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Executive Summary

On November 4, 2008 the Massachusetts electorate will vote on ballot Question 1, which
would abolish the state personal income tax (PIT), currently set at 5.3%." The ballot
question would cut the PIT rate in half on January 1, 2009 and eliminate it as of January
1, 2010.

Proponents of Question 1 claim that it would provide an annual saving of $3,700 to each
taxpayer, reduce waste and create jobs.> Opponents say that Question 1 would “put
education at risk,” bring harm to “seniors, working families and people with disabilities”
and threaten public safety.> Opponents further warn that state and local government
would replace some or all of the lost revenue with increases in other taxes, particularly

sales and property taxes.

Notably absent from this rhetoric is any consideration of what might happen if state and
local officials simply tried their best to accommodate the voters, should Question 1 pass.
This study attempts to find out. It considers a “best-case scenario” in which the state cuts
programs without cutting them to the bone and increases other taxes, while still providing
for modest savings to taxpayers and benefits to the economy. It attempts to show how
the state could minimize service cuts and tax increases while still offering taxpayers the
benefits that they would expect to receive in approving Question 1.

Our scenario shows that, for fiscal year 2011, the first fiscal year in which Question 1

would be fully implemented:

1. Combined state and local spending would be cut by $9.879 billion or 12%.
Almost all of this would come from cuts in services, including, in particular,

! Massachusetts Department of Revenue, “Massachusetts Residential Income Tax 2008,”
http://www.mass.gov/Ador/docs/dor/Forms/IncTax08/Drafts08/form_1.pdf (accessed September 29, 2008).
2 Committee for Small Government, “Vote Yes on Question 1,”
http://www.smallgovernmentact.org/joomla/ (accessed September 29, 2008).

% Coalition for Our Communities, “Vote NO on Question 1,” http://votenoquestion1.com/facts.html
(accessed September 29, 2008).
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public welfare, fire protection and education. However, after making these cuts,
Massachusetts would still spend as much, in cost-of-living adjusted dollars, per
household on the programs affected as a sample of comparable states.

2. Sales and property taxes would rise by $3.749 billion. Once these tax increases
were factored in, the effect of passing Question 1 would be to reduce state and
local Massachusetts tax burdens by $9.879 billion or by 18%.

3. The net effect of eliminating the income tax and of raising sales and property
taxes would be the creation of 80,456 new jobs, or an increase of 2.15% in the
total number of existing jobs. The after-tax income of Massachusetts households
would rise by $1,461 or by 2.45%.

Cutting Services

We estimate that Question 1 would cause Massachusetts to lose $13.628 billion in PIT
revenue in fiscal year 2011, the first full fiscal year of implementation.* Most of this

revenue loss would have to be accommodated by cuts in services.

The first step toward formulating these cuts was to identify service categories in which
Massachusetts state and local government spent significantly more per household, and in
cost-of-living adjusted dollars, than a sample of comparable states. Using this sample,
we determined the dollar reduction in services in each such category that could take
place, such that Massachusetts would not spend less, on average and in real terms, than
the comparable states in those categories. Taking this approach, we found that

Massachusetts state and local government could cut $9.649 billion in services.

Cutting Costs
The state could save $1-$2 billion a year by cutting costs, rather than services. Erring on

the side of caution, we factored in only one cost saving: By modifying the state

prevailing wage law, the state could save $230 million annually in construction costs.

* This is a “static” estimate that ignores effects that the tax change and other tax changes that might occur in
the wake of Question 1 would have on the economy and therefore on taxable income.
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Raising Other Taxes

If the state followed the criteria outlined here for cutting services and costs, a revenue
shortfall of $3.749 billion would remain. We envision the state as making up $3.430
billion of this gap by raising the state sales tax from 5% to 7% and by broadening the
sales tax base to eliminate exemptions of food, clothing, pharmaceuticals, and household
items such as heating oil. The remainder of the gap would be made up by raising

property taxes by $319 million.

