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h i g h l i g h t s

• We use Proposition 2 1
2 referendum data to estimate the fiscal cost of assessment vale increases.

• Assessors respond to both fiscal benefits and political costs of assessment increases.
• Specifically, assessors respond to signals of political cost from town property owners.
• Elected assessors are more responsive to political costs.
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a b s t r a c t

We use a 15-year panel of property value assessment data from 351 Massachusetts municipalities.
Appraised values grow more slowly in municipalities with elected assessors. When municipalities pass,
via referenda, large increases in the cap on tax revenues, value assessments grow faster under appointed
assessors and slower under elected assessors. Appraisals grow slower when alternative revenue sources
are available.

© 2013 Elsevier B.V. All rights reserved.

1. Introduction

The assessment of property value is as much an art as it is a sci-
ence. This is particularly so in small towns and rural areas, where
market exchanges of property are less frequent and comparable
property less identifiable. The inherent subjectivity of property as-
sessments is of interest, given the importance of property taxes for
many local and state governments, often representing the bulk of
budgeted revenues.1 Property assessors, acting as either appointed
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1 Lutz (2008) notes that the tax accounts for approximately three-fourths of local

government tax revenue. Cornia and Walters (2006) note that property taxes are
often substantial enough inmagnitude to cause financial hardship, especially during
periods of rapidly rising property values.

agents of government officials or elected officials themselves, have
an incentive tomaximize government revenues and voter satisfac-
tion. Can changes in assessed residential property value be solely
explained by changes in the real estate market, or does the assess-
ment process present an alternative means to raise property taxes
and supplement budgets for vote-maximizing elected officials?Us-
ing data from a unique legislative environment, we find evidence
that assessors respond to both fiscal benefits and political costs of
assessing a higher rate of growth in appraised property values.

There is an extensive literature on the political economy of
property taxation. Strauss and Sullivan (1998) and Eom (2008)
each find that appraisal uniformity is influenced by local political
economy, while Bowman and Mikesell (1989) find no such
relationship. In a study ofMassachusettsmunicipalities, Brueckner
and Saavedra (2001) show that local government officials consider
the costs and benefits of property tax revenues, while Besley
and Coate (2003) find that elected regulators are more consumer
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protective than appointed regulators. In a related paper that
examines Virginia towns and counties, Ross (2011) finds that
the method of assessor selection influences the rates of appraisal
growth, as does local fiscal stress. Ross (2012) concludes that
method of assessor selection influences property tax regressivity.

The hypothesis that government officials are motivated by
budgetary considerations, and not just the equitable application of
the law, is not without precedent. Niskanen (1971) hypothesized
that bureaucrat decision-making was, at least in part, an exercise
in maximizing their agency’s budget. Makowsky and Stratmann
(2009) find evidence of traffic citations used as ameans to generate
revenue when local officials are blocked from raising taxes by
referendum. Garrett and Wagner (2009) similarly conclude that
municipal budget deficits lead tomore traffic citations. Helland and
Tabarrok (2002) find evidence that elected judges were motivated
by a desire to transfer wealth from non-constituent defendants to
constituent plaintiffs.

In the case of property value assessment, a property asses-
sor may be either a bureaucrat appointed by the municipal gov-
ernment or a non-bureaucrat elected by the townspeople. This
municipal-level variation in assessor status provides an opportu-
nity to test for the budget-maximizing hypothesis. Specifically, we
test whether appointed assessors are more influenced in their as-
sessment decisions by the budgetary concerns of their municipal
government than are elected assessors. We consider some of the
same issues addressed by Ross but within a unique legislative en-
vironment. The results of municipal override referenda for Propo-
sition 2 1

2 in Massachusetts allow us to estimate fiscal constraints
and preferences among both local governments and tax payers si-
multaneously so as to determine the effects of these variables upon
appraisal growth.

We examine a 15-year panel of data of property value ap-
praisals, with special attention paid to the effects and interactions
of political structure, budgetary conditions, and fiscal institutions.
We take advantage of the Massachusetts property tax institution
known as Proposition 2 1

2 to better understand how fiscal bud-
getary conditions and political costs might influence appraisal de-
cisions. We also benefit from differing rules regarding selection of
town assessor: an elected position in roughly two-thirds of Mas-
sachusetts towns and appointed in all others.

