings for themselves.

Across nearly all states, some amount of either vertical or horizontal inequity 
has occurred due to the design of these caps. The housing effects are most 
pronounced in California, but there have been recurrent housing issues in many 
of these states. 

Long-term homeowners with multimillion-dollar 
estates pay the same property tax as newer 
buyers with lower-valued properties.

Example of vertical inequity

Tax bill: $4,000
Home purchased in 1995

Tax bill: $4,000
Home purchased in 2017

Homeowners with similar houses 
pay vastly different property taxes 
based on purchase date.

Example of horizontal inequity

Tax bill: $2,000
Home purchased in 1995

Tax bill: $4,000
Home purchased in 2017
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There are three main reasons Prop 13 has contributed to California’s severe 
housing crisis, with median home values more than double the national figure.26  

First, the tax cut operated as a protective scheme for people who already 
owned property. Since Prop 13 capped the amount of growth from the point of 
sale, owners who have owned properties for longer pay a smaller share of the 
overall property tax levy. This leads to neighboring homes with similar market 
values having very different property tax bills, entirely based on the length of 
ownership.27 This has exacerbated the racial homeownership gap in California, 
with Black and Hispanic Californians having less housing wealth than white 
households. Ongoing residential segregation has meant that the value of Black 
and Hispanic homes grows at a slower rate than those in majority white areas. 
Combined with higher aggregate incomes and longer homeownership tenures 
for white residents, Black and Hispanic homeowners receive less in tax savings 
from Prop 13.28

Second, it has encouraged residents to stay in their homes beyond necessity. 
Economists call this a “lock-in” effect.29 Older homeowners with larger homes 
may not be able to afford the property taxes on a new residence, so they stay in 
the family-sized homes they bought decades ago. This means those homes are 
not available for newer families who may still have children in the house. This 
drives up the cost of available housing, making long-term homeowners richer by 
making it much less expensive for them to stay in their oversized homes than to 
move to a more manageable residence.30

Third, Prop 13 has incentivized California municipalities to prioritize zoning for 
commercial properties, particularly those that generate sales tax revenue. Prop 
13 is unique among assessment limits because it also applies to commercial 
properties. This means that commercial properties like office buildings, 
shopping malls, and even Disneyland are perhaps paying tax bills based on 2 
percent annual growth since the 1970s.31 As a result, commercial properties hold 
a smaller share of the overall tax bills in the state than they did in the 1970s.32

Downward pressure on property taxes has led municipalities to increasingly 
allow the development of properties like malls and car dealerships in order to 
generate sales tax revenues,33 Because housing developments do not generate 
substantial new revenue, municipalities and counties have levied fees on 
development called impact fees to account for the impact new residential 
development will have on city resources, like sewer and water connectivity. 
Those too drive up the costs of newly built homes, driving the incentive for 
properties to be larger, single-family homes farther from the urban core. 
Michigan’s assessment cap has created many of the same distortions. 
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For instance, a study in Michigan found that Proposal A led to a reduction in 
effective tax rates for long-term owners that reduced tax bills up to 19 percent 
from 1994 to 2010.34 A different study found that widespread misunderstanding 
about the length of time the property tax cap applied led homebuyers to overpay 
an average $10,000 for the temporary tax benefits of the tax cap.35 Homebuyers 
attempted to “buy” lower property tax bills by purchasing homes in the time 
period between when homes were annually increased January 1 and when tax 
bills were due, which could be months later. However, the purchase price often 
far exceeded the actual tax benefit, leading to gains for home sellers that had 
nothing to do with the physical property itself.