Summing Up
Table ES-1 details the program and expenditure cuts that we recommend in order to close

the revenue gap. Table ES-1 shows the results. State government could cut state services
and costs by $6.139 billion and local aid by $4.058 billion. 1t would close the rest of the
revenue gap by raising sales taxes by $3.430 billion. Local government would cut
services by $3.740 billion, replacing $319 million of the lost local aid with higher
property taxes. Total cuts in services and costs would come to $9.879 billion.

Table ES-1: “Best-Case” Spending Cuts and Tax Increases, FY 2011 ($000)

Spending Cuts and Tax Increases State Local Total
Spending Cuts

Public Welfare 4,082,955 23,414 4,106,369
Fire Protection 0 214,045 214,045
Housing and Community Development 197,376 652,218 849,594
Sewerage 52,225 128,890 181,115
Other Unaccountable 1,576,814 2,341,855 3,918,669
Foundation Budget 0 379,130 379,130
State Prevailing Wage 229,819 0 229,819
Total Spending Cuts 6,139,189 3,739,552 9,878,741
Local Aid Cut 4,058,075  -4,058,075 0
Total Cuts 10,197,264 -318,523 9,878,741
Tax Increases 0 0 0
Sales Tax 3,430,409 0 3,430,409
Property Tax 0 318,523 318,523
Total Tax Increases 3,430,409 318,523 3,748,932
Total Spending Cuts and Revenue

Increases 13,627,673 0 13,627,673

Economic Effects

In order to sort out the economic effects of the tax changes assumed here, we used our
Massachusetts-STAMP model to estimate effects on employment, investment and
disposable income. We found that the tax changes would increase employment by
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80,456 jobs and disposable income $525.40, or 1.89%, or per capita. The disposable
income of the average household, after accounting for new taxes and economic effects,
would rise by $1,461.°

Table ES-2: “Best-Case” Dynamic Effects, FY 2011

Economic Changes

Private Employment 99,969
% Change 3.18
Government Employment -19,513
% Change -3.96
Total Employment 80,456
% Change 2.15
Investment ($000,000) -172.92
% Change -0.23
Real Disposable Income per Capita (%) 5254
% Change 1.89
Real Disposable Income per Household ($) 1,461
% Change 2.45

These results assume normal economic conditions, not the economic crisis through which
the state is going. While we assume that, once approved, Question 1 would go into effect
as intended, it may turn out that prudence would dictate postponement of its

implementation for a year or so, perhaps until July 1, 2011.

Finally, we recognize that the scenario considered here is only one of many options that
would be before public officials, should Question 1 be adopted. Also, though we
consider it be among what would be a number of “best” options, we do not, in describing
this scenario, make any recommendation for or against Question 1. It is up to the voters
to examine the tradeoffs between service cuts and economic gains and make a decision
that reflects their values and priorities. We can only try to show what those tradeoffs

might be.

® For information about STAMP, see Internet, at
http://www.beaconhill.org/STAMP_Web Brochure/STAMP_ IntroductionMS.html.
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Introduction

For the second time in six years, the Committee for Small Government (CSG) is offering
a ballot measure that would eliminate the Massachusetts state personal income tax (PIT).
In 2002, 45.3% of voters supported a similar CSG measure. Owing to its placement on a
presidential election ballot, Question 1 is drawing more media scrutiny and organized

opposition.

The CSG argues that the elimination of the PIT would transfer about $12 billion from the
state government to taxpayers.” This transfer, they say, would increase consumer
spending, saving, investment and overall economic activity, while forcing out wasteful

government spending.

The Coalition for Our Communities (COC) leads the opposition to Question 1. The COC
maintains that elimination of all PIT revenue would severely damage the state economy,
weaken public schools and lead to higher property taxes. The Massachusetts Taxpayers
Foundation, which also opposes Question 1, reports that the state would have to cut

71.1% of discretionary spending as a result of the measure.’

