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ABOUT COMMON SENSE INSTITUTE

Common Sense Institute is a non-partisan research organization dedicated to the protection and
promotion of lowa's economy. CSl is at the forefront of important discussions concerning the future of free
enterprise and aims to have an impact on the issues that matter most to lowans. CSl's mission is to examine
the fiscal impacts of policies, initiatives, and proposed laws so that lowans are educated and informed on
issues impacting their lives. CSI employs rigorous research techniques and dynamic modeling to evaluate
the potential impact of these measures on the economy and individual opportunity.

TEAMS & FELLOWS STATEMENT

CSl is committed to independent, in-depth research that examines the impacts of policies, initiatives, and
proposed laws so that lowans are educated and informed on issues impacting their lives. CSI's commitment
to institutional independence is rooted in the individual independence of our researchers, economists, and
fellows. At the core of CSI's mission is a belief in the power of the free enterprise system. Our work explores
ideas that protect and promote jobs and the economy, and the CSI team and fellows take part in this pursuit
with academic freedom. Our team'’s work is informed by data-driven research and evidence. The views and
opinions of fellows do not reflect the institutional views of CSI. CSl operates independently of any political
party and does not take positions.
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INTRODUCTION

In March, lowa lawmakers introduced House Study Bill 313 and its
companion, Senate Study Bill 1208, to overhaul the state’s property
tax system. While some argue the legislation could threaten local
governments’ ability to provide essential services, legislators from
both parties agree some form of property tax relief is needed.
Democratic legislators have introduced alternative legislation

also aimed at reducing the property tax burden for residents.?

The conversation around property taxes raises important questions
about the tax burden appropriate and necessary for providing local
services. Ultimately, the people and their elected representatives
must make this determination based on the local services they wish
to receive and the tax burden they are willing to shoulder to receive
those services. Deep tax cuts may leave local governments with
insufficient revenue to fund the services their residents demand.
Inordinately high tax burdens can impact a state’s economic
growth and reduce migration into the state.* This report provides
policymakers and the public with a barometer for measuring lowa's
property tax burden and its total local tax burden, ranking it against
other states. It then quantifies and forecasts possible property tax
reform targets that would bring the state’s local tax burden in line
with the median U.S. state.
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KEY FINDINGS

= CSl's analysis ranks lowa 11th most burdensome nationally for local property taxes and 19th for total
local tax burden.

= Property Tax Reform Target - If lowa's statewide property tax revenue growth exceeds 2.3% annually,
CSl forecasts lowa will always remain one of the top half most burdensome states for local taxes—
assuming no changes to other local taxes.

> CSlforecasts property tax revenue will grow at an average of 2.63% annually under the current trend.

> Iftax reform kept statewide local property tax revenue growth at 2% annually, lowa’s total local tax
burden would reach the U.S. median by 2033.

> Iftax reform kept statewide property tax revenue growth at 1% annually, lowa's total local tax burden
would reach the U.S. median by 2027.

> Total statewide local property tax revenues would need to fall by about $400 million to make lowa a
median local tax burden state in just one year.

= From 1978 through the end of the century, lowa’s statewide property tax revenues tracked inflation
almost exactly. From 2000 to 2024, however, property taxes grew at more than twice the rate of
inflation—170% versus 73%.

= Iftax reform fixed total local property tax revenue growth at 1% annually, it would take nearly 2 decades
for lowa to become a median property tax burden state. At 2%, it would remain in the top half indefinitely.

= lowans spend 3.25% of state personal income on just property taxes, or 25% more than the national
average.

= lowans spend 3.8% of state personal income on all local taxes, or 7% more than the national average.

= lowans spend 0.5% of state personal income on local sales taxes and 0.1% on other local taxes. Both are
below the national average.

= One-third of the total $22.7 billion in revenue received by lowa’s local governments in 2022 came from
local taxes. Of that, $6.4 billion came from property taxes, equal to 85% of local tax revenues and 28%
of local revenue from all sources.