Researchers have also observed that artificially constraining property values 
has negative ramifications for multifamily and affordable housing. In New 
York City, the cap on growth in assessment values gives a benefit to long-term 
homeowners, who tend to be wealthier and own more valuable properties than 
newer owners – just like in California.36 

Research from the Rent Guidelines Board shows that even with offsetting 
property tax exemptions, rent-stabilized units face increasing property taxes, 
only some of which are offset by the state’s multiple property tax exemption 
schemes. Those schemes exempt certain new or recently renovated buildings 
from the full tax bill, but leave owners of non-qualifying properties stuck with the 
full bill.37 

In addition, owners of similarly valued properties are paying vastly different 
tax bills because of the combination of differential tax rates and different 
assessment ratios for single-family homes versus larger multifamily buildings. 
The effects of those two policy choices mean that mansions in Manhattan and 
Brooklyn are taxed six times less than similarly valued multifamily properties 
in the same neighborhood. This drives up rents for the residents of multifamily 
units and gives an artificial tax break to owners of mansions. This means 
majority Black neighborhoods see higher effective tax rates than majority white 
neighborhoods, since Black New Yorkers are more likely to live in multifamily 
units.38  

In Colorado, the Gallagher Amendment capped the share of residential property 
tax bills at their 1985 amount. This kept residential properties at 47 percent 
of the overall property tax share for the entire state. While this sounds like a 
plausible way to control for growing home values, it meant that communities 
were constrained to state growth criteria, not local growth criteria. In fast-
growing parts of the state like Denver, Boulder, and Aurora, this kept property 
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taxes low for old and new residents. However, in rural areas of the state, it held 
down property tax revenues so much that rural municipalities were forced to 
deeply cut services.39

Assessment caps also hurt homeowners when home values fall. A recent book 
by Bernadette Atuahene tells the story of how the Headlee Amendment and 
Proposal A hurt Detroit and Detroiters immensely. 

During the Great Recession, home values in Detroit fell faster and further than in 
much of the rest of the country. The city continued to illegally assess properties 
nearly 70 percent more than they were worth because of the expected loss 
in revenue. This overassessment pushed thousands of Detroiters out of their 
homes through property tax sales, leaving people — particularly Black Detroiters 
— stripped of their housing wealth.40 When Detroit started growing post-
Recession, the city was legally barred from taking advantage of rapidly rising 
home values because of Proposal A – meaning everyone’s tax rates stayed high. 

Other types of caps can also hurt housing development. In Massachusetts, 
many cities have been incentivized not to approve new housing developments 
because of how new growth is calculated in Prop 2 ½. Colorado treated 
affordable housing as “discretionary” spending, meaning the state could 
eliminate line-item funding whenever it could not afford to spend.41 

Did Tax Caps Actually Satisfy Property 
Taxpayers?
Proponents of across-the-board tax cuts like property tax limits often defend 
them as saying they are helpful to homeowners, who can anticipate costs and 
not be pushed out of their homes due to rising property taxes. These can have 
a “progressive” veneer of protecting long-term homeowners, who tend to be 
seniors with lower incomes than working-aged people.42 The issue is that these 
policies have not satisfied taxpayers facing confusing, arbitrary tax policies that 
distort the behavior of governments and residents. 

The best example of this is Ohio. HB 920 made the property tax system so 
exhaustingly complex and unsuccessful at constraining property taxes that 
anti-tax advocates have placed a referendum on the 2026 ballot to completely 
eliminate property taxes in the state. This would bankrupt municipalities 
throughout the state, but abolishing property taxes would have less political 
salience if homeowners were satisfied with either the amount they paid or the 
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services they received. A recent study of Ohio found a small uptick in home 
sales when the cost of public services increased, indicating that lower-income 
homeowners may be feeling the squeeze of property taxes beyond what they 
can afford.43

Massachusetts municipalities are overwhelmingly reliant on property taxes 
because they are not allowed to levy sales taxes. In Boston, the decline in 
commercial real estate has led to rising dependency on residential properties, 
leaving homeowners to foot the bill despite higher assessment ratios for 
commercial properties in the city.

TABOR in Colorado passed shortly after the failure of the Gallagher Amendment 
to constrain growing property taxes on homes. Though the Gallagher 
Amendment intended to rebalance property taxes to charge businesses more 
than residents, all it did was rebalance who paid what portion, not the overall 
growth in tax revenues. TABOR has constrained revenue much more than voters 
anticipated, and localities throughout the state have increasingly asked voters 
to create new taxes, keep already-collected revenues they would otherwise be 
forced to refund, or override the cap entirely.44 After the Gallagher Amendment 
was repealed in 2020 because homes made up 80 percent of all taxable value, 
yet merely 47 percent of the tax base, the state has struggled to find a new 
solution compliant with TABOR.

