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The New York State Local Government Property Tax Freeze 

 

Abstract 

This paper outlines the New York State local government property tax freeze that was 

implemented by New York State during 2011.  The cap applies to most local counties, 

cities, towns, villages, fire districts, and school districts in New York. The tax freeze 

limits the growth in local government property tax revenues to two percent per year or 

the rate of inflation, whichever is lower.  There are some exclusions in the cap for items 

such as public employee pensions and for costs associated with litigation.  One of the 

risks associated with a property tax freeze is that the financial status of the local 

government may be negatively affected due to the cap on property tax revenues.  This 

paper analyzed bond rating activity conducted by Moody’s Investors Service from 2010 

to 2017 for county governments in New York State.  The bond rating analysis shows that 

there is no negative systematic effect on county bond ratings from the implementation 

of the property tax freeze.  The tax cap is a well-designed public management tool that is 

operating effectively in New York State. 

 

Introduction 

 The State of New York New York passed legislation during 2011 to establish a property 

tax cap for many local governments in the state.
1
  The power of New York State to regulate local 

government property taxation was established by Article VIII of the New York State 

Constitution. (Ward 2006, Stonecash 2001, Macchiarola 1966).  During 2011 New York State  

implemented a property tax cap intended to limit property tax increases to two percent or the rate 

of inflation.  As an incentive to promote the property tax cap, the State of New York 

implemented a system of rebates for home owners in jurisdictions where property tax revenue 

increases were within the limits set by the cap.  The program was enhanced in 2014 when the tax 

                                                           
1 Laws of New York 2011 Chapter 97 (Part A). 
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rebates were dependent on the property tax cap compliance, and also a new component of 

efficiency programs developed by the local governments to reduce spending by one percent.  If a 

local government was compliant with the tax cap but not included in an efficiency plan the 

rebates would not be paid. 

Questions Associated With the New York State Property Tax Cap 

There are a number of important questions associated with the New York State property 

tax cap system.  The major questions are: 

 

1. Does a local government need to keep a balanced budget under the property tax 

cap? 

2. Is there evidence that the property tax cap has actually lowered the tax burden on 

taxpayers? 

3. Has there been a decrease in the growth rate of  spending since the property tax 

cap was implemented? 

4. Do local governments tend to pass budgets within the constraints of the property 

tax cap? 

5. Has the property tax cap caused a systematic decline in bond ratings for local 

governments operating in the state of New York. 

 

This paper proceeds by outlining some of the specific management issues associated with the 

property tax cap and then provides answers to the five policy questions listed above.  

Details of the New York State Local Government Property Tax Cap 

A major feature of the cap is that property tax increases are limited to no more than two 

percent per year or the rate of inflation, whichever is lower. (New York State Department of 

Taxation and Finance, 2011).  The cap applies to all local counties, cities, towns, villages, fire 

districts, and school districts in New York.  The legislation does not apply to the City of New 
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York and entities operating therein, and the school districts located in the cities of New York, 

Yonkers, Buffalo, Rochester, and Syracuse.   The legislation also applies to special districts 

established under the New York State Town Law such as town or county refuse, sewage, water 

and sewer facilities.
2
 The law also applies to other special districts. 

 The intent of the property tax cap is to limit the taxes levied by local governments by two 

percent per year, or the rate of inflation, whichever is lower.  There are a number of provisions, 

however, in the program which allow local governments to increase property taxes by two 

percent per year if certain conditions apply.  A number of expenditures are excluded from the 

cap for local governments and school districts.  The major exclusions can be summarized as 

follows: 

 Employer contributions for pension costs for local governments, school districts, and 

police and fire related pension costs. 

 An adjustment to the cap if the property tax base grows to such an extent that the two 

percent cap is exceeded.
3
 

 Beginning in fiscal years that commence in 2013, governments subject to the law can 

carry forward up to 1.5 percent of unused property tax values to the next fiscal year. 