Policy Recommendation - Cutting local property taxes by $400 million in one year would make lowa
tax competitive with other states, but it would be a rug pull for local government budgets. However,
backfilling the lost revenue to local governments from state funds would only shift the burden of the tax
from local to state taxpayers, resulting in no net benefit to lowa’s economy or to its taxpayers. Instead,
policymakers should use modest gradual property tax reform that controls the rate of growth in property
taxes. That will make lowa'’s property taxes and overall local tax regime more competitive over time
without cutting local budgets.
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HOW MUCH TAX REVENUE DOES
LOCAL GOVERNMENT NEED?

Article 1V, Section 4 of the United States Constitution guarantees lowans a “Republican Form

of Government.” This empowers the people, either directly or indirectly through their elected
representatives, to determine which functions their state and local governments serve.> The same
democratic process provides the means for determining the appropriate level of expenditures for carrying
out those functions. Likewise, it dictates the methods for raising the funds necessary to provide state and
local services. The same constitution also establishes a federalist system of government whereby people
govern their own local affairs based on the needs and interests of their communities. Over 90,000 local
governments across the United States carry out these responsibilities.® Local governments are an integral
part of the American democratic system.

lowa'’s local governments provide residents with a range of services, including sanitation services, public
recreational facilities, public education, emergency services, social services, infrastructure maintenance,
and much more. To provide those services, they generate revenue from various sources, including taxes,
fees, licenses and permits, fines, bonds, and government operated business enterprises such as utilities
and parking facilities. They also receive revenue from the state and federal government. It is up

to policymakers and the public to answer three key questions about their local governments:

1. What is the proper role of each local government?
2. What is the appropriate cost of local government?
3. What is the best way to raise revenue for local government?

This report does not attempt to answer the first question. It does not make an item-by-item value
judgment on each service provided by local governments across the state. Federalism works precisely
because residents get to make those decisions locally based on their local needs. The Tax Foundation
has done excellent work on the question of how to tax to fund local governments, including in a recent
report, “Securing Property Tax Relief in lowa."” This report does not purport to add to the discussion.
Rather, in this report CSI offers lowa policymakers an approach for addressing the second question:
What is the appropriate cost of local government?
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WHERE DO IOWA'’S LOCAL
GOVERNMENTS GET THEIR REVENUE?

In lowa, local governments receive about a third of their revenue from the state and federal government,
about a third from local taxes, and about a third from all other sources. According to the U.S. Census
Bureav, all local government revenues across lowa totaled $22.7 billion in fiscal year (FY) 2022, the

last year with available data.® Of the total, $7.9 billion came from transfers from the state and federal
government; $7.5 billion came from various local tax revenue sources; and $7.3 billion came from other
charges, fees, and miscellaneous revenue sources. Property taxes alone supplied $6.4 billion in revenue,
or about 28% of the total. Figure 1 shows the total revenue collected by all local governments across lowa
in 2022, broken down by revenue source.

Many local revenues

not originating from
federal, state, or local

tax collections come

from charges and fees

for services provided

by local governments.
Such charges differ

from a general tax. A
government fee charges
the direct beneficiary of

a government service for
the cost of providing that
service.? This might include
entrance tickets for a public
pool or a water utility bill,
for example. As arule, fees
are voluntary, whereas
taxes are compulsory.

FIGURE 1. TOTAL REVENUE COLLECTED BY ALL LOCAL GOVERNMENTS IN
IOWA, DIVIDED BY REVENUE SOURCE, 2022
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Source: Census Bureau, "Annual Survey of State and Local Government Finances (ALFIN).”
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Governments levy taxes to cover general government expenses in service of the public good broadly.
Those paying the tax may or may not benefit directly from the good or service funded with the revenue
generated. This report purposes to understand the cost burden of local government services imposed
generally through local taxes, not the cost of voluntary user fees. While the “Other Revenue” category
in figure 1 may include some general taxes—including taxes dubiously labeled “fees” or “charges”—this
report’s analysis excludes that category altogether. It also excludes intergovernmental revenue. While
intergovernmental revenue primarily originates from taxes, this report focuses on the local tax burden.
That focus points back to the primary question of this report: What is the appropriate cost of local
government? Or more precisely, what degree of local tax burden is necessary and appropriate for
funding local government?
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DOES IOWA HAVE HIGH
PROPERTY TAXES?