We examined revenue sources and expenses for Massachusetts state and local
government, and for other states we identified as comparable to Massachusetts, to
determine how Massachusetts could cut government spending, and by how much. We
have identified budget categories where cuts could be made to bring Massachusetts
spending in line with that of these comparable states. In addition to these cuts, it would
be necessary to bring about additional costs savings and to raise new revenue in order to
close the revenue gap. We also estimated the effects on the state economy of the tax and

spending changes that would take place.

¢ Committee for Small Government, “What Are the Benefits of Ending the Income Tax in Massachusetts?”
http://www.smallgovernmentact.org/joomla/index.php?option=com_content&view=article&id=121%3Abe
nefits-of-question-1&catid=34%3Awhy-end-the-income-tax&Itemid=99.

" Massachusetts Taxpayers Foundation, The Enormous Consequences of Question 1, (October, 2008):
http://www.masstaxpayers.org/filessMTF_Questionl Analysis.pdf.
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The Question

Question 1 proposes the elimination of the Commonwealth’s current 5.3% income tax
over two years, with half of the tax cut to take effect on January 1, 2009 and the
remaining half on January 1, 2010. Introduced by the Committee for Small Government,
the ballot initiative faces strong opposition from several groups, including the national
and Massachusetts teachers unions, AARP, the American Federation of Labor and
Congress of Industrial Organizations (AFL-CIO) and members of both the Democratic
and Republican parties.

The Commonwealth’s personal income tax has undergone numerous changes over the
past 20 years. In 1989 personal income was taxed at 5%, but the rate was increased
“temporarily” to 5.75% due to falling revenue, in part owing to the savings and loan
crisis. This increase was indeed temporary and was followed by another increase the
next year to 6.25%. Thanks to a sunset clause on the second increase, the rate was
reduced to 5.95% in 1992 and then later reduced to 5.85%, where it stood in 2000.%

In 2000, Question 4 proposed to reduce the PIT to 5% by 2003.° The measure was
passed with a 59% majority but the rate was frozen by the legislature at 5.3% in 2002
owing to another economic downturn. As the economy recovered, tax collections surged,
and by 2005 total PIT revenues were nearly $2 billion higher than in 2000. Today, the

personal income tax rate remains at 5.3%.

In the wake of the 2002 rate freeze, the CSG introduced its first ballot question. The
measure would have eliminated the state income tax on July 1, 2003. The measure was
able to garner a 45.3% “Yes” vote, a stunning result that far exceeded most expectations.

After waiting the required two election cycles, the CSG collected more than 100,000

8 Citizens for Limited Taxation, “Tax Cuts of the ‘90s,” http://cltg.org/tax_cuts.htm. (accessed October 1,
2008).

® Office of the Secretary of the Commonwealth, “Information for \Voters,”
http://www.sec.state.ma.us/EL E/elepdf/IF\VV2000.pdf (accessed October 1, 2008).

19°U.S. Census. “Federal, State, and Local Governments,” http://www.census.gov/govs/wwwistatetax.html
(accessed October 1, 2008).
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signatures to place Question 1 on the November 4, 2008 ballot, again giving voters the

opportunity to eliminate the state PIT.

Should Question 1 pass, policymakers will wrestle with three fundamental issues. First,
will they honor the voters’ will and permit the decision to stand? Second, if the
legislature does permit the decision to stand, how will state and local government cut
spending? Third, how, if at all, will state and local authorities raise other taxes to make
up for the revenue shortfall? Nothing in the measure prevents state and local authorities

from taking this step.

In this study, we assume that, if passed, the measure will stand and that state and local
authorities will adjust to the measure by implementing a combination of spending cuts
and tax increases. We provide estimates for FY2011, the first fiscal year in which

Question 1 would be fully implemented.

The Argument for Question 1

The Committee for Small Government presents three main arguments for eliminating the
income tax." According to the Committee, the initiative would:
1.) Return $3,700 to each of the 3,400,000 Massachusetts workers each year.
2.) Remove $12 billion from an inefficient government and put the money in
private hands where it would create hundreds of thousands of jobs.

