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Executive Summary  
 
Introduced on July 16, 2020, Amendment S. 2836 to Massachusetts House Bill H. 4547 

would permit cities or towns to impose a tax surcharge on sales, real or personal 

property, room occupancy, and vehicle excise. Any revenue raised by the surcharges 

must be used by the city or town for “transportation projects”. The surcharges may also 

be imposed regionwide via Regional Ballot Initiatives (RBI).  

 

The Beacon Hill Institute (BHI) used its State Tax Analysis Modeling Program for 

Massachusetts (MA-STAMP) to determine the economic effects of Amendment S.2836. 

Specifically, BHI models the economic and fiscal effects on (1) localities within Suffolk 

County that hypothetically impose a local option sales tax of 1 percent and (2) localities 

within Suffolk County that hypothetically increase their property tax levy limit on the 

total value of all real and personal property to 3 percent from their current levels.  

 

The analysis of imposing a 1 percent local option sales tax on localities within Suffolk 

County shows that, in total:  

 

• Employment in Suffolk County would fall by 1,185 jobs in the first year.  

• Investment in Suffolk County would fall by over $112 million in the first year.  

•  Disposable income in Suffolk County would fall by $51 million in the first 

year.  

• Suffolk County would gain under $60 million in revenue.  

 
See Table ES-1.   

 
The analysis of increasing the property tax levy limit on the total value of all real 

and personal property to 3 percent in Suffolk County shows that, in total:  

• Employment in Suffolk County would fall by 8,768 jobs in the first year.  
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• Investment in Suffolk County would fall by over $54 million in the first year.  

 
Table ES-1: The Economic & Fiscal Effects of a 1% Sales Tax in Suffolk County in 2021 

Town or City 

Private 
Employment 

(jobs) 
Investment  
(millions, $) 

Disposable 
Income 

(millions, $) 

Dynamic 
Revenue 
Change 

(millions, $) 

    
 

Boston -1,097 -104.6 -47.2 55.5 

Chelsea  -33 -3.1 -1.4 1.7 

Revere -39 -3.7 -1.7 1.8 

Winthrop -16 -1.5 -.7 .8 

Suffolk County -1,185 -112.9 -51.0 59.8 

 

• Disposable income in Suffolk County would fall by nearly $750 million in the 

first year.  

• Suffolk County would gain $857 million in revenue.  

See Table ES-2. 
 

Table ES-2: The Economic & Fiscal Effects of Increasing Property Tax Levy Limit to 3% in Suffolk 
County in 2021 

Town or City 

Private 
Employment 

(jobs) 
Investment  
(millions, $) 

Disposable 
Income 

(millions, $) 

Dynamic 
Revenue 
Change 

(millions, 
$) 

    
 

Boston -8,120 -50.2 -694.1 810.9 

Chelsea  -243 -1.5 -20.8 24.3 

Revere -289 -1.8 -24.7 28.9 

Winthrop -116 -.7 -9.9 11.6 

Suffolk County -8,768 -54.2 -749.5 875.7 

 

Amendment S.2836 would have potentially devastating economic effects across local 

economies within Massachusetts. This analysis shows that, within Suffolk County, tax 

surcharges of the kind considered here would inflict substantial losses in employment, 
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investment, and disposable income. When the negative effects on employment, 

investment, and disposable income in the county (which is to say, the “dynamic” effects 

of the tax changes) are taken into account, the amount of revenue gained by imposing 

the tax surcharges would barely exceed the loss of disposable income to county 

residents.  The economic losses will increase exponentially if a local option sales tax or 

property tax levy limit increase is imposed at a regionwide level.  

These results expose the risk that the legislature would take by adopting S.2836. 

Transportation advocates, hamstrung by political obstacles to tax increases at the state 

level, would seek to form local transportation districts for the purpose of raising local 

taxes irrespective of the harm thereby inflicted on the local economy.  Because of cross-

border effects, this harm would be far greater than what the local economy would suffer 

if the tax increases were enacted at the state level.  If the legislature sees transportation 

as a state priority, it should address any need for higher taxes at the state level.   

 

Furthermore, Massachusetts is currently mired in a deep economic contraction as a 

result of the COVID-19 pandemic. As of July, the Massachusetts unemployment rate 

was 16.1 percent, up from 2.9 percent in July of the preceding year. Imposing new taxes 

on local businesses will overwhelm local economies as they try to recover from 

devastating economic shock, forcing further business closures and job losses.   