During lowa’s 2025 legislative session, the local tax reform debate has focused on reforming the main
source of local tax revenue: property taxes. This focus is understandable given sharp increases in property
assessments in recent years and the state’s relatively high property taxes.® In a recent report on lowa
property taxes, the Tax Foundation calculated the total statewide property tax burden grew by 5% per
capita in FY 2021 and amounted to more than $5,600 per household in 2024." With a mean effective
property tax rate of 1.4%, lowa had the 9th highest effective rate for owner-occupied housing nationally.”
In 2023, the state dropped to 10th highest as its effective rate rose slightly to 1.43%.” That compares with
a national average of just 0.91%. By appearances, lowa has a relatively high property tax burden compared

with other states. Yet, the
organization points out
that because of lowa’s
relatively low property
values, higher rates result in
lower-than-average annual
property tax liabilities for
homeowners. “The median
homeowner in lowa pays
$2,825 on their home,
which is actually slightly
lower than the national
average of $3,073," the
report notes!* While
useful for adding context
to the property tax reform
conversation, none of
these metrics fully convey
the relative capacity

of lowa’s economy to
shoulder the cost of its
property taxes.

FIGURE 2. IOWA STATEWIDE PROPERTY TAX REVENUE GROWTH VS.
MIDWEST CPI, 1978-2024

lowa property tax revenue has increased at more than twice
the rate of inflation this century.
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Source: lowa Department of Management, “Historical Property Taxes”; Bureau of Labor
Statistics, “CPI All Urban Consumers Midwest Region.”
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Different timeframes seem to suggest entirely different conclusions about the sufficiency or insufficiency
of lowa’s property tax revenue growth. Property taxes rose by 5% in FY 2021, but inflation in the Midwest
was also 5% that year. In FY 2022, tax collections rose by 2.7% while consumer price inflation increased
by 8% in 2022. In other years, the opposite occurs; property taxes rise by more than inflation. Any year
might yield different results, but picking a span of years serves the analysis no better. Over the last four
tax years, for example, lowa'’s property tax revenues grew by 16.3% while consumer prices rose 20%.
Add one year—going back five tax years—and they each rose at almost exactly 22%. From tax year
1978 to 2024, consumer prices rose 350% in the Midwest while lowa’s statewide property tax revenues
rose by 550%. They tracked each other almost exactly from 1978 until the start of the new millennium.
Since 2000, however, statewide property tax revenues have grown at more than twice the rate of
inflation—73% versus 170%. Measuring the change in property taxes over time, even pegged to a
benchmark like inflation, does not necessarily indicate that taxes today are too high or too low.

If property tax revenues are insufficient, they may need to increase faster than inflation. Yes, property taxes
have risen more than twice as fast as consumer prices this millennium, but maybe tax revenues were way
too low in 2000. If so, the increase may have simply brought revenues up to the appropriate levels to fund
local services. Perhaps they remain too low today even with the faster rate of increase over time. Property
taxes outpacing inflation over a given period does not necessarily prove that today’s property taxes are
inappropriate.

Comparing lowa's effective property tax rate to other states makes the state’s tax burden appear relatively
high, but this is not necessarily the case. Higher tax rates could result in lower tax bills if property values
are lower. Previous CSI

research found lowa has FIGURE 3. STATES RANKED BY TOTAL STATEWIDE LOCAL PROPERTY TAX
one of the most affordable BURDEN, 2022

housing markets in the
country, largely due
to relatively low home 0.77% — 4.67 %
prices!® In 2022, the
median lowa household
paid $248 less in property
taxes than the average
American household,
according to the Tax
Foundation, yet U.S.
Census data show it earned
$1,740 more® This metric
comes closest to capturing
the real cost of property
taxes for those who pay
them, but it only captures

owner-occupied residential Source: Census Bureau, “Annual Survey of State and Local Government Finances (ALFIN)";
property. Residential Bureau of Economic Analysis, “Personal Income by State”; CSl calculations.

lowa ranks 11th highest for property tax burden nationally.
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properties generally pay a much lower rate than other types of property in lowa.” While most residents
do not write checks to the county assessor for non-residential property taxes, the state’s economy still
bears the cost. Thus, this approach fails to convey the true cost of property taxes to lowa's economy. For
policymakers and the public to decide the appropriate level of taxation, they must first understand the
real cost burden of the tax. Common Sense Institute has developed a metric for determining the cost of
property taxes to a state’'s economy based on the state’s capacity to shoulder that cost, shown in figure 3.