 Expenditures for court orders do not apply for the cap. 

 The tax levy for capital additions for school districts are not subject to review under the 

cap. 

In addition to these specific exclusions, there is a provision for the local governments and school 

districts to override the tax cap.  School districts whose budgets are approved by at least 60 

percent of the voters can override the tax cap.  Also, local governments whose voting board 

approves a resolution to override the cap with at least 60 percent of the votes can also obtain 

relief from the tax cap.  The inflation factors and allowable levy growth rate factors are 

                                                           
2 These facilities are established under articles 12 and 12-A of the New York State Town Law, 
and articles 5-A, 5-B, and 5-D of the New York State County Law. 
 
3 The New York State Department of Taxation and Finance provided input to calculate this 
adjustment. 
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published by the Office of the New York State Comptroller with assistance from the New York 

State Division of the Budget.   The inflation factors for 2017 range from .68 percent  to .93 

percent. (New York State Government Finance Officers” Association, Inc., 2016). 

A property tax cap may seem like a simple idea but there are several risks involved.  

Yusuf, Fowles, Grizzle and Liu (2013) have provided extensive research on tax caps imposed on 

localities by the various state governments.  They show that forty six states have some type of 

tax limit on local governments.  Moody’s Investors Service (Moody’s)  indicated that a property 

tax cap may have a negative effect on bond ratings for local governments. (Moody’s 2011, 2014, 

2015)  There is a concern with a tax cap since it may place a limit on revenue increases while 

spending increases are not capped.  The literature concerning tax caps indicates that there are 

some real risks if expenditures continue to increase while revenues are capped.   The paper now 

addresses the five basic questions associated with the property tax cap. 

 

Does a local government need to keep a balanced budget under the                  

property tax cap? 

 

Local governments are required to maintain a balanced budget under the laws of the State 

of New York.  The property tax cap places limits on revenues and makes the annual budget 

process more difficult in some instances.  In most cases financial risk for the localities is 

essentially unchanged unless some type of major financial event is occurring.  In those types of 

cases the locality can simply override the limits on the tax cap to raise revenues.  The resulting 

budget must, however be balanced. 
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Is there evidence that the property tax cap has actually lowered the tax             

burden for taxpayers? 

 

A number of entities in New York State have developed research illustrating the property 

tax cap is reducing the tax burden for taxpayers. The Office of the New York State Comptroller 

produced an annual report in 2017 which illustrated the average increase in property taxes for 

local governments in New York State from 2011 to 2015  (Office of the New York State 

Comptroller, 2017).  The report illustrates that local government revenues as a percent of 

personal income declined from a level of 13.9 percent in 2009 to 12.5 percent in 2015.  Also, a 

metric associated with the annual percent change in property tax levy was 1.6 percent in 2015 

versus a level of 2.7 percent in 2011.  These metrics indicate that some level of property tax 

relief is occurring for local government property tax payers in the State of New York. 

 The Office of  New York State Governor Andrew M. Cuomo produced a report in 2015 

which compares the growth in property taxes from the 2000-2010 period to the period of 2011-

2014.  (Cuomo 2015). This study illustrates whether the annual property tax growth rate changed 

due to the property tax cap.  The study shows that for all the governments the rate of property tax 

growth was cut from 5.3 percent during the 2000-2010 period to 2.2 percent during the 2011-

2014 period.  This represents a 59.5 percent reduction in the growth rate.  For county 

governments the growth rate for property taxes was cut during the same periods from 4.2 percent 

to 1.5 percent or by approximately 65 percent. 

 The New York State Senate produced a report in 2016 showing the savings from the 

property tax cap (NYS Senate 2016).   For a five year period from fiscal year 2012-2013 to fiscal 

year 2016-2017 the New York State Senate analysis estimated that property taxes were reduced 
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by $15.3 billion during the period.  The savings was $12.3 billion for school districts and $3 

billion for the other local governments.  These three analyses illustrate that local government 

property tax revenues growth rates have been reduced in New York State since the cap was 

implemented. 