Prop 13 was so successful at constraining property tax growth for existing 
property owners that it has been referred to as the “third rail” of California 
politics. Every attempt to expand Prop 13 has passed, and most attempts to 
limit Prop 13 have failed. One of the most controversial parts of Prop 13 is the 
inclusion of commercial and industrial property. Large commercial property 
owners, including major businesses, argued against Prop 13 before it passed in 
1978, saying this would give a major tax cut to businesses with little benefit to 
homeowners.45  

In 2020, a failed initiative called Proposition 15 would have removed the tax 
advantage from commercial and industrial property and created a split roll 
tax system.46 The system would have split the property tax system in two and 
created different assessment rules for residential and non-residential properties. 
Anti-tax advocates successfully convinced homeowners that if they ended Prop 
13 for businesses, they would do it for homes. 
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What Should States Do Instead? 
The issue with many of these harmful property tax limits is that because so 
many of them are constitutional amendments, state legislators are incentivized 
to tweak rather than fully repeal them. Even among the policies that are not 
written into state constitutions, like New York City’s assessment limit, the 
political capital needed to do full-scale property tax reform is often lacking, 
with legislators instead thinking about short-term cuts or minor corrections 
rather than long-term solutions, including repeal.47 However, there is promise – 
a new movement in Colorado is gaining steam to repeal TABOR for good.48 We 
recommend several options to states that wish to manage property tax growth 
for those least able to pay. These include: 

• Passing property tax circuit breakers for homeowners and renters 

• Allowing local income taxes to partially offset property taxes 

• Equalizing school funding formulas 

• Improving assessment practices

The most progressive option for states to contain property taxes in a targeted, 
equitable way is a circuit breaker. 

Circuit breakers offer a tax credit to income-qualified homeowners, appropriately 
matching the ability to pay for property taxes with the needs of our 
communities. Circuit breakers protect owners of property that is rapidly accruing 
value, including in gentrifying or quickly growing communities, as well as people 
on fixed incomes like seniors and people with disabilities. They also ensure that 
cities, schools, parks, fire departments, counties, and other special districts 
can pay for all the essential services we share. Michigan — like 28 other states 
and the District of Columbia — already has a circuit breaker,49 which has been a 
lifeline for low-income families and has repeatedly stopped anti-tax advocates 
from further cutting property taxes in the state.

This is the best political and economic solution to the pressures on homeowners 
and is also responsive to the needs of the taxing districts reliant on local 
property tax revenues.

States could also loosen restrictions on other less regressive taxes. Part of 
the issue with property tax caps is that most municipalities are constrained by 



15

INSTITUTE ON TAXATION AND ECONOMIC POLICY

other parts of state tax systems that limit their ability to use anything other than 
sales tax. States could allow local income taxes, progressive real estate transfer 
fees, high-earner taxes, or vacancy taxes. Ohio, New York City, and some cities 
in Michigan all have local income taxes that help stabilize local revenues and 
promote progressivity in local tax regimes.

States should also look to equalize school funding mechanisms. Schools make 
up a significant chunk of property tax bills nationwide.50 Equalizing school 
funding statewide would doubly benefit homeowners who wish to pay lower 
taxes, as well as ensuring that lower-income students are not being harmed 
by regressive property tax caps that lower property tax receipts and increase 
funding disparities between school districts. 

States can also improve assessment practices and increase the frequency 
of reassessment. Not assessing properties on a schedule has, as evidenced 
by California, Michigan, and New York City, led similar properties to have very 
different tax bills. Accurate, timely assessments will improve correlation 
between real values and property bills, and will lead to smaller gaps between 
similar owners.

Since federal funding is likely to be cut further, it is incumbent on state leaders 
to seriously reconsider the way we fund our local governments. Broadly cutting 
property taxes only enriches property owners who can afford to pay, with few 
benefits for low-income homeowners and renters. 
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