 
Introduction 
 
An amendment to H.4547, “An Act authorizing and accelerating transportation 

investment,” S.2836, permits a city or town to impose a tax surcharge on a single subject 

of taxation within the city or town; provided, however, that no tax surcharge shall be 

imposed within the city or town unless it has first been approved by the governing 

body of the city or town and accepted by a majority of the voters of the city or town 
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through a ballot question.1 The bill also proposes that municipalities be able to 

implement tax surcharges on a regional basis. The revenue generated and collected by 

the surcharge tax shall be used by town(s) for transportation projects. The revenue will 

be deposited into a “Local and Regional Transportation Fund, of which the municipal 

treasurer or fiscal agent shall be the custodian.” 

 

The bill specifies that in addition to existing property and excise taxes, cities and towns 

will be able to levy tax surcharges on “a single subject of taxation within the city or 

town.” The bill does not specify the goods or services on which a town (or collection of 

towns) could impose surcharges. The process by which the town would implement the 

tax is straightforward and not unlike how localities enact a proposition 2 ½ property tax 

override.  

 

Under the bill,  

Upon approval of the single subject of taxation to be levied and the amount and 
rate of surcharge on the single subject of taxation by the governing body, the 
following question shall be placed on the official ballot by the city or town clerk 
or the state secretary for acceptance by the voters of the city or town at the next 
regularly scheduled municipal or state election in the following form:-- Shall the 
(city or town) of _______ accept sections 2 to 5, inclusive, of chapter 64O of the 
General Laws, as approved by its governing body).2  

 
A summary of the proposed tax, including the specific single subject of taxation to be 
levied and the percentage of the surcharge to be imposed, would appear below the 
description. 
 

The bill also specifies that: 

                                                                                        
1 Massachusetts Senate: Text of the Senate amendment to the House Bill House Bill authorizing and accelerating transportation 
investment (House, No. 4547) (being the text of Senate, No. 2813, printed as amended), July 16, 2020.  
https://malegislature.gov/Bills/191/S2836.pdf. 
2 Ibid.  

https://malegislature.gov/Bills/191/S2836.pdf
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In the ballot question, the city or town may include a list of specific 
transportation projects for which the tax surcharge funds may be used or 
a general description of the types of transportation projects for which the 
tax surcharge may be used. The city or town may also include a sunset 
provision in the ballot question, but the authorization for the tax 
surcharge shall not exceed 30 years.3 

 

An important provision of the bill permits two or more municipalities to form 

“districts” to implement district-wide surcharges, similar to a regional school district or 

department of public works. The municipalities must individually decide to form such 

a district, but only a majority vote in the district is needed to implement new tax 

surcharges. The amount and percentage of the tax surcharge may vary from town to 

town within the district. 

 

Newly formed districts must also create a “transportation committee.” As detailed in 

the legislation:  

The committee shall consist of not less than 5 members. The ordinance or 
by-law shall determine the composition of the committee, the length of the 
term of appointment of the members and the criteria and method of 
selecting the members. The committee shall include, but not be limited to, 
at least: (i) 1 representative from the municipality; (ii) 1 member of each 
regional transit authority to which the city or town is a member 
community, if any; (iii) 1 member of the regional planning agency to 
which the city or town is a member community; and (vi) any other such 
persons, as determined by the ordinance or by-law.4 

 

The committee will study the “transportation-related needs, possibilities and resources 

of the city, town or district” to develop “transportation projects in accordance with the 

ballot initiative.”5 

 

                                                                                        
3 Ibid.  
4 Ibid. 
5 Ibid.  
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The Commonwealth will also establish a Massachusetts Local and Regional 

Transportation Trust Fund for towns that have established districts or have imposed 

individual tax surcharges to generate revenue for transportation projects. The fund will 

be used only to ensure compliance with the law and redistribute the revenue that 

localities have generated through the tax surcharges (because local taxes are first 

collected by localities, given to the state, and then redistributed back to localities in the 

amount generated).   

