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I have read carefully the mission statement of your Subcommittee on Municipal Tax Authority, which states your goal of proposing “comprehensive reforms that will reduce the State’s overreliance on the property tax and bring balance to overall tax structure, in a way that addresses the unique issues of our local municipalities both fairly and efficiently.”  It’s a laudable goal, particularly as guided by the NCSL principles for a high-quality revenue system.

But I fear that achieving that goal, even on a long-term basis, is doomed to failure.

It’s doomed to failure, UNLESS you recommend, and the General Assembly and Governor implement, two absolutely critical foundations for those comprehensive reforms:

1. the collection, quality-verification, and availability of necessary data elements

2. the creation and adequate funding of incisive analysis of policy, both

a) internal to government, in executive agencies (esp., concerning revenue, in DRS and/or OPM) and the legislature (esp. OFA and LPRI), and

b) external to government, in an independent, non-partisan applied policy center, analogous to the NEPPC at the Federal Reserve Bank of Boston, which can do rigorous, robust, objective data analysis and evaluation of policy alternatives

I.  RE data.

As the Hartford Courant has editorialized, “Connecticut is a data desert.”
 The functions of data collection, quality-verifying, aggregation, analysis and dissemination to the public and independent policy research organizations – all tasks that a generation ago were being provided – have been the victim of short-sighted budget cuts.  Even as demands have rightly risen for accountability and assessment of outcomes, the ability to evaluate has been undercut by the absence of quality – indeed, any – data.

So the General Assembly and the Governor and the constitutional officers must ensure through statute and orders that all state agencies and all state agency personnel:

· collect economic, social, demographic, educational, criminal and performance unit-record data 

· verify data for quality

· make data inter-operable among agencies

· de-identify individual unit-record data to protect privacy concerns

· make de-identified data accessible to the public

· promulgate and enforce an “open-data” policy (along the lines of the directive President Obama issued to his Cabinet on his first day in office, and what “word on the street” says is being considered by the Malloy administration)

Such action would enable agencies to better co-ordinate services across agencies, target services where they are most needed, and assess whether services are meeting outcome goals.  Such action would also enable the public and its representatives in the legislature to evaluate the performance of the state in meeting such goals.  And public review of data would force quality improvement of the data.  
See the Appendix for a discussion of both the need and the benefit of data collection and sharing in state agencies generally.
Lest you think that such a requirement for availability of data is not germane to the study of a balanced revenue structure, let me give you an example of what exists today:

Both DRS and the Office of the Secretary of the State’s Commercial Recording Division collect data about both business formation and going out of business.  The DRS must know about the existence of a corporation in order to determine if it is paying the appropriate taxes.  SOTS is required to collect a fee both for formation and dissolution of a corporation doing business in the state.  So you would think that the two offices should be able to share information.  As of the end of 2010, interchange of data was haphazard at best.  I don’t know if sharing has improved, but if not, the state is likely losing out on revenue at both ends.  And this says nothing about the information that is, or is not, being collected by town clerks about the formation and dissolution of non-corporate business entities.  

More generally, David Walker and Fred Carstensen noted last week in their discussion of taxes in Connecticut:  

Connecticut does a poor job in developing, sustaining, and evaluating data that tracks its performance and reveals the dynamics of its economy, population, and other crucial characteristics. This systematic weakness undermines not only the ability to formulate coherent and effective policy, but also disables the ability to respond to misleading studies that hurt the state’s perceived quality. [Connecticut At Risk, p.24, n. 41.]
Which leads me to the next point.  

II.  Analysis

Connecticut is also a ‘policy-analysis’ desert.  As the Courant has pointed out, “The state does not have a major, nonpartisan, public policy research center, and it needs one.”  Right now, there is no rigorous analytic capacity to guide the Superior Court next year in determining, in the case of CCJEF v. Rell, if the state has failed to adequately fund its elementary and secondary schools. And particularly relevant to the issue of property tax disparity, the Courant observed that “Some leaders argue that the state’s property tax structure creates a disproportionate burden on business.  Who could do the study to prove or disprove the claim?”

This point was reiterated last week by David Walker and Fred Carstensen.  The level of taxation, the relative mix of sales taxes, income taxes and property taxes, and property tax disparities all suggest, they said, “that Connecticut’s tax system requires a comprehensive review and reform in a manner that considers both the fiscal and economic implications of its tax composition and structure. This could be accomplished by integrating dynamic tax incidence analysis into the policy making process. . . .”

Commissioner Kevin Sullivan certainly agreed, in his presentation to this Sub-Committee last Wednesday, that the capacity to do sophisticated tax-incidence analysis is required in order to make sound judgments about the proper balance of state revenues.  
Certainly, the state must have the internal capacity to do these kinds of analyses.

But an independent, non-partisan applied public policy center external to government is also required to conduct rigorous, objective analyses of alternative policies.  
Specifically relevant to this Sub-committee’s stated goals would be the analysis of potential “changes . . . to provide equitable funding for the Education Cost Sharing (ECS) grant, special education, and other general government services provided on the local level.”