FIGURE 4. SHARE OF PERSONAL INCOME CONSUMED BY STATEWIDE LOCAL PROPERTY TAXES, 2022

Property taxes consume 3.25% of personal income.
They consume just 2.59% for the average U.S. state.
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Source: Census Bureau, “Annual Survey of State and Local Government Finances (ALFIN)”; Bureau of Economic Analysis,
“Personal Income by State”; CSl calculations.

Note: The "Average” bar in blue represents the average state without lowa and D.C.

The CSl property tax burden metric measures the percent of state personal income required to pay

all local property taxes levied statewide each year. Before issuing a mortgage loan, banks consider the
borrower’s capacity to pay the mortgage each month.® JP Morgan Chase recommends borrowers spend
no more than 28% of their gross monthly income on their mortgage payment.”® Spending over 28%

of their income on a mortgage would make them overburdened. In other words, a borrower’s capacity
to cover the cost of their house payment is a function of their costs and their income. Common Sense
Institute’s tax burden metric takes the same approach. This approach implicitly means states with lower
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personal incomes will have less revenue for local services, just as poorer individuals cannot afford
the same house as their wealthy neighbor. Mississippians may want an underground metro rail like
Washington, D.C. has, but it has less than half the personal income per capita. Based on their respective

capacities to shoulder the cost, installing a metro rail may overly burden Jackson but prove a reasonable
and sensible local government service for the district. With property taxes consuming 3.25% of statewide
personal income, lowa had the 11th highest property tax burden in the nation in 2022. That compares with
an average burden of 2.59% and a median burden of 2.52% that year.

Between 1998 and 2022, total statewide property taxes have cost lowa anywhere between 319% and
3.63% of personal income. The average has ranged from 2.59% in 2022 to 3.15% in 2009. The median
ranged from 2.52% in 2022 to 3.2% in 2009. Over the surveyed period, lowa's property tax burden has
averaged 21% higher than the average and 23% higher than the median.

Over the time series provided by the Census Bureau from 1998 to 2022, lowa ranked worse than 2022
only in 2019 and 2020 when it had the 10th highest burden nationally. Its absolute burden was also higher
those years at 3.5% compared with an average burden of 2.77% and a median of 2.67%. On an absolute
basis, its highest burden came in 2010 with 3.63% of personal income going to local property taxes. It

ranked 15th highest that
year. Its best rank in the
series came in 1998 at 17th
highest nationally. That
year its burden was 3.3%
compared with a national
average of 2.84% and a
median 2.74%. Its lowest
absolute burden came in
2008 when only 319%

of statewide personal
income went to paying for
property taxes. It ranked
15th that year. Figure 4
shows the percentage

of state personal income
required to cover the cost
of statewide local property
taxes for each state.

Figure 5 illustrates the
revenue change necessary
to make lowa competitive
on its total local property
tax burden by making it
equal with the U.S. median.
The Y axis represents

FIGURE 5. NOMINAL REVENUE CHANGE NEEDED TO MAKE IOWA A
MEDIAN PROPERTY TAX BURDEN STATE, ACTUAL AND PROJECTED, 1998-
2035 (CURRENT DOLLARS)

On its current trend, lowa will remain one of the most
burdensome property tax states indefinitely.
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Source: Census Bureau, "Annual Survey of State and Local Government Finances (ALFIN)”;

lowa Department of Management, “Historical Property Taxes”; Bureau of Economic
Analysis, “Personal Income by State”; CSl calculations.