 

Transportation advocates have long pursued RBI’s as a proposed method of improving 

the state’s infrastructure. While acknowledging that revenues from successful regional 

ballot initiatives enabling new taxes will not generate sufficient revenue to satisfy 

transportation needs, several municipal officials said they would benefit from having 

more options.6  Supporters hope to replicate local tax option mechanisms found in 41 

other states. RBI supporters point to the benefits principle of taxation whereupon 

revenues raised through an RBI would be directly tied to transportation projects 

locally.7 However Massachusetts critics of RBIs argue that such measures are an  “end 

run” around Proposition 2 ½, which imposes limits on increases to property taxes and 

already allows local voters to approve new spending by way of debt exclusions.8  

 

There are precedents for an RBI in Massachusetts.   A dedicated portion (20 percent) of 

Massachusetts state sales tax revenues are directed towards funding the Massachusetts 

Bay Transportation Authority (MBTA). Currently, all localities within Suffolk County 

                                                                                        
6 Chris Lisinski, “Mayor’s appeal for value capture, regional ballot questions.” State House News Service, Salem News, July 29, 2020.  
https://tinyurl.com/y5y97tch. 
7 Metropolitan Area Planning Council. Fact Sheet: An Act Relative to Regional Transportation Initiatives. 
Senator Eric Lesser (S.1551) and Representative Chris Walsh, 
http://www.mapc.org/wp-content/uploads/2017/09/Regional-Transportation-Ballot-Initiatives.pdf. 
8 Chip Ford, "CLT Memo to the Senate" Citizens for Limited Taxation, July 20, 2020 
Monday, July 13, 2020 http://cltg.org/cltg/clt2020/20-07-13nr.htm 

https://tinyurl.com/y5y97tch
http://www.mapc.org/wp-content/uploads/2017/09/Regional-Transportation-Ballot-Initiatives.pdf.
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(among many other localities in Massachusetts) levy a local option meals tax at .75 

percent.  

 
Previous Research 
 

A 2008 working paper by Bo Zhao, Senior Economist at the Federal Reserve Bank of 

Boston titled “The Fiscal Impact of Potential Local-Option Taxes in Massachusetts” 

examined the economic impact of enhancing or adding similar local-option tax schemes 

on cities and towns in the Commonwealth.9  

 

The study employed the “representative tax system” (RTS) model to measure revenue 

capacity from new local-option taxes. The study compared the revenue capacity created 

by new local-option taxes (according to RTS) in Massachusetts to a measure of existing 

local revenue capacity. The rates of new taxes in the RTS model are assumed to be 1 

percent above the local-option income and payroll tax rates, and 0.75 percent above 

local-option meals and sales taxes. Though not identical to the tax framework proposed 

in S.2836, the principal economic analysis holds. 

 

Zhao and his researchers found that “Among the possible new local-option taxes, the 

local income tax [has] the highest revenue potential, and the local meals tax has the 

lowest revenue potential.”10 Interestingly, Zhao notes that the benefits of new local-

option taxes, especially those on meals, general sales taxes, and payroll taxes, are 

heavily concentrated in wealthy, urban, and densely populated parts of the state.  

 

                                                                                        
9 Bo Zhao, “The Fiscal Impact of Potential Local-Option Taxes in Massachusetts”,  Federal Reserve Bank of Boston (October 2010).  
https://www.bostonfed.org/publications/new-england-public-policy-center-working-paper/2010/the-fiscal-impact-of-potential-local-
option-taxes-in-massachusetts.aspx 
10 Ibid.  

https://www.bostonfed.org/publications/new-england-public-policy-center-working-paper/2010/the-fiscal-impact-of-potential-local-option-taxes-in-massachusetts.aspx
https://www.bostonfed.org/publications/new-england-public-policy-center-working-paper/2010/the-fiscal-impact-of-potential-local-option-taxes-in-massachusetts.aspx
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The logic follows that the hubs of tourism and commerce in the Commonwealth have 

the most untapped revenue from sales and payroll taxes. Smaller suburban and rural 

towns cannot demand higher tax rates and expect revenue to keep pace with the 

increases. In general, centers of commerce and tourism had higher existing revenue 

capacities than rural communities or suburban towns.11  

 

In conclusion, Zhao found that in Massachusetts, “New local-option taxes give 

municipalities access to additional revenue sources and can help them overcome fiscal 

difficulties. However, such taxes often do not significantly benefit municipalities with 

low existing tax capacity.” Zhao also finds that these local-option taxes, “would likely 

exacerbate fiscal disparities across the state.”12 Local-option taxes could help certain 

localities increase revenue and resolve fiscal deficits but are not a boon to all towns in 

the Commonwealth. Therefore, local-option tax regimes should not be seen as a 

panacea for fiscal crises or as a fool-proof method of generating revenue for pet projects, 

such as transportation infrastructure upgrades.  