Has there been a decrease in the growth rate of spending since the property tax cap 

was implemented? 

 

There are two major studies that claim that the property tax cap  has caused local 

governments to limit spending.  A study by the Office of Governor Andrew M. Cuomo (Cuomo 

2015) suggests that because property tax revenues are limited, then it is reasonable to infer that 

spending savings also occur for the local governments.  This is a sound assumption because 

localities must have a balanced budget in New York State.  A study by the New York State 

Senate Republican Conference (2016) measured actual savings in spending for taxpayers.  The 

report estimated a cumulative savings of approximately $31 million in spending under the cap.  

Both reports make sound assumptions to show that the property tax cap has resulted in lower 

spending growth rates for the localities in the State of New York.  The studies did not, however, 

analyze specific governments but came to the conclusion by looking at aggregate data. 

Do local governments tend to pass budgets within the constraints of the property tax 

cap? 

 

The Office of the New York State Comptroller (2017, p. 8) found that a significant 

number of local governments were planning to override the tax cap for fiscal year 2016.  About 

35 percent of cities and 14 percent of counties were not expected to be in compliance with the 
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tax cap.  About 27 percent of towns, 26 percent of villages, and 20 percent of fire districts were 

not expected to comply with the tax cap. 

Has the property tax cap caused a systematic decline in bond ratings for local 

governments operating in the State of New York? 

 

Moody’s Investors Service (Moody’s) conducts bond rating reviews for many local 

governments in New York State.  Moody’s has been concerned about credit quality issues 

associated with the New York State property tax cap since 2011.  During 2011 they issued a 

specific white paper questioning how the property tax cap could influence bond ratings.  There is 

an obvious risk that if revenues are constrained by a property tax cap and expenditures continue 

to expand there will be a reduced fund balance and bond rating downgrades could occur.  

A property tax cap may seem like a simple mechanism but in reality there are significant 

financial effects that can occur.  If property taxes are limited there is some danger that revenues 

may be constrained and spending will continue to expand.  This can affect the budgetary balance 

of the localities and the level of fund balance could decline.  Moody’s considers these types of 

variables when it rates governmental bonds.  There is danger, therefore, that local governments 

subject to property tax cap may have their bond ratings lowered and their interest cost will 

increase. 

 Moody’s (2014) lists the variables that it considers important as it rates general obligation 

bonds.  Table 1 shows a list of the important variables. Moody’s indicates that it uses a series of 

thirteen factors in developing general obligation ratings for localities.  Table 1 shows the factors 

including the weights used.  Factors such as fund balance levels could be negatively affected if 

the property tax freeze is not well managed.  During 2011 Moody’s  published a special report 



8 
 

describing the New York State property tax freeze and the risks involved.  During 2015 Moody’s 

issued a notice for comment indicating that it may downgrade bonds associated with tax caps 

(Moody’s 2015).  When Moody’s rates general obligation bonds for local governments in New 

York State it often discusses the risks of the tax cap program.   

        Table 1                                                                                                                                                                  

Moody’s Investors Service  Bond Rating Variable Categories                                                                                                                                                                                                                                                                                      

Variable 

1. Tax Base Size: Full Value 

2. Full Value Per Capita  

3. Socioeconomic Indices: MFI  

4. Fund Balance as % of Revenues   

5. 5-Year Dollar Change in Fund Balance                     

as % of Revenues  

6. Cash Balance as % of Revenues  

7. 5-Year Dollar Change in Cash Balance                     

as % of Revenues  

8. Institutional Framework 

9. 5-Year Average of Operating 

Revenues/Operating Expenses  

10. Net Direct Debt/Full Value  

11. Net Direct Debt/Operating Revenues  

12. 3-Year Average of Moody’s Adjusted 

Net Pension Liability/Full Value  

13. 3-Year Average of Moody’s Adjusted 

Net Pension Liability/Operating 

Revenues  

 

Source: Moody’s (2014) Appendix A. 