Note: The Y axis at $0 represents the median of all states without lowa and D.C. CSI used
property tax revenue from the lowa Department of Management (DOM) for lowa actuals
and forecasts. It used Census data to calculate the median of all other states. The DOM
reported lowa property tax revenue about 4% greater than the Census Bureau in 2022,
with a similar delta in other years.
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the property tax revenue increase or decrease necessary each year to make lowa equal to the median
U.S. state property tax burden that year. The solid orange line equals actual total statewide property tax
revenue in lowa each year. Dotted lines represent trend forecasts under different scenarios.

lowa'’s local property tax burden has remained in the top half most burdensome of all states every year
since at least 1998; it will remain so indefinitely under the current trend. The trend forecasts property tax
revenue will grow at an average of 2.63% annually through 2035.

lowa'’s statewide property tax receipts would need to fall by an estimated $1.4 billion in FY 2027 for the
state’s overall local property tax burden to rank in the middle of all states. Making this change in just one
year would require large cuts to local government budgets. Conversely, controlling the rate of growth in
revenue would allow lowa to reach parity without cuts to local budgets, but it would take more time. The
rate of growth would need to slow significantly to achieve parity in this way. If policy change first affecting
FY 2027 fixed property tax revenue growth at 2% annually, the property tax burden would fall initially,
though not by enough to make lowa a median state. Even at 1% annual growth, it would take nearly

two decades for lowa’s local property tax burden to become competitive with the rest of the nation.
Fortunately, such tight controls would not be necessary to make lowa tax competitive when considering
the cumulative cost of all local taxes.
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ARE TOTAL LOCAL
TAXES HIGH IN
IOWA?

Targeting property tax reform should begin with a
holistic view of local taxes. In 2022, 85% of all local
tax revenue across lowa came from property taxes,
and about 12% came from sales and gross receipts
tax. The rest accounted for just under 3% of all local
tax revenue. Figure 1 provides a visual representation
of this division. Nationally, the share came out to
approximately 74%, 19.5%, and 6.5%, respectively.
As a percentage of total local tax revenue, lowa relies
more heavily on property taxes for local tax revenue
compared with the average state. It relies less heavily
on sales and other taxes to fund local governments.
Consequently, using the same tax-cost-to-personal-
income ratio used for the property tax burden ranking,
lowa ranks more favorably for the overall local tax
burden than for property tax alone.

Figure 6 shows the percent of statewide personal
income required to pay for all local government taxes
in each state in 2022. Figure 7 shows the rank of each
state using CSI's total local tax burden metric. The
darkest shaded state ranked 1 represents the highest
burden and the lightest shaded state ranked 50
represents the lowest.

While lowa ranked 11th highest for property tax
burden in 2022, it was below average for sales and
other taxes, putting its overall local tax burden at 19th
highest in the nation. Only 0.5% of personal income
went to pay local sales taxes compared to the 0.7%
national average; 0.1% covered the cost of other local
taxes versus a U.S. average of 0.3%. Of course, this

FIGURE 6. SHARE OF STATE PERSONAL
INCOME CONSUMED BY LOCAL
TAXES, 2022

lowa's local governments rely more
heavily on property taxes than does
the average state's.
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distribution changes each FIGURE 7. STATES RANKED BY TOTAL STATEWIDE LOCAL TAX BURDEN,

year, and lowa'’s position 2022

relative to the average also
changes over time. Figure lowa ranks 19th highest for total local tax burden nationally.
8 shows the linear trend 1.96% s— 7.79%

for the total local property
tax burden and for each of
the three tax subgroups— ®
property, sales, and other. © g

Solid lines denote lowa and @
dotted lines denote the % -
U.S. average. B 5

lowa had a consistently
higher property tax burden
and a consistently lower 9
burden from other taxes -

between 1998 and 2022.
Only lowa'’s sales tax
burden rose above the
national average during
the period—and that only
from 2008 to 2012. Since
2013, lowa has maintained

B

"

Bureau of Economic Analysis, “Personal Income by State”; CSl calculations.