 

The study also draws on research from several different states that also considered or 

enacted local-option tax legislation. In a 2003 study of a local-option sales tax 

earmarked for education, Georgia found that the tax increased existing disparities in 

local property tax capacity, similar to Massachusetts.13 Zhao and another researcher 

dispute these findings, positing that the disparities found in the 2003 study may be due 

to modeling inefficiencies, not the tax itself, but the truth of the issue remains unclear.  

 

                                                                                        
11 Ibid. 
12 Ibid.  
13 Rubenstein, Ross, and Catherine Freeman. 2003. “Do Local Sales Taxes for Education Increase Inequities? The Case of Georgia’s 
ESPLOST.” Journal of Education Finance 28 (3): 425–442. 



 

 September 2020 /                                                                An Analysis of S.2836                       11 

BHI Analysis  

Though the subject is not studied in their research on Massachusetts, Zhao mentions a 

few studies examining the implementation of local-option taxes and their impact on 

localities’ tax revenue streams. In a 2007 study on the effects of local-option taxes in 

Georgia, researchers found that adopting local-option sales taxes increases the volatility 

of local governments’ tax revenue streams.14 This is due to the fact that sales and other 

consumption-based tax revenues are cyclical in nature. When municipalities turn to 

local-option taxes as a significant source of revenue, they become subject to the myriad 

fluctuations of the business cycle. Thus, local-option taxes are less reliable than other 

comparatively stable sources of tax revenue tied to liquid assets, such as taxes on 

property.  

 

In Massachusetts and elsewhere, the Zhao study recommends that the states and 

localities pursue other options to support financially distressed communities in place of 

local-option taxes, finding that, “a more feasible approach to addressing fiscal 

disparities is to change the state aid formula to target fiscally distressed communities 

more strongly. The current lottery aid formula, which is seen as equalizing aid, 

considers only equalized valuation (EQV) in measuring local revenue capacity. It does 

not take into account local revenue sources other than property taxes, or the constraints 

of Proposition 2½.”15  

 

A 2020 paper published by the Federal Reserve Bank of Boston affirmed several of 

Zhao’s conclusions.16 The study’s authors focused on the likelihood that local sales tax 

hikes would spur cross-border sales tax competition.  

 

                                                                                        
14 David L. Sjoquist, William J. Smith, Mary Beth Walker, and Sally Wallace. 2007. “An Analysis of the Time to Adoption of Local 
Sales Taxes: A Duration Model Approach.” Public Budgeting and Finance 27 (1): 20–40. 
15 Ibid. 
16 Gentry, Melissa, Nadia Greenhalgh-Stanley, Shawn M. Rohlin, and Jeffrey P. Thompson. 2020 “Dynamic Sales Tax Competition: 
Evidence from the Panel Data at the Border,” Working Papers (20)5, Federal Reserve Bank of Boston Research Department, 
https://doi.org/10.29412/res.wp.2020.05. 
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The 2020 paper also estimated what such competition would look like (increased or 

decreased taxes). Concerning the domino effects of local tax increases on neighboring 

communities (on a county-wide scale), the paper concluded that “a county is more 

likely to pass a sales tax rate increase when its cross-border neighbor passes a sales tax 

increase, but it is much less likely to pass a sales tax rate increase when its own state 

passes a sales tax increase.”17 The researchers estimated that in cross-border tax 

competition, “The likelihood of a county passing a sales tax rate decrease plummets 

when its cross-border neighbor increases its sales tax rate 1.0 percentage point.”18 Zhao 

found that when one locality passes a tax increase, neighboring districts are unlikely to 

lower taxes in response.  

 

Analysis of a Local option Sales Tax on Selected Local Economies 
 

A local option sales tax would exert negative effects on local economies, depending on 

the importance of sales within the economies.  Localities with a larger portion of 

economic activity taking place in retail sales and the services sector would experience 

larger effects than those with a smaller portion.  Localities with larger retail and 

restaurant sectors should also generate more revenue from imposing a local option sales 

tax. 

 

According to economic theory, a local option sales tax will register a proportionally 

larger economic response than an equivalent statewide tax.  A statewide sales tax 

imposes a wedge between the prices paid by consumers of goods and the price received 

by the purveyors of goods, causing a shrinkage in the purchase of goods.   A local 

option sale expands this wedge and further shrinks the purchase of goods within the 

                                                                                        
17 Ibid.  
18 Ibid.  
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locality in which it is imposed.  Because consumers can more easily shift their 

purchasing habits from one locality to another, than from one state to another, the effect 

on economic activity at the local level is all the greater.   

