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Background

 MA distribution of non-school aid is badly outdated.y

 2006 Municipal Finance Task Force (“Hamill
Commission”) expressed concerns about opaqueness Commission ) expressed concerns about opaqueness 
and inequities.

 Boston Fed Springfield project team has heard  Boston Fed Springfield project team has heard 
widespread complaints about Springfield’s low share of 
state aid.

 Our research documents the problems and proposes a 
workable solution. 
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Overview

 Today’s topic is non-school (a.k.a. “unrestricted”) aid 
from state government to cities and towns in MA.

 Cities and towns in MA face a wide variation in non-
school gaps between their costs of providing municipal 
services and their capacity to raise revenues locallyservices and their capacity to raise revenues locally.

 Non-school state aid to municipalities is not closely 
aligned with these gapsaligned with these gaps.

 Reform can and should be implemented.

 If done correctly, reform of non-school state aid would 
help equalize the ability of cities and towns to provide 
services to their residents, commuters, and 
businesses.
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Measuring a community’s need for aid:
M i i l   t  itMunicipal gap = costs - capacity

 “Costs” refer to spending that local  Costs  refer to spending that local 
governments must incur to provide common 
municipal services.
• N t t l di !• Not actual spending!
• Depend on factors outside the control of local 

officials – population density, poverty rate, 
unemployment rate  jobs per capitaunemployment rate, jobs per capita

 “Capacity” is the ability to raise revenue p y y
locally for non-school purposes.
• Not actual revenue!
• Biggest drivers are total taxable property value • Biggest drivers are total taxable property value 

and income of residents 
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(Gap=Costs-Capacity)

9



Aid is only loosely correlated with municipal gaps
(per capita, FY 2011)

Note:  Weighted correlation between per capita aid and municipal gap for 10 largest cities: 0.11
Weighted correlation between per capita aid and municipal gap for 351 MA cities and towns: 0.67
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Proposed Approach to Distributing AidProposed Approach to Distributing Aid

 Hold existing aid harmless to avoid disrupting g p g
local budgets (i.e., no municipality 
experiences reduction in local aid).

 Distribute more new aid per capita to higher-
gap communities. g p

 Specific outcomes depend on policy choices.
 Size of new aid pool
 Minimum aid per capita
 Baseline gapase e gap
 Approach to holding harmless 
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Reform can bring municipal aid into line with gaps 
within 5-10 yearswithin 5 10 years

5% Annual Growth of Total Unrestricted Aid
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Summary

 Massachusetts should adopt a new approach  Massachusetts should adopt a new approach 
to distributing local aid. 
 Hold existing aid harmless 
 Distribute new aid using a gap-based formula

 In one scenario, within 5 years, aid to most , y ,
MA cities and towns could be proportional to 
their needs.
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Appendix: Policy parameters and 
outcomes for 10 year reform simulationoutcomes for 10-year reform simulation
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Additional Materials
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Most large cities have higher-than-average costs
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Note: The average MA community is defined as a hypothetical community experiencing the weighted average among 351 
Massachusetts cities and towns (weighted by population size) for municipal cost and revenue capacity factors.



Note: Municipal Revenue Capacity = Property Tax Capacity + Other Local Revenue Capacity – Required 
Reductions in Capacity
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Municipal revenue capacity varies widely

Municipal Revenue Capacity of the 10 Largest Massachusetts Cities 
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Note: The average MA community is defined as a hypothetical community experiencing the weighted average among 351 Massachusetts 
cities and towns (weighted by population size) for municipal cost and revenue capacity factors.



$1 600

Lower-income cities have larger gaps
(Gap=Costs-Capacity)
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Note: The average MA community is defined as a hypothetical community experiencing the weighted average among 351 Massachusetts 
cities and towns (weighted by population size) for municipal cost and revenue capacity factors. The municipal gap is defined as the 
difference between municipal costs and revenue capacity.


