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The Problems &
Progressive Local
Solutions

The COVID-19 pandemic has exposed pre-
existing problems in municipal revenue
systems. Federal and state governments
have systematically pushed
responsibilities onto the local level
without providing adequate financial
resources, leading to budget shortfalls.
Between 1977 and 2017, state and local
governments collected less than 96 cents

in revenue for every dollar of spending.
These shortfalls have led to budget
deficits and reduced services, both of
which have disproportionately impacted
working class communities and
communities of color. These same
communities have been hit hardest by the
pandemic, further reinforcing these
inequalities. This shortfall is also driven by
the ability of powerful actors, including
corporations and private individuals, to
avoid paying their fair share of taxes.
Many local governments have become
dependent on regressive mechanisms like
service fees to patch their budgets: in
fact, fees now constitute the second

largest source of non-transfer income for

municipal governments (with property
taxes being the first).

However, local tax codes can be
progressively structured to promote
equity, reduce inequality, provide public
services, and create jobs even while they
help dig municipalities out of the hole the
pandemic blew in the budget. Making sure
that wealthy individuals and powerful
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corporations pay their fair share helps

bring about more economic equality
even before that money is spent.
Providing sufficient funding to make
high-quality schools and social services
available in every community can
improve racial and class equity. When
taxes adequately fund public services,
public employees are in the position to
contribute to their community while
enjoying economic stability. Lastly, local
governments need to effectively utilize
federal and state


https://www.urban.org/policy-centers/cross-center-initiatives/state-and-local-finance-initiative/state-and-local-backgrounders/state-and-local-revenues
https://www.urban.org/policy-centers/cross-center-initiatives/state-and-local-finance-initiative/state-and-local-backgrounders/state-and-local-expenditures
https://www.urban.org/policy-centers/cross-center-initiatives/state-and-local-finance-initiative/state-and-local-backgrounders/state-and-local-revenues

programs designed to provide aid during
the COVID-19 pandemic.

Progressive goals in local tax policy should
aim to use high-road taxation strategies
to raise funds necessary to maintain and
improve public investment. These goals
should be achieved through progressive
taxation programs that place financial
burdens on wealthy individuals and
corporations that can most afford to bear
them. By making taxation and revenue
programs transparent, neutral, and stable,
public officials can create trust between
themselves and their constituents and

greater support for innovative policies.

Available Local Levers &
Targets for Reform

The first step to creating an equitable and
just local revenue policy is to eliminate
regressive fees and fines from the local
tax codes. Depending on these
mechanisms shifts the cost of funding
local government onto those who can
least afford to bear it, and has the effect

of criminalizing poverty. For example, if a

community decides to

raise funds by increasing fees for
parking permits, working class people
will pay a much larger percentage of
their income for parking compared to
the wealthy. People who can’t afford to
renew their permits will get fines,
making it even more difficult to renew
their parking permits, leading to more
fines. Eventually, people’s non-payment
of these fees will result in the
suspension of their driver's license. If
they continue to use their car, say,
because it's necessary to get to their
place of employment, they will be
rendered criminals for the simple fact
that they are too poor to pay their
parking permit fees but still need to use
their car if they want to keep a roof
over their head.

Progressive municipal income taxes, for

both individuals and corporations, are a

much more equitable means of raising

funds, and should be used instead of

fines and fees when possible. In a

progressive tax system, the tax rate is
tied to the amount earned: suppose
there are tax brackets of 10%, 20%, and
30%, where the 10% rate applies to
income from $1to $30,000; the 20%
rate applies to income from $30,00.01
to $60,000; and the 30% rate applies to
all income above $60,000. On the first
$30,000 of income, someone earning
$30,000 annually and someone earning
$100,000 annually will both pay $3,000
in taxes. For the person earning only
$30,000, that will be their entire tax
bill. The person earning $100,000,
however, will pay an additional $6,000

in taxes on their income between
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https://progov21.org/Download/Document/5BH600?download

$30,00.01 to $60,000, and $12,000 on
the income they make above $60,000.
This means that the people who can
most afford to pay more are the people
who do in fact pay more. In situations
that impact certain industries and types
of work more than others, like the
current COVID-19 pandemic, the tax
burden is automatically shifted to
people whose incomes have been less
effected than their neighbors. Currently,
municipal income taxes are permitted
only in 17 states, and many states use

preemption to eliminate this policy

option. See our Home Rule Policy
Roadmap to learn more about how you
can fight preemption to achieve local

control.