 

The presence of a local sales taxes presents consumers and producers with an incentive 

to tax shop, or purchase goods in localities that do not levy a local sales tax or that levy 

a smaller sales tax.  For example, Norfolk County neighbors Suffolk County.  A higher 

sales tax rate in Suffolk County will incentivize consumers and restaurateurs to relocate 

their spending and businesses to Norfolk County away from Suffolk County.   

 

For the purpose of this study, BHI conducts its analysis of the effects of a local option 

sales tax on Suffolk County due to the magnitude of the local economies within the 

county. BHI distributed MA-STAMP simulations (see below) to all localities in Suffolk 

County based on their sales tax base. The methodology section that follows contains the 

details of this process.  We report the results for the year 2021 and 2025 to allow for the 

implementation of the tax.  Table 1 displays the results for a 1 percent sales tax for 

localities in Suffolk County in 2021. 

 

Table 1: The Economic Effects of a 1% Sales Tax on Local Economies in Suffolk 
County in 2021 

Town or City 

Private 
Employment 

(jobs) 
Investment  
(millions, $) 

Disposable 
Income 

(millions, $) 

    Boston -1,097 -104.6 -47.2 
Chelsea  -33 -3.1 -1.4 
Revere -39 -3.7 -1.7 
Winthrop -16 -1.5 -.7 
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Localities with larger economies would experience the largest impacts.   In Boston (the 

largest economy in our analysis), employment would fall by 1,097 jobs; investment 

would fall by $105 million, and disposable income by over $47 million in the first year. 

In Chelsea, employment would fall by 33 jobs; investment would fall by $3 million, and 

disposable income by over $1 million. In Revere, employment would fall by 39 jobs; 

investment would fall by nearly $4 million, and disposable income by nearly $2 million.    

Winthrop would experience only a fraction of the economic impacts due to its smaller 

economy.  

 

Table 2 displays the results for a 1 percent sales tax on localities in Suffolk County in the 

fifth year of the tax (2025).  

 
Table 2: The Economic Effects of a 1% Sales Tax on Local Economies in Suffolk          
County in 2025 

Town or City 

Private 
Employment 

(jobs) 
Investment  
(millions, $) 

Disposable 
Income 

(millions, $) 

    Boston -1,124 -112.1 -60.1 
Chelsea  -34 -3.4 -1.8 
Revere -41 -4.0 -2.2 
Winthrop -17 -1.6 -.9 

 

In the last year, Boston’s employment would fall by 1,124 jobs; investment would fall by 

$112 million, and disposable income by over $60 million. In Chelsea, employment 

would fall by 34 jobs; investment would fall by over $3 million, and disposable income 

by nearly $2 million. In Revere, employment would fall by 41 jobs; investment would 

fall by $4 million, and disposable income by over $2 million.    In Winthrop, 

employment would fall by 17 jobs; investment would fall by over $1 million, and 

disposable income by nearly $1 million.  
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Fiscal Effects of a Local option Sales Tax on Localities in Suffolk County 
 

MA-STAMP calculates the dynamic revenue effects of imposing a local option 

sales tax on localities within Suffolk County.  These effects are distinct from static 

effects, which are calculated on the assumption that there is no change in 

underlying economic activity in response to a change in tax law.    A dynamic 

estimate would show a smaller increase in revenue because it would capture the 

negative effects on the tax base tax surcharge.  One of the principal purposes of 

STAMP is to capture such dynamic effects.  Table 3 displays the results of a 1 

percent local option sales tax on localities within Suffolk County in the first year.   

 
Table 3: The Fiscal Effects of a 1% Sales Tax on Local Economies in Suffolk County 

in 2021 

Town or City 
Dynamic Revenue 

Change (millions, $) 

  Boston 55.5 
Chelsea  1.7 
Revere 1.8 
Winthrop .8 

 
In Boston, the dynamic change in revenues would result in a net gain of over $55 

million in the first year. In Chelsea, the dynamic change in revenues would result 

in a net gain of nearly $2 million. In Revere, the dynamic change in revenues 

would result also in a net gain of nearly $2 million. And in Winthrop, the fiscal 

effects would be the smallest, with an increase in dynamic revenues of under $1 

million.  

Table 4: The Fiscal Effects of a 1% Sales Tax on Local Economies in Suffolk County 
in 2025 

Town or City Dynamic Revenue 
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Change (millions, $) 

  Boston 65.2 
Chelsea  2.0 
Revere 2.3 
Winthrop .9 

 

In Boston, the dynamic change in revenues would result in a net gain of over $65 

million in 2025. In Chelsea, the dynamic change in revenues would result in a net 

gain of $2 million in the last year. In Revere, the dynamic change in revenues 

would result also in a net gain of over $ 2 million in the last year. And again, 

Winthrop would see the smallest the fiscal effects, with a gain in dynamic 

revenues of just under $1 million.  