FIGURE 8. CHANGE IN SHARE OF PERSONAL INCOME CONSUMED BY
a lower sales tax burden PROPERTY, SALES, OTHER, AND ALL LOCAL TAXES, 1998-2022

Source: Census Bureau, "Annual Survey of State and Local Government Finances (ALFIN)”;

than the national average.

While property taxes lowa's property tax burden and total local tax burden have

make up the bulk of lowa'’s remained consistently above the national average over time.
local revenues, property

taxes alone do not
represent the full local tax
burden imposed by local
governments. Property
taxes alone consume
3.25% of lowa personal
income; altogether, local
taxes consume 3.8%.

To make lowa less tax
burdened and more tax
competitive, policymakers 1%
should consider the

total tax burden, not just

@ Total Local Tax [ Property Tax @ Sales Tax @ Other Tax

3%

2%

Personal Income Burden

0%
property taxes. 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018 2020 2022

"

Source: Census Bureau, “Annual Survey of State and Local Government Finances (ALFIN)”;

Bureau of Economic Analysis, “Personal Income by State”; CSl calculations.
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WHAT IS THE PATH FORWARD FOR
PROPERTY TAX REFORM?

If lowa policymakers wish to bring each category of local taxes in line with the U.S. median in one year, it
would require a $1.4 billion cut to property taxes and an increase of $500 million to local sales taxes and
$500 million to other local taxes. If policymakers simply wish to make the overall local tax burden more
competitive, however, they could achieve their goal through more modest property tax reform—without
touching sales or other local taxes.

It would require a $400 million property tax reduction to bring the state’s overall local tax burden down to
the median level in the country. The state’s above-average reliance on sales and other local taxes makes
up for the $1 billion difference. A $400 million reduction in property tax receipts from one year to the
next, however, would pull the rug out from underneath local government budgets. To avoid local budget
cuts, the state could backfill that revenue from state funds, but doing so would only shift the burden of
the tax from local to state taxpayers. Such a change would in principle produce no net benefit to lowa’s
economy or to its taxpayers. Instead, policymakers should use modest gradual property tax reform to
make lowa’s overall local taxes more competitive over time.

Figure 9 illustrates the change in local tax revenue necessary to make lowa a median state for total local
tax burden. Like figure 5, the Y axis quantifies the tax revenue increase or decrease necessary each year
to make lowa equal to the median local tax burden among all 50 states. The orange line labeled “Current
Trend” shows the nominal amount by which lowa'’s total local tax burden is projected to exceed the

U.S. median through 2035. Each of the other lines forecasts the amount by which the local tax burden is
projected to exceed or fall short of the median under various scenarios. Dotted lines are forecasts.

As in figure 5, the current trend seen in figure 9 will keep lowa’s total local tax burden indefinitely higher
than the median. If local property tax revenue grew at 2.5% annually, CSI projects lowa'’s local taxes
would become more competitive but would remain in the top half of states indefinitely. In fact, if lowa's
statewide property tax revenue growth exceeds 2.3% annually, CSl forecasts lowa will always remain one
of the top half most burdensome states for local taxes—assuming no changes to other local tax revenues.
However, CSI projects a policy change fixing total statewide local property tax revenue at a growth rate
of 2% annually would bring lowa'’s total local tax burden down to the national median by 2033. This
assumes the policy change first impacts FY 2027 revenues. At a 1% annual growth rate, lowa would reach
local tax burden parity by 2029. Neither scenario would require cuts to local government budgets. If
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those growth rates held FIGURE 9. NOMINAL REVENUE CHANGE NEEDED TO MAKE IOWA A
beyond 2033 and 2029 MEDIAN PROPERTY TAX BURDEN STATE, ACTUAL AND PROJECTED, 1998-

. , 2035 (CURRENT DOLLARS)
respectively, lowa’s local

tax competitiveness would ' .
If lowa's property tax growth falls to 2% annually, its total

continue to improve in local tax burden will reach the U.S. median by 2033.

future years. In practice, tax
-$1,000,000,000

reform legislation like HSB lowa's total local tax burden is higher than the U.S. median