Municipalities in states that allow
municipal income taxes should also
consider creating a city-level
refundable earned income tax credit
(EITC). A refundable tax credit means
that if the value of the credit is larger

than the taxpayer’s tax liability, they will
receive the surplus in the form of a tax
refund. Since many low-income
households have little to no tax liability,
refundable tax credits reward

employment and reduce poverty.

There are other strategies for allocating
the tax burden onto parties most able to
bear it. In states where income taxes
are not possible, mansion taxes or
second home taxes may be an effective
way of forcing those with more to pay

more. Consumption taxes, such as sales

and excise taxes, are steeply regressive.

Poorer families that use a greater share
of their income on purchasing daily
necessities like food and clothing are
hit the hardest. However, wealthy
families, who use a relatively small
portion of their income on things like
food and clothing, while spending
heavily on tax exempt items like
financial investments or out-of-state
property, will be able to avoid paying
their fair share.

Lastly, cities and towns should close
corporate tax loopholes whenever
possible, and resist engaging in a race-
to-the-bottom to try to attract more
corporate investment. While
corporations and rich individuals
promise to magically create universal
growth and prosperity, this is not the
case: large tax cuts for corporations

and those in the highest income tax

brackets have been shown to have

almost no direct correlation with

economic growth. Instead, they pocket

the money at everyone else’s expense.
The Congressional Research Service
found this to be true after conducting a
65-year study on the effect taxes have
on broader economic growth trends.
Any money spent on tax breaks to
attract corporate entities would be
better spent improving infrastructure
and human capital to attract many

employers, and are critical to corporate

decisions. The expansion of public

services and public investment is vital in

increasing the productivity and growth
of local economies, and should be the

priority of progressive political leaders.
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http://www.umass.edu/preferen/You%20Must%20Read%20This/CRSTaxesandtheEconomy%20Top%20Rates.pdf
https://files.epi.org/2012/bp338.pdf
https://progov21.org/home-rule/%22
https://www.brookings.edu/wp-content/uploads/2016/06/berube20061101eitc.pdf
https://progov21.org/Download/Document/2Z3X69?download
https://progov21.org/Download/Document/2Z3X69?download

Budget shortfalls, however, have made
public investment more scarce this past
year in the face of the pandemic and

economic flux.

Current Reforms & Tools
to Fight for Them

Many city-level policymakers have
responded to growing wealth and

income inequality by reducing the

repressiveness of local revenue systems.
One way cities can do this is by
instituting a progressive city income tax,
where permitted by state law. For
example, on top of its state tax, New
York City has implemented a graduated
rate schedule with four tax brackets,
each subject to different rates (ranging
from 3.078% to 3.876%) depending on
income levels and filing status; as
taxable income increases, it is subject
to higher tax rates. Not only does this
system of progressive taxation provide a
source of increased revenue to New
York City, but it captures a larger share
of income from wealthy families than
low- and middle-income families, easing
the burden off those who cannot afford
it. Additionally, cities with income taxes
can further improve progressivity by
creating a city- or county-level earned
income tax credit (EITC). New York
City’s implementation of an EITC has
provided significant economic
assistance to low-income residents. San
Francisco, on the other hand, has
supplemented the federal EITC by

establishing the Working Families Credit,

which was designed to encourage take-
up of the federal EITC by matching it

locally.
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Many cities have addressed the budget

shortfalls by shifting municipal budgets

away from fines, fees, or consumption

taxes. A report done by Local Progress

shows how various cities across the
U.S., including Portland, San Francisco,
and New York City, have implemented
local corporate income taxes, which
increase the revenue of local
governments and alleviate the

dependence on consumption taxes.



https://progov21.org/Download/Document/X1Y154?download
https://www.nerdwallet.com/article/taxes/new-york-state-tax#:~:text=New%20York%20City%20income%20tax,%2C%203.819%25%20and%203.876%25.
https://comptroller.nyc.gov/wp-content/uploads/documents/EITC.pdf
https://progov21.org/Download/Document/28ER17?download
https://www.brookings.edu/wp-content/uploads/2016/06/20060516_SFWorks.pdf
https://progov21.org/Download/Document/5BH600?download
https://progov21.org/Download/Document/2Z3X69?download
https://progov21.org/Download/Document/NW7394?download
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Local policymakers can also improve
revenue systems by implementing a

corporate income tax and fighting

corporate tax avoidance. Multnomah

County, Oregon implemented a business
income tax of 2% on businesses that have
a gross income over $50,000. City-level
tax reform can address corporate tax
avoidance and increase transparency by
enacting and enforcing policies that
require disclosure of subsidy spending,
company compliance with subsidy
commitments, and tax breaks.