 

Analysis of Increasing Property Tax to 3% on Local Economies in Suffolk 
County 
 
 
Property taxes are a major source of revenue for local governments in Massachusetts. In 

1980, legislation passed the Massachusetts Local Property Tax Limitations Act, 

otherwise known as Proposition 2 1/2. Proposition 2 ½ caps both the annual increase in 

the property tax rate for a municipality at 2.5 percent and the total revenue raised from 

taxes on all real and personal property in a municipality at 2.5 percent.  

 

Local property taxes are generally a consistent and stable source of revenue generation. 

While increasing property taxes could create a significant amount of revenue for 

localities, their economic effects would also be substantial, and the revenue source 

would become less stable. For example, if a community is subjected to higher property 
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taxes, that will inadvertently lead to job losses which will negatively impact the local 

economy.   

 

In its analysis, BHI assumes that localities in Suffolk County increase their respective 

property tax levy limit to 3 percent of total real and personal property value. We 

assume that cities and towns in Suffolk County would override Proposition 2 ½. For 

example, if a locality currently has its levy limit capped at 2.5 percent and their total real 

and personal property value in the community is $1,000,000, then they raise $25,000 in 

revenue. If they increase their property tax to 3 percent, then they raise $30,000. 

 

Currently, the tax levy as a percentage of total assessed value of real and personal 

property in Boston is 1.42 percent, 1.55 percent in Chelsea, 1.25 percent in Revere, and 

1.26 percent in Winthrop. Altogether, the average tax levy as a percentage of total 

assessed value of real and personal property in Suffolk County is 1.418 percent.  

 

Table 5 (below) displays the results for an increase to 3 percent in the property tax levy 

limit on localities in Suffolk County in the first year of the tax (2021).  

 
Table 5: The Economic Effects of Increasing Property Tax Levy Limit to 3% on Local 

Economies in Suffolk County in 2021 

Town or City 

Private 
Employment 

(jobs) 
Investment  
(millions, $) 

 Disposable 
Income 

(millions, $) 

    Boston -8,120 -50.2 -694.1 
Chelsea  -243 -1.5 -20.8 
Revere -289 -1.8 -24.7 
Winthrop -116 -.7 -9.9 
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The localities, such as Boston, with higher total real and personal property values, 

would experience larger impacts.   In the first year, Boston’s employment would fall by 

8,120 jobs; investment would fall by $50 million, and disposable income by over $694 

million. In Chelsea, employment would fall by 243 jobs; investment would fall by over 

$1 million, and disposable income by nearly $21 million. In Revere, employment would 

fall by 289 jobs; investment would fall by nearly $2 million, and disposable income by 

nearly $25 million.  Winthrop would experience a loss in employment of 116 jobs, a loss 

in investment of nearly $1 million, and a loss in disposable income of nearly $10 million.  

 

Table 6 displays the results for an increase to 3 percent in the property tax levy limit on 

localities in Suffolk County in 2025.   

 
Table 6: The Economic Effects of Increasing Property Tax Levy Limit to 3% on Local 

Economies in Suffolk County in 2025 

Town or City 

Private 
Employment 

(jobs) 
Investment  
(millions, $) 

Disposable 
Income 

(millions, $) 

    Boston -7,862 -47.9 -680.2 
Chelsea  -235 -1.4 -20.4 
Revere -280 -1.7 -24.2 
Winthrop -113 -.6 -9.7 

 

In Boston, employment would fall by 7,862 jobs; investment would fall by $48 million, 

and disposable income by over $680 million. In Chelsea, employment would fall by 235 

jobs; investment would fall by over $1 million, and disposable income by over $20 

million. In Revere, employment would fall by 280 jobs; investment would fall by nearly 

$2 million, and disposable income by nearly $24 million.    In Winthrop, employment 

would fall by 113 jobs, investment would fall by nearly $600 thousand, and disposable 

income by nearly $10 million.  
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Fiscal Effects of Increasing Property Tax Levy Limit on Localities in 
Suffolk County 
 
MA-STAMP calculates the dynamic revenue effects of increasing the property 

tax levy limit on total value of all real and personal property in localities located 

in Suffolk County. Table 7 displays the results in the first year.   