3.) Encourage workers and businesses to migrate to Massachusetts.*?

The CSG believes that returning this chunk of state tax revenue to the private sector
would produce large economic gains and force the state to eliminate flawed or inefficient
programs. This assumption is questionable, since the ballot measure merely eliminates
the income tax but does not set any limit on raising other taxes or on spending. The state

could, in fact, go right on spending at current levels by raising other taxes.

1 Committee for Small Government, “Why end the income tax?” (May 2008):
http://www.smallgovernmentact.org/joomla/index.php?option=com_content&view=article&id=63&Itemid
=34. (accessed September 29, 2008).

2 Ibid.
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The Argument against Question 1

COC is one of the main organizations determined to defeat Question 1. COC offers three

main arguments for a “No” vote:

1.) There would be decreases in investment in important public sectors of the
economy, including public safety and infrastructure, which would damage the
state’s competitiveness.

2.) A decline in state revenue would directly lead to a reduction in funds to public
education, which receives a large contribution from the Commonwealth.

3.) Local government would be forced to override Proposition 2%, which limits

property taxes, in order to compensate for lost state aid.*®

COC believes that Question 1 is a “proposal that will have severe and immediate

consequences” — a contention on which both sides agree. COC believes the

consequences will be negative leading to school closings, public safety risks and unsafe

bridges."* There would, no doubt, be negative effects. What COC does not consider,

however, are the positive effects that the measure would have on the state economy.

Analysis

We ask three questions that would apply to any scenario in which state and local officials

would attempt to accommodate Question 1:

1.
2.

By how much would they cut services and costs?

Once the income tax was eliminated, by how much would they raise other taxes in
order to fill the resulting revenue gap?

What would be the economic effects of eliminating the income tax under
Question 1, combined with any increases in other taxes that its elimination would

bring about?

13 Coalition for Our Communities, “Why Vote No to the Income Tax Proposal?”
http://votenoquestion1.com/facts.html (accessed October 15, 2008).

“ Ibid.
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In our analysis, we assume that state and local government would adapt to the elimination
of the income tax through a combination of spending cuts and tax increases. Because we
cannot predict with any confidence the precise adjustments that would be forthcoming,
we consider a plausible scenario, based on comparative economic data for Massachusetts

and other states and based on the availability of other revenue sources.

We first show how Massachusetts could reduce spending in such a way as to bring it
more closely in line with six comparable states in terms of the services offered by those
states. Next, we consider one measure that would reduce state and local government
costs — the reform of the state prevailing wage law. Finally, we determine how the state
could utilize other taxes to enhance revenues. Once this scenario has been laid out, we

estimate the impact of our recommended measures on the state economy.

Revenues and Spending by Massachusetts Governments

Table 1 shows Massachusetts state and local revenues and expenditures for FY2006. The
table also displays household data for Massachusetts and the average across the 48
continental states, and the standard deviation of the national average.’> The standard
deviation measures the dispersion of the data around the mean. The greater the standard
deviation, the greater the dispersion of data points around the mean. We use per
household figures to allow for a comparison across large and small states, and as a proxy

for the taxpaying unit.

In FY2006, the state collected $10.483 billion in PIT, or $4,140 per household,
accounting for more than 15.5% of the $66.6 billion, or $26,290 per household, of total
state and local revenue.'® The corporate income tax, which would not be affected by
Question 1, generated almost $2 billion in revenue, or $730 per household. The two

other major sources of income for state and local government were property taxes and

>U.S. Census, “Federal, State, and Local Governments Finances FY 06,”
http://www.census.gov/govs/www/estimate06.html (accessed October 1, 2008).

16 We use households were to compare revenue and expenditures between states, since it is a good proxy
for a tax paying entity.
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federal payments to the state totaling $10.8 billion ($4,270 per household) and $9.7
billion ($3,840 per household) respectively.

Table 1: Massachusetts Revenue and Expenditures ($000), FY 2006

Per
Household
National
Gross  Massachusetts  Average  Std. Dev.