Long Beach, California annually lists

economic subsidy deals and values
granted to corporate entities in a publicly

accessible report. Columbus, Ohio, and

other Ohio counties, have improved their

revenue systems by taking seriously
compliance with Statement 77 of the
Governmental Accounting Standards
Board (GASB), requiring state and local
government bodies to annually disclose
revenue losses from corporate tax breaks

and abatements.

The expansion of public services and

public investment is vital in increasing the

productivity and growth of local
economies. Budget shortfalls, however,
have made public investment more scarce
this past year in the face of the pandemic.
The Environmental Protection Agency
released a publication assessing how
small towns and cities across the country
have used their local assets to rebuild

their economies.

Taking it to the Next
Level

Municipal governments' ability to
implement effective progressive taxation
policies depends greatly on state laws
regarding preemption and home rule. See

our Home Rule Policy Roadmap to learn

more about how you can fight
preemption to achieve local control.

Financing_of schools through property

taxes ensures that community wealth



https://progov21.org/Download/Document/IN8786?download
https://www.portland.gov/revenue/business-tax
http://www.longbeach.gov/economicdevelopment/community-resources/economic-development-subsidy-reports/
https://progov21.org/Download/Document/X7V669?download
https://progov21.org/Download/Document/8NH780?download
https://files.epi.org/2012/bp338.pdf
https://www.epa.gov/sites/production/files/2015-05/documents/competitive_advantage_051215_508_final.pdf
https://progov21.org/home-rule/
https://www.cornellrooseveltinstitute.org/edu/how-property-taxes-fund-inequality
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disparities carry over into education and
are reinforced for the next generation.
Property taxes are the primary source of
funding for public schools. Property tax
rates and revenues also vary widely
between wealthy and poor areas,
creating funding gaps from the very
beginning. Affluent areas with valuable
real estate can use relatively low
property tax rates to generously fund
local public schools. Good schools, in
turn, make the community attractive to
new residents and lead to higher real
estate prices. Low-income areas need to
use much higher property tax rates, but
because property values in these
communities are suppressed, they still
end up with poorly funded schools—
which continues to depress property
values. Using local property taxes as the
primary source of funding for education
funding inherently disadvantages low
income and minority students.

Municipalities can also use the tax code

to disincentivize pollution and emissions.
Markets and business leaders often fail
to account for the costs of corporate
behavior that damages the public and
the environment but not the bottom line,
but targeting this noxious behavior
through the tax system can change that
calculus. Environmental taxes are most
effective when they target the pollutant
or polluting behavior, with very few or no
exceptions and carve-outs. Funds raised
from these taxes can be used on
greening infrastructure to help address
climate change, or for other important
services in the communities most
effected by the pollution.

Allies, Comrades, and
Helpers

Institute on Taxation & Economic
Policy (ITEP)
ITEP maintains an incredible

Microsimulation Tax Model among

many other invaluable resources

Local Progress

Local Progress is a network elected
officials working for racial and
economic justice at all levels of
local government. They offer many
resources addressing equitable local

revenue and tax systems

The Lincoln Institute of Land
The Lincoln Institute of Land Policy is

a national leader producing work on

the impacts of and improvements for

current property tax systems.

We continue the conversation
around this Public Finance &
Investment Roadmap on ProGov2l's
Podcast. Our latest episode
features expert Amy Hanauer from

the Institute on Taxation &

Economic Policy (ITEP).

Listen to our

podcast on, our —
website, §|.00ﬂfy_’ Cp]'(‘)?/ 2 -I
Apple Music, or —

Amazon Music.



https://www.oecd.org/env/tools-evaluation/48164926.pdf
https://itep.org/
https://itep.sfo2.digitaloceanspaces.com/ITEPFAQ.pdf
http://localprogress.org/
https://localprogress.org/resources/
https://www.lincolninst.edu/
https://progov21.org/the-progov-podcast/
https://itep.org/
https://www.policymattersohio.org/
https://progov21.org/Podcast
https://open.spotify.com/episode/7LVoKrETC1CS2sPPsBReMG?si=85bb729ac608417e
https://podcasts.apple.com/us/podcast/environmental-policy-panel-policy-matters-ohio-los/id1568548310?i=1000523415592
https://music.amazon.com/podcasts/1500eddd-8242-4014-b115-05246e1bd711/episodes/18e81b3d-b573-49c4-9305-70dbd68b38e2/THE-PROGOV-PODCASTENVIRONMENTAL-POLICY-PANEL-WITH-POLICY-MATTERS-OHIO-AND-THE-LOS-ANGELES-ALLIANCE-FOR-A-NEW-ECONOMY