Percent 

   10% 

10 

10 

10 

 

5 

10 

 

5 

10 

 

10 

5 

5 

 

5 

 

 

5 

 

 

 Moody’s concerns about the property tax cap are frequently reported in other major 

industry trade publications such as The Bond Buyer.   For instance, the basic features of the 

property tax cap were reported in 2011 (Bond Buyer 2011).  During May 21, 2012 The Bond 

Buyer reported that Moody’s would not change bond ratings due to the cap but that it still had 
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concerns about the fund balance levels of the local governments subject to the cap. (Bond Buyer 

2012).  The fund balance concerns by Moody’s were  also discussed in The Bond Buyer issue 

from July 2016.  

  Bond Rating Study for County Governments 

 This paper analyzed bond rating activity for a group of county governments in New 

York State from 2013-2017 to determine if there was a systematic downgrade of general 

obligation debt due to the property tax cap.
4
  The results are shown in Appendix 1.  There was 

not any pattern of systematic downgrades from Moody’s since the property tax cap system was 

implemented.  The data shows bond rating changes for a group of 42 counties where it can be 

determined if the property tax cap caused bond ratings to decrease.  The number of counties 

amounts to 42 because some counties do not have a Moody’s bond rating or the bond rating 

activity is unclear.  The analysis illustrates that 22 of the counties (52 percent) had bond rating 

increases since the property tax cap was implemented.  About 7 of the counties (17 percent)  had 

no change in bond ratings.  About 13 of the counties (31 percent) had a bond rating decrease for 

various reasons.  About 69 percent of the counties either had a bond rating upgrade or no change 

in the bond rating from 2010 to 2017. 

 A group of 13 counties experienced Moody’s bond rating downgrades during the period.  

These include the following counties:  Albany, Broome, Chautaugua,  Dutchess, Monroe, 

Nassau, Onondaga, Orange, Rockland, St. Lawrence, Saratoga, Suffolk, and Westchester.  A 

review of Moody’s Rating Action Reports for these counties found that the property tax cap was 

                                                           
4 County governments were used in the study since they represent the entire population and 
geographic areas in New York State outside of the City of New York. 
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mentioned as a negative event in some cases.  The property tax cap did not appear, however, to 

be the main cause of individual county downgradings. 

 

Summary 

The State of New York implemented a property tax cap for local governments in 2011 

and the program appears to have provided significant decreases in property tax growth and in the 

spending growth rate.  While there are financial risks associated with a property tax cap there is 

little evidence that Moody’s bond ratings for county governments operating in New York State 

were negatively affected.  Since the property tax cap was implemented 69 percent of the counties 

either had bond rating upgrades or no change in ratings while 31 percent of the counties had 

bond rating downgrades.  Local governments must maintain a balanced budget in New York 

State and for those localities that must violate the cap there are mechanisms to allow them to 

override the process.  There are also provisions to allow localities to eliminate unusual spending 

for items such as costs of litigation, capital spending, and pension costs form the program.  The 

tax cap is a well-designed public management tool that is operating effectively in New York 

State.  

  

  



11 
 

REFERENCES 

Bond Buyer (2011). New York Approves Its First-ever Property Tax Cap.  June 29, 2011.  

Bond Buyer (2012). New York Tax Cap Profile Unchanged.  May 21, 2012.  

Bond Buyer (2016). Low Tax Cap Limits New York Localities: Moody’s.  July, 27, 2016.  

Cuomo, Andrew M. (2015).  The New York State Property Tax Cap: Results. Success. Savings 
2015 Report. Office Governor Andrew M. Cuomo.   

Levine, Helisse, Justice, Jonathan B., and Eric A. Scorsone (Eds.). (2013).  Handbook of Local 
Government Fiscal Health. Burlington MA: Jones & Bartlett Learning.   