Revenue 66,602,744 26.29 22.40 4.19
Revenue less Fed. Payments 56,862,875 22.45 18.32 3.62
Federal Payments to State 9,739,869 3.84 4.08 1.22
General Revenue from Own Source 42,508,632 16.78 14.31 2.74
Selected Categories

General Sales Tax 4,009,371 1.58 2.22 1.00

Individual Income 10,483,437 4.14 2.08 1.29

Corporate Income 1,859,009 0.73 0.40 0.25

Property 10,828,955 4.27 2.90 1.23
Expenditures 61,909,591 24.44 20.40 3.50
Direct General 52,418,202 20.69 17.63 2.79
Selected Categories

Education 17,029,257 6.72 6.18 0.92

Public Welfare 11,449,407 4.52 3.11 0.82

Hospitals 1,331,711 0.53 0.89 0.63

Highways 2,252,061 0.89 1.29 0.37

Fire Protection 978,700 0.39 0.25 0.10

Correction 1,141,061 0.45 0.49 0.14

Protective Inspection and Regulation 198,460 0.08 0.10 0.06

Sewerage 1,041,449 0.41 0.30 0.09

Government Administration 2,314,643 0.91 0.95 0.27

Interest on General Debt 3,710,665 1.46 0.66 0.23

Housing and Community Development 1,509,390 0.60 0.30 0.13

Insurance Trust Expense 4,948,638 1.95 1.51 0.60

Other and Unallocable 4,962,175 1.959 0.85 0.44

On the expenditure side, state and local government spent $61.9 billion, or $24,440 per
household. Education was the largest category, at $17 billion or $6,720 per household.
Public welfare accounted for $11.4 billion ($4,520 per household) and payments for
interest on general debt for $3.7 billion ($1,460 per household).

The third column of Table 1 shows average revenues and expenditures across the 48

continental states. Both Massachusetts total revenue and expenditure are about $4,000
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per household, or almost 20% higher than the national average. On the tax side of the
ledger, Massachusetts general sales tax revenue is $640 lower than the national average
per household. However, Massachusetts collects significantly higher revenues per
household than the national average when it comes to corporate income and property
taxes. Moreover, the Massachusetts PIT yields $4,140 per household, almost double the
national average of $2,080.

On the spending side, Massachusetts exceeds the national average in several categories.
Direct general expenditures, which exclude utility expenditures and insurance trust
expenditures, are $3,000 more per household then the national average. While some
spending categories, such as corrections and government administration are in line with
the rest of the nation, others far outstrip what can be considered typical spending.
Included in this category is public welfare, on which Massachusetts spends almost 50%
more then the national average, and interest on general debt, which is more than double

the national average.

We determined the spending categories for which Massachusetts is out of step with the
rest of the country and are therefore targets for cutting. We calculated the average and
the standard deviation for each category for the 48 continental states. High, or low,
spending was then defined as spending outside the range of the average plus, or minus,
one standard deviation.  This means that normal spending would encompass
approximately 68% of the states on either side of the average spending. High spending
would put the state among the highest 16% of spenders while low spending would put it

among the lowest 16%.

Using this definition, we found that Massachusetts has seven spending sub-categories that
are defined as “high,” in addition to the categories for “revenue less federal payments,”
for “expenditures” and for “direct general expenditures.” Massachusetts spending, per
household, on interest on general debt is the highest in that nation. On the other hand
Massachusetts has low spending per household on highways, indicating that it has fallen

behind other states in maintaining its infrastructure.
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Comparison with Comparable States

Our comparison of Massachusetts with the national average for revenue and spending
categories shows that Massachusetts is, in general, taxing and spending more than the
national average. However, national averages are not useful in seeking tax and
expenditure policy alternatives in a scenario without a PIT. Most states are not
sufficiently comparable to Massachusetts with respect to their economic conditions or
fiscal policies to be suitable for this purpose. Alabama and Mississippi are, for example,
too poor and uncompetitive. New York and California are too large and too much given
to big government.