313 would not yield the

precise results forecast in

-$500,000,000

figure 9 for several reasons. e
o e e 2.5% Property
Wy, Tt Tax Growth

Firstly, forecasts are

imperfect. This is evident $0 e, 2% Property Tax

kY " Growth
from the change seen

from the actual historic \
data in figure 9 (solid line) $500,000,000

to the forecasts (dotted
“nes)' The dotted lines lowa's total local tax burden is lower than the U.S. median
are smooth, whereas ¥1,000,000000 2000 2005 2010 2015 2020 2025 2030 2035
the line for the actual

% 1% Property Tax
* Growth v

historic data is volatile lowa Department of Management, “Historical Property Taxes”; vureau of Economic

and unpredictable. The Analysis, “Personal Income by State”; CSl calculations.

. Note: The Y axis at $0 represents the median of all states without lowa and D.C. CSl used
forecasts in figures 9 and 5 property tax revenue from the lowa Department of Management (DOM) for lowa actuals
rely on the trend from the and forecasts. It used Census data to calculate the median of all other states. The DOM
yearly moving average of reported lowa property tax revenue about 4% greater than the Census Bureau in 2022,
with a similar delta in other years.

tax revenues from 1998
to 2022. The actual data
will be impacted by changes in inflation, economic conditions, and public policies in lowa or in other
states that will alter these projections in ways forecasters cannot precisely predict. Lacking the benefit
of foreknowledge, however, the forecasts are nonetheless useful for illustrating the directional impact of
hypothetical policy changes.

Furthermore, policy changes like lowa's current property tax rollback and those in HSB 313 serve as
limiting mechanisms, but they do not fix statewide property tax revenue growth at an exact percent rate
of growth. It would be nearly impossible to do so for several reasons. First, levy limits do not prevent
district revenue from coming in below the allowable growth rate. Second, levy limits may not prevent
local districts from independently increasing their levy, causing revenues to exceed the limit. Moreover, if
the legislation exempts certain property classes from the limit or sets different rules and rates for different
types of property, that could affect the rate of growth in total property tax revenues. Finally, most levy
limits only apply to taxes on existing properties. Revenue from new construction would come in addition
to the allowable growth limit. However, new construction will generally coincide with growth in state

Source: Census Bureau, “Annual Survey of State and Local Government Finances (ALFIN)”;
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personal income, offsetting the burden of the revenue increase.

Another limitation of forecasts like those in figures 5 and 9 is that property tax reform legislation often
creates or increases exemptions, deductions, or credits. These policies cause the revenue baseline to “gap
down” when they take effect. If, for example, lowa policymakers managed to achieve a 2% fixed rate of
growth in property tax revenue, a tax credit that reduced the revenue baseline by $100 million ongoing
would allow the state to reach the median tax burden before 2033. Put simply, growth rates like those in
figure 9 should be seen as targets. If lawmakers do not set a target, they are guaranteed to miss. But if they
design policy around a clear and workable growth rate goal, they can make lowa'’s local governments less
burdensome to taxpayers and more competitive with other states over time without forcing cuts to local
government budgets.
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BOTTOM LINE

lowa has remained among the top states in the nation for
highest property tax burden for more than two decades. While
its overall local tax burden fares better, it has remained in the
most burdensome half of states for all local taxes every year
since the start of the millennium. Historically, lowa'’s local sales
taxes and other local taxes have remained below the national
average, but the disproportionately high burden from property
taxes has kept the state’s overall local tax burden elevated.
Indeed, over the last 20 years, statewide local property tax
revenues have grown at more than twice the rate of inflation.
This millennium, lowa has always remained among the top third
most burdensome states for property taxes. If lawmakers want
to make lowa’s local tax burden more competitive by bringing
it in line with the national median, they can either cut property
taxes by $400 million, or they can pass legislation to control the
rate of growth in property tax revenues over time. The first route
would amount to a rug pull for local governments, leaving them
with insufficient revenues to fund current services and with

no time to plan for the change. Controlling the rate of growth

in property tax revenue would moderate lowa’s high local tax
burden, bringing it in line with the rest of the nation without the
need for cuts to local governments’ budgets.
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