Macchiarola, Frank J. (1966). Local Finances Under the New York State Constitution with an 
Emphasis on New York City.  Fordham Law Review, 35 (2). 

Moody’s Investors Service. (2011). NY State tax cap adds pressure on local governments, 
especially schools.  July 5, 2011.  

Moody’s Investors Service. (2014).  Rating Methodology US Local Government General 
Obligation Debt.  January 15, 2014. 

Moody’s Investors Service. (2015).  Request for Comment US Local Government General 
Obligation Limited Tax Debt.  December 12, 2015.  

New York State Government Finance Officers’  Association, Inc. (2016).  GFOA Newsletter, 
Winter 2016, p.  20. 

New York State Senate Republican Conference. (2016). The 2016 Legislative Session.  

New York State Local Finance Law § 160.05.  

Office of the New York State Comptroller, Thomas P. DiNapoli State Comptroller. (2017).  2016 
Annual Report on Local Government. Issued: January, 2017.    

New York State Department of Taxation and Finance and New York State Department of State. 
(2011). The Property Tax Cap Guidelines for Implementation. (retrieved in August 2016).  

Stonecash, Jeffrey M. (2001). Governing New York State, Fourth Edition.  Albany, New York: 
State University of New York Press.  

Ward, Robert B. (2006). New York State Government, 2nd Ed.  Albany, New York: The Rockefeller 
Institute Press.  

Yusuf (Wie), Juita-Elena, Fowles, Jacob, Grizzle, Cleopatra, and Gao Liu. (2013). State Fiscal 
Constraints on Local Government Borrowing Effects on Scale and Cost.  Handbook of Local 
Government Fiscal Health.  Burlington MA: Jones & Bartlett Learning.    



12 
 

Appendix 1                                                                                                                                                                                    

County Moody’s Bond Ratings in 2010 and 2017 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 

County 

 
Moody’s 

Bond Rating 
2017 

 
Moody’s 

Bond Rating 
2010 

Upgrade (U) 
Downgrade (D) 

No Change 
(NC) 

Albany Aa3 Aa2 D 

Allegany A1 A2 U 

Broome A2 A1 D 

Cattaraugus Aa3 A1 U 

Cayuga A1 A1 NC 

Chautauqua A1 Aa3 D 

Chemung A1 A1 NC 

Chenango n/r A2  

Clinton A1 A3 U 

Columbia Aa3 A2 U 

Cortland n/r Baa1  

Delaware Aa3 A2 U 

Dutchess Aa2 Aa1 D 

Erie A2 Baa2 U 

Essex n/r A2  

Franklin n/r n/r  

Fulton n/r A3  

Genesee n/r n/r  

Greene Aa3 Aa3 NC 

Hamilton n/r n/r  

Herkimer Aa3 A1 U 

Jefferson Aa3 A2 U 

Lewis n/r n/r  

Livingston Aa2 A1 U 

Madison n/r n/r  

Monroe Baa1 A3 D 

Montgomery n/r Baa1  

Nassau A2 Aa3 D 

Niagara Aa3 A2 U 

Oneida A1 A3 U 

Onondaga Aa2 Aa1 D 

Ontario Aa1 Aa2 U 

Orange Aa3 Aa1 D 

Orleans A1 A1 NC 

Oswego n/r n/r  
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Appendix 1   (Continued)                                                                                                                                                                                 

County Moody’s Bond Ratings in 2010 and 2017 

  

  

  

Notes:  

Moody’s Bond Ratings from January 2017 and from 2010 from Moodys.com. 

n/r  = not rated or withdrawn bond rating. 

 

  Bond Rating Activity Recap:   

Upgrades N=22 52% 

Downgrades N=13 31% 

No Change N=7 17% 

 
 
 
 

County 

 
 

Moody’s  
Bond  Rating 