We decided to compare services provided by Massachusetts to those provided by a
sample of comparable states. Two criteria governed our selection of these states. One
criterion was that the state had no income tax but was otherwise comparable, in terms of
size, competitiveness or quality of life, to Massachusetts. The other criterion was that the
state competed closely with Massachusetts as a center for high-tech innovation and

manufacturing. We chose six states that satisfied one or both criteria.

Every year since 2001, the Beacon Hill Institute has published its State Competitiveness
Report, in which it ranks the fifty states in terms of their competitiveness, defined as their
having in place “the policies and conditions that ensure and sustain a high level of per
capital income and continued growth.”"” The competitiveness index is the average of
eight subindexes, such as “government and fiscal policy” and “technology,” each itself

the average of several individual competitiveness indicators.

Nine states have no income tax. Alaska, which derives a large amount of revenue from
natural resources, was excluded, as was Nevada, which relies heavily on gambling for its

state receipts. South Dakota and Wyoming were deemed too small to qualify.

7 Beacon Hill Institute, State Competitiveness Report, (2007): 7,
http://www.beaconhill.org/CompetitivenessHomePage.html.
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Washington ranks high on our competitiveness index, but, because it has very high sales
and property taxes, we excluded it. Tennessee has lower taxes but ranks low on our

competitiveness index.

Of the states without an income tax, we identified New Hampshire, Texas and Florida as
comparable to Massachusetts. New Hampshire has neither a sales tax nor an income tax.
It ranked 9th on our competitiveness index and 10" on the technology subindex. Texas
and Florida ranked well below Massachusetts (which ranked second) on our

competitiveness index. But both demonstrate a capacity to keep spending down.

Three comparable states (all of which have income taxes) were selected because they
stand out as strong economic competitors. Colorado ranked third on our overall 2007
competitiveness index, right behind Massachusetts, and was also ranked third in the
technology subindex, two spots behind Massachusetts. Maryland, 23rd in the overall
index but 2" on the technology subindex, is also included. North Carolina is generally

considered a leading technology state.™®

Before comparing spending levels with these states, we adjusted for differences in the
cost of living. The cost of living in Massachusetts is much higher than it is in the other
six. To adjust for this difference, we normalized spending across the states using a
predicted spatial price index.’® Table 2 displays the adjusted levels of revenue and

expenditures in our six comparable states, using the same FY2006 Census data.

18 See Massachusetts Technology Collaborative, 2007 Index of the Massachusetts Innovation Economy.
http://web3.streamhoster.com/mtc/Index020108.pdf (accessed October 1, 2008).

19 Bettina H. Aten, “Estimates of State Price Levels for Consumption Goods and Services: A First Brush,”
(November 2007): http://www.bea.gov/papers/pdf/estimates_of state price levels_oct2007.pdf. (accessed
October 1, 2008).
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Table 2: Adjusted Comparable-State Spending Per Household, FY2006 ($000)

Mass. Colorado Florida Maryland ~ New Hampshire  North Carolina  Texas
Spatial Price Index 1.151 1.05 1.025 1.066 1.113 0.966 0.994
Expenditures 24.439 21.507 21.774 22.361 18.015 21.519 22.476
Selected Categories
Direct General 20.692 17.835 18.989 19.889 16.246 18.695 19.361
Education 6.722 6.336 5.469 7.267 6.257 6.672 7.851
Public Welfare 4.520 2.028 2.785 3.282 2.937 3.289 2.849
Hospitals 0.526 0.888 0.954 0.227 0.114 1.454 1.158
Highways 0.889 1.195 1.381 1.231 1.241 1.120 1.540
Other and Unallocable 1.958 0.882 0.806 0.919 1.015 0.758 0.718
Fire Protection 0.386 0.307 0.415 0.356 0.321 0.238 0.289
Correction 0.450 0.581 0.629 0.734 0.331 0.512 0.625
Protective Inspection and Regulation 0.078 0.088 0.135 0.140 0.124 0.071 0.081
Sewerage 0.411 0.406 0.371 0.367 0.207 0.441 0.347
Government Administration 0.914 1.107 1.123 1.145 0.838 0.715 0.753
Interest on General Debt 1.465 1.008 0.663 0.723 0.900 0.477 0.845
Insurance Trust Expense 1.953 2.028 1.404 1.684 0.827 1.275 1.482
Housing and Community Development 0.596 0.394 0.253 0.487 0.349 0.274 0.270