 

Boston would experience the largest fiscal effects due to the high value of real 

and personal property in the city with a dynamic change in revenues resulting in 

a net gain of over $810 million in the first year. In Chelsea, the dynamic change in 

 

Table 7: The Fiscal Effects of Increasing Property Tax Levy Limit to 3% on Local 
Economies in Suffolk County in 2021 

Town or City 
Dynamic Revenue 

Change (millions, $) 

  Boston 810.9 
Chelsea  24.3 
Revere 28.9 
Winthrop 11.6 

 

revenues would result in a net increase of over $24 million. In Revere, the 

dynamic change in revenues would result in a net increase of nearly $ 29 million. 

And in Winthrop, the fiscal effects would be the smallest, with an increase in 

dynamic revenues of under $12 million.  

 
Table 8: The Fiscal Effects of Increasing Property Tax Levy Limit to 3% on Local 

Economies in Suffolk County in 2025 

Town or City 
Dynamic Revenue 

Change (millions, $) 

  Boston 981.7 
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Chelsea  29.5 
Revere 35.0 
Winthrop 14.1 

 

In Boston, the dynamic change in revenues would result in a net gain of over 

$981 million in the last year. In Chelsea, the dynamic change in revenues would 

result in a net increase of nearly $30 million in 2025. In Revere, the dynamic 

change in revenues would result in a net increase of $ 35 million in the last year. 

And in Winthrop, the increase in dynamic revenues would be over $14 million in 

the last year.  

 

 
Conclusion 
 
When elected officials discuss tax increases, they tend to highlight the revenue effects, 

thinking that the increases will result in a needed flow of new revenue.  However, any 

honest discussion must include an estimate of how the economy will respond to tax 

increases.  Consumers, investors, and taxpayers often change their behavior in response 

to higher taxes.  

 

Massachusetts’ local economies would bear economic losses unevenly.  Localities that 

choose to impose sales taxes would lose business to localities that do not.  Furthermore, 

if local economies decide to increase local property taxes, the economic effects could be 

devastating, especially in localities with high property values. Increasing property tax 

levy limits over 2.5 percent would be particularly burdensome on small businesses and 

have severe effects on local economies.  
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The revenue gains from any tax surcharge in Massachusetts localities will be largely 

offset by the economic effects, as shown in our analysis of Suffolk County. While new 

revenue will be generated, that new revenue will come at the expense of jobs, 

investment, and disposable income. 

 

Like all governments, Massachusetts relies on a healthy underlying economy for 

income.  When state and or local governments suffer budget shortfalls, leaders can be 

tempted to seek additional revenue to fill the gap.  However, higher taxes can cause 

negative economic impacts such as lower employment, investment, and incomes. Due 

to these consequences, most economists recommend against raising taxes during times 

of budget strain.   
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Methodology 
 
To identify the economic effects of the local option sales tax and understand how they 

operate through state and local economies, BHI utilized its Massachusetts STAMP (State 

Tax Analysis Modeling Program) model.  STAMP is a five-year dynamic CGE 

(computable general equilibrium) model that has been programmed to simulate 

changes in taxes, costs (general and sector-specific), and other economic inputs.  As 

such, it provides a mathematical description of the economic relationships among 

producers, households, governments, and the rest of the world.19 

 
A CGE tax model is a computerized method of accounting for the economic effects of 

tax policy changes.  A CGE model is specified in terms of supply and demand for each 

economic variable included in the model, where the quantity supplied or demanded of 

each variable depends on the price of each variable.  Tax policy changes are shown to 

affect economic activity through their effects on the prices of outputs and of the factors 

of production (principally, labor and capital) that enter into those outputs.   

 

A CGE model is in “equilibrium,” in the sense that supply is assumed to equal demand 

for the individual markets in the model.  For this to be true, prices are allowed to adjust 

within the model (i.e., they are “endogenous”).  For instance, if the demand for labor 

rises, while the supply remains unchanged, then the wage rate must rise to bring the 

labor market into equilibrium.  A CGE model quantifies this effect. 