Property value assessments in Massachusetts are made accord-
ing to a ‘‘full and fair cash value’’ standard using the three com-
mon appraisal approaches: income, cost, and market. Assessors
estimate the market value of a property based on either its re-
cent sale price or the sale price of comparable properties (market
approach). They also consider factors such as current cost of con-
struction (replacement cost approach) and present financing and
economic conditions (income approach). There is no precise le-
gal standard for determining the set of comparable properties for
a given property. Proposition 2 1

2 places specific limits on both
growth in annual tax revenue and total tax revenue levied in a year.
Only with the passage of an ‘‘override’’ referendum can a town ex-
ceed the soft limits imposed, and even then there are ‘‘hard caps’’
that cannot be surpassed. When such a referendum fails, the local
government faces strong incentives to identify alternative sources
of additional revenue. Prior studies show that Proposition 2 1

2 slows
or decreases municipal spending (Cutler et al., 1999; Bradbury
et al., 2001) and shifts municipal revenue sources (Susskind and
Horan, 1983; Makowsky and Stratmann, 2009).

2. Hypotheses and empirical method

We hypothesize that incentives facing assessors, beyond
accuracy and demonstrating professional acumen, fall under the
rubric of political economy. A political economymodel of property
appraisal predicts that assessors will attempt to maximize fiscal

health subject to legal and electoral constraints. Using this simple
model, we arrive at several testable predictions. When assessors
are appointed by elected government officials (directly elected by
townspeople), they are afforded greater (less) political distance.
We predict that residential property appraisals grow more slowly
when assessors are elected.

Beyond property taxes, there are alternative revenue sources,
some of which carry no discernible political cost to locally elected
officials. Our model predicts that municipal property appraisals
grow more slowly in proportion of municipal budget originating
from alternative sources. The calling of an override referendum
signals fiscal distress and the existence of significant fiscal benefits
from generating additional revenue. The outcome of the vote
signals the preferences of the constituency and their willingness
to bear additional taxes. A passing override vote signals lower
political costs to increasing taxes, while a failed vote signals higher
political costs. The size of the request provides a sense of the
relative magnitude of associated fiscal benefits and political costs.
When a large dollar value override fails, this indicates greater fiscal
benefit from additional revenue. The larger the passed override,
however, the greater the political costs of further tax increases.
Accumulating these effects, our model predicts (1) less appraisal
growth with the failure of small overrides and passage of large
overrides, and (2) greater appraisal growth with the passage of
small overrides and failure of large overrides.

To test these hypotheses, we estimate the following regression
model:

ResidentialGrowthit = β0 + β1Appraisalit + β2Electedi

+ β3Budgetit−1 + β4Overrideit−1 + β5Municipalit−1

+ β6Overrideit−1 ∗ Electedi + Municipalityi
+ Yeart + εit . (1)

ResidentialGrowthit represents the growth in appraised value of
preexisting property in town i for fiscal year t .2 It is important
to restate that the value of ResidentialGrowthit is not influenced
by new construction, remodeling, or renovation projects. Assessed
value deriving from these activities is considered ‘‘new growth’’
value and can therefore be separated from assessed value in the
prior year. Appraisalit is a vector of variables related to property
appraisals, including non-residential growth, lagged residential
growth, and changes in property exemption. ResidentialGrowthit
is included as a control variable for the local real estate market.
As local socioeconomic conditions ebb and flow, we expect non-
residential property values tomove in step and, in turn, in the same
direction as residential property values.

Lagged residential growth controls for past indirect tax in-
creases through property appraisal growth and constituent ‘‘fa-
tigue’’. We include the change in fraction of property declared
exempt from taxation to control for changes in the taxable prop-
erty base. Electedi equals 1 (0) in towns where assessors are
elected (appointed). Remaining variables include lagged local fis-
cal and municipal conditions that may affect assessment deci-
sions. Appraisals for fiscal year t occur in the middle of fiscal year
t − 1. Thus, lagged values are concurrent with the assessment
process.

Budgetit−1 is a vector of budgetary variables. These include
local receipts, free cash, stabilization fund, and state aid. Local
receipts are revenues generated from court fines, excise taxes,
interest, and other fines and fees. Free cash represents a munic-
ipality’s remaining unrestricted funds from previous fiscal year
operations. The stabilization fund represents municipal funds

2 This variable nets out property value increases from new growth construction
or renovation. Thus, it reflects appraisals of a fixed stock of property over time.
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