Average of
Comparables

21.275

18.502
6.642
2.862
0.799
1.285
0.850
0.321
0.569
0.107
0.356
0.947
0.769
1.450
0.338

Impacts on the Budget

The most inflated category of Massachusetts spending is public welfare. In this area
Massachusetts spends more than $4,500 per household, in “real” or normalized dollars,
while Maryland, the next closest comparable, spends just two thirds that amount. This
category is composed of cash payments made by the state or local government, based on
some need-based requirement, payments to private medical vendors for services,
including Medicare payments and state payments to the federal government for Medicare
Part D. Non-medical payments to private vendors for goods or services are also included.
The final subsector is Other Public Welfare, used as a catchall for welfare spending.?’

In considering spending reductions that include Medicaid, one must account for federal
matching dollars. The federal Medicaid program generally matches state Medicaid
spending, dollar for dollar. Thus for each dollar cut from Medicaid, the state would save
only $.50 in own-source revenue. Massachusetts Medicaid spending came to $6.89

% U.S. Census, Government Finance and Employment Classification Manual, (October 2006):
http://ftp2.census.gov/govs/class06/ch_5.pdf (accessed October 1, 2008).
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billion in FY2006.2* However, Massachusetts spent over $11.3 billion on public welfare
in FY2006, leaving $4.4 billion in non-Medicaid spending eligible for spending cuts.

Massachusetts spent $411 more per household on Medicaid than the comparable states.

Average spending on public welfare in the six comparable states was $2,862, about half
the amount spent per household in Massachusetts. Indeed, among all 48 continental
states, only New York and Rhode Island spent more in FY2006. If Massachusetts were
to cut its spending in this area to the average level of the comparable states, but allow
Medicaid spending to remain $411 per household above the comparable states,
Massachusetts would save $1,247 per household, or $3.2 billion, which alone would
make up 30% of the lost PIT revenue. This would leave spending on public welfare
outside of Medicaid at $1.2 billion. Massachusetts could opt to cut a portion of Medicaid
spending, should the legislators so choose. This would, in effect, cause the state to
relinquish the federal subsidy that permits it to recoup 50% of Medicaid spending.

The cost for fire protection in the state is also high compared to the comparable states and
the national average. At $386 per household, Massachusetts had the fourth highest cost
in the continental United States in FY2006. There is evidence that the state overspends in
this category, exemplified by recent high-profile disability claims and the fact that “74
percent of Boston firefighter retirements between 2005 and 2007 were due to accidental
disability, more than twice the rate of similarly sized cities.”?* By bringing this category
into line with the comparable states, Massachusetts could save $65 per household, or
1.6% of the lost income tax revenue.

The third expenditure category that could be cut is “Housing and Community
Development,” which comprises “construction, operation, and support of housing and
redevelopment projects and other activities to promote or aid public and private housing

and community development,” including Section 8 housing. In 2006, Massachusetts

2! National Association of State Budget Officers, “State Expenditure Report 2006,” (Fall 2007):
http://www.nasbo.org/Publications/PDFs/fy2006er.pdf. (accessed September 28, 2008).

22 Donovan Slack, “Investigated Fire Chief Drops Claim,” Boston Globe, August 15, 2008,
http://www.boston.com/news/local/massachusetts/articles/2008/08/15/investigated fire_chief _drops_disabi

lity claim/.
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spent $596 per household, the third highest in the continental United States, beh