Let me particularly address the matter of analyzing how to provide equitable funding for general government services.

Under the auspices of 1000 Friends of Connecticut, a group of policy leaders from across the state has come together over the last year to work for property tax reform.  We believe that while property taxes have been a relatively stable source of municipal revenue, over-reliance on property taxes – especially given the disparities of taxable property among towns – hurts business, municipalities, individual citizens, and society as a whole, and so reform of the property tax is required.  
We do not believe, however, that this reform can be accomplished in the absence of a rethinking of the entire revenue structure of the state.  In order to support the ability of municipalities to provide general (non-educational) public services, we believe that unrestricted state aid must be directed to towns and cities in ways that promote equity and efficiency.
  The most promising approach, we believe, is a framework first identified in the 1980s by scholars at Duke University and Syracuse University, Dr. Dorothy Ladd and Dr. John Yinger.  More recently, policy analysts at the New England Public Policy Center at the Federal Reserve Bank of Boston have used this framework to recommend a way to structure municipal aid in Massachusetts to reduce property tax disparities in that state.  
The originators of this approach referred to it as closing the “need-capacity gap.” “For police, fire, and other local services, grants based on the need-capacity gap provide a flexible way to focus aid on the jurisdictions that, through no fault of their own, need help the most.”
 
More recently, Dr. Bo Zhao of the NEPPC has provided an analysis of what he calls “the gap between the underlying costs of providing local public services (‘costs’) and the ability to raise revenue locally to pay for those services (‘capacity’).”  Like Ladd and Yinger, both measures are based on “local economic and social characteristics that are outside the direct control of local officials.”  Accordingly, neither local decisions to pay employees a higher wage or to hire more employees or to provide a higher than average level of services (on the cost side), nor local decisions to raise or lower tax rates (on the capacity side) are included in the gap analysis.
  Specifically, Zhao identifies four factors that primarily determine municipal costs:  population density, poverty rate, unemployment rate, and jobs per capita.
  On the capacity side, Zhao singles out taxable property value and local residents’ income as important factors.
 
For the future, limited only to the issue of property tax reform and revenue structure rebalancing, there is a need for policy analysis to focus on the following questions, among others that may arise:

1. Is the “need-capacity gap” or “municipal gap” framework an appropriate analytic framework with which to create a solution to the problem of over-reliance on property taxes to support general municipal services?
2. If so, how does one properly compute what the gap is in Connecticut?

3. What are alternative ways of rebalancing the revenue structure in Connecticut so that this gap can be reduced or even closed?

4. Which alternatives for rebalancing the revenue structure best meet the principles of a high-quality revenue system set out by NCSL?

Appendix. 
Quality data would provide great benefits both in terms of government efficiency and effectiveness, and in terms of government accountability.

Interoperability of data would enable the implementation of a Single Point of Entry (SPE) or No Wrong Door (NWD) for clients of agencies such as DCF, DSS, DMHAS, DDS, Veteran’s Affairs, DPH, and SDE (as central data repository for LEA clients). The Allegheny County (Pa.) Department of Human Services is often seen as a model of such a system.
  At a bare minimum, a single application for social services programs could be developed. A single application used at each point of intake and then circulated to the appropriate agencies “would reduce duplication, paperwork, the need for paper and would enhance efficiency of workers” at both state agencies and community agencies.”

Until an SPE or NWD protocol could be implemented, agencies COULD, if they WOULD, exchange data relating to caseload characteristics, demographics, economic indicators, spending and taxation data, and more, enabling the state to focus and refine services, resulting in substantial savings.  Individual case data could be used to facilitate individualized services to clients through inter-agency cooperation.  For example, information collected by Social Services concerning family income, food stamp eligibility, use of Medicaid services, etc., could be used by Children and Families to identify needy families with children who might be at-risk.  Or vice-versa: if DCF identifies children at-risk simply because of a family’s poverty, and notifies DSS, DSS could then provide necessary support to mitigate the risk. As another example, DOC and the Judiciary must have the ability to share information about offenders across the entire criminal justice system.

Of course, there currently exist obstacles to such interchange.  State agency data collection efforts do not now use consistently defined data elements to facilitate data linkages.
  And much individual [unit-record] data is currently sitting in legacy (existing) electronic databases that are not compatible with one another.  But “middleware” and “service-oriented architecture (SOA)” can be developed to pull unit-record data from legacy systems much sooner than replacing those old systems by building expensive new systems from the ground up.

In addition to coordinating services, quality data about individuals can be aggregated, analyzed and “visualized,” after being stripped of individual identifiers, to support strategic planning, evidence-based decision-making and fiscal accountability.  These could be used to target services to areas where overlapping needs exist.  Layering of social services caseload data with census data, geographical information systems and DOC data about the residence of ex-offenders could identify likely “hot spots,”
 so that agencies could focus services on specific areas. Identified hot spots of poverty across the state could also be used to identify municipalities in need of state aid.
Unfortunately, in the absence of a clear state policy or an executive mandate from the Governor, agencies tend to be protective of the data that they collect.  They may fear that quality is substandard, or that the data may show that they are not producing the outcomes that they are supposed to be producing.  Regardless of the reason, if data are not collected and used, government is flying blind – almost as if someone pulled the instrument panel out of a 747 and expected the pilot to land the plane safely.
� “State Needs a Major Policy Research Center,” April 8, 2013.