 

                                                                                        
19 For a clear introduction to CGE tax models, see John B. Shoven and John Whalley, “Applied General-
Equilibrium Models of Taxation and International Trade:  An Introduction and Survey,” Journal of 
Economic Literature 22 (September, 1984): 1008.  Shoven and Whalley have also written a useful book on 
the practice of CGE modeling entitled Applying General Equilibrium (Cambridge:  Cambridge University 
Press, 1992). See also Roberta Piermartini and Robert Teh  Demystifying Modelling Methods for Trade Policy 
(Geneva, Switzerland: World Trade Organization, 2005)  
http://www.wto.org/english/res_e/booksp_e/discussion_papers10_e.pdf  (accessed June 18, 2010).  

http://www.wto.org/english/res_e/booksp_e/discussion_papers10_e.pdf
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Finally, a CGE model is numerically specified (“computable”), which is to say it 

incorporates parameters that are believed to be descriptive of the actual relationships 

between quantities and prices.  It produces estimates of changes in quantities (such as 

employment, the capital stock, gross state product, and personal consumption 

expenditures) that result from changes in prices (such as the price of labor or the cost of 

capital) that result from changes in tax policy (such as the substitution of an income tax 

for a sales tax).   

 

BHI modeled the effects of a local option sales tax on the selected local economies.  First, 

we calculated the sales tax base for the four local areas in Suffolk County.  For those 

localities, BHI used 2012 U.S. Census Bureau data for total sales for the “Retail Sales” 

and “Food Services and Drinking Establishment” sector, of the North American 

Industry Classification System (NAICS).  BHI then grew the data to FY 2020 using the 

growth rate of total state sales tax revenue collections from 2016 to 2020.   

 

BHI allocated the state total changes in the tax revenue by using the ratio of the local 

sales tax base to the total tax base for the state sales tax. For example, Boston’s local 

sales tax base comprises 14.2 percent of the state total sales tax base and Chelsea 

comprises just .2 percent.  

 

BHI adjusted the MA-STAMP model to incorporate an elasticity of -1.00 for regular 

sales and services from (Wooster 1987) to estimate the decrease in taxable sales as a 

result of the percentage increase in the sales tax. This allowed the model to account for 

the loss of sales in each locality as a result of imposing a 1 percent sales tax. The 

estimated figures likely understate the differences between localities that would levy a 

sales tax and those that do not because Massachusetts’s size and concentration of 

shopping districts tend to increase cross-border effects of imposing local option taxes.  
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BHI also adjusted the MA-STAMP model by adding the “transportation fund” to 

account for revenue proceeds being directed towards spending on transportation 

projects.  We allocated the revenue based on the number of employees in the industry 

and government sectors relative to the sum of all workers and population in both 

sectors. 

 

To estimate the effects of overriding Proposition 2 ½ on the localities within Suffolk 

County, BHI assumes that each locality would increase its respective property tax levy 

limit (the revenue a community can raise through the property tax) to 3 percent. BHI 

used the average property tax levy in Suffolk County (Boston, Chelsea, Revere, and 

Winthrop) and increased the rate to 3 percent.  

 

BHI then used the ratio of the local government’s property tax base (Boston, Chelsea, 

Revere, and Winthrop) to the total state’s property tax base (all localities within the 

state) to estimate the economic and fiscal effects of raising the tax rate.  
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Project Team 
 

• Dr. David Tuerck, PhD, University of Virginia, is president of the institute and 

professor of economics at Suffolk University in Boston.  He has published widely 

on economic policy issues and brings over five decades of experience as a 

working economist.  An authority on public policy issues including state tax 

policy and analysis, welfare reform and the economics of regulation, he has 

made more than 100 television and radio appearances and has testified before 

Congress, as well as various committees of the Massachusetts Legislature.  He is 

past president of the North American Economics and Finance Association. 

• William Burke, BSBA, Suffolk University, is the Director of Research at BHI. He 

manages the Institute's research projects, including the STAMP model and 

conducts research for other projects at BHI. Mr. Burke has co-authored research 

papers on state and national tax policy, state labor policy and annually produces 

the Institute’s state revenue forecasts for Massachusetts and presents them to the 

state legislature.  

• Frank Conte, MS, University of Massachusetts, Boston, manages the Institute’s 

State Competitiveness Project. He is responsible for all aspects of BHI’s external 

communications and relations.    

• Nick Sammarco is a Research Assistant at The Beacon Hill Institute. Along with 

assisting the Director of Research, Mr. Sammarco has contributed to a number of 

published studies including an analysis of the Transportation Climate Initiative, 

a study of the effects of project labor agreements on school construction cost, and 

a policy proposal for Governor Baker's COVID-19 Reopening Advisory Board.  
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The Beacon Hill Institute for Public Policy Research focuses on federal, state and local 
economic policies as they affect citizens and businesses.  The Institute conducts research 
and educational programs to provide timely, concise and readable analyses that help 
voters, policymakers and opinion leaders understand today’s leading public policy 
issues. 
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