� “State Needs a Major Policy Research Center,” April 8, 2013.


� Connecticut at Risk, p. 26. The last sentence continues, “but in order to do so, government must significantly improve its current ability to collect and assess data.”  


� As Dr. Bo Zhao has more recently made the case, “State government may equalize municipalities’ ability to provide public services to help ensure both equity and efficiency. Yinger (1986) states that it is not equitable for identical households or businesses in different communities to pay different amounts of taxes for the same level of local public services, or to receive different levels of local public services for the same taxes. Downes and Pogue (1994) suggest that disparities in the underlying local fiscal health may distort resource allocations, because households and businesses may move from their current communities to communities that are in better underlying fiscal health.” (emphasis added) Bo Zhao, “Municipal Aid Evaluation and Reform,” NEPPC Working Paper 11-1, June 2011, n. 1 at p. 2. 


� Ladd and Yinger, “The Case for Equalizing Aid,” in 47 National Tax Journal 211-224 (March 1994), at p. 220.


� In another brief, Zhao and David Coyne state: “It is important to note that these costs are not actual spending and that capacity is not actual revenues. Instead, cost and capacity calculations are based on local economic and social characteristics that are outside the control of local officials. This avoids any likelihood of rewarding poor management and wasteful local spending with state aid that is needed more elsewhere.”  Coyne and Zhao, “Making Municipal Aid Count: Mind the Gap!” Communities and Banking, Spring 2011 at p. 23.


� Further explanation:  “There are economic reasons why these factors affect municipal costs. Higher population density and poverty and unemployment rates tend to increase costs for fire protection, because housing that is closely packed and poorly maintained creates a greater fire hazard than housing that is widely spaced and well maintained. The costs of providing police protection also rise with poverty and unemployment rates, because low-income communities and those with higher unemployment rates tend to have higher crime rates. The number of jobs per capita serves as a proxy for cost pressures from employers and workers who commute into a municipality and consume municipal services, including roads and police and fire protection.” Bo Zhao, “Municipal Aid Evaluation and Reform,” NEPPC Working Paper 11-1, June 2011, at p. 4


� Bo Zhao, “Municipal Aid Evaluation and Reform,” NEPPC Working Paper 11-1, June 2011, at pp.3-4.


� “Connecticut’s Tax System,” a comprehensive study by the Legislative Program Review and Investigations Committee conducted in 2005, provides a preliminary comprehensive discussion of Connecticut’s revenue system in the context of these 9 principles.  See the link at � HYPERLINK "http://www.cga.ct.gov/pri/2005.asp#05Connecticuts_Tax_System" �http://www.cga.ct.gov/pri/2005.asp#05Connecticuts_Tax_System� especially Section V of the study.


� See “Lessons from Across the Country:  Improving Human Services Delivery,” presentation by the Office of Child Advocate to the Commission on Enhancing Agency Outcomes, May 27, 2009, (� HYPERLINK "http://www.cga.ct.gov/gae/CEAO/docs/HS%20Consolidation%205-27-09.pdf" ��www.cga.ct.gov/gae/CEAO/docs/HS%20Consolidation%205-27-09.pdf�) citing the work of Stewards of Change Inc., � HYPERLINK "http://www.stewardsofchange.org" �www.stewardsofchange.org�.


� See the recommendation of the Commission on Aging at a public hearing of the Commission on Enhancing Agency Outcomes, Dec. 14, 2009, � HYPERLINK "http://www.cga.ct.gov/gae/CEAO/hearings/December%20Public%20Hearing%20Proposal%20Testimony/Julia%20Evans%20Starr,%20Commission%20on%20Aging.pdf" ��www.cga.ct.gov/gae/CEAO/hearings/December%20Public%20Hearing%20Proposal%20Testimony/Julia%20Evans%20Starr,%20Commission%20on%20Aging.pdf� . 


� If data is to be exchanged, or aggregated, it is critical that there be specific definitions of what data is to be collected, and how each element is defined.  A 2010 report by the Department of Public Health on databases it manages illustrates how different categories are used by the different databases to classify race/ethnicity, and how few databases also collect information on income and education.  If there isn’t even consistency within DPH, one can only imagine the inconsistency across agencies.


.


� See Atul Gawande’s New Yorker article in January 2011, linked at � HYPERLINK "http://www.newyorker.com/online/blogs/newsdesk/2011/01/atul-gawande-super-utilizers.html" �http://www.newyorker.com/online/blogs/newsdesk/2011/01/atul-gawande-super-utilizers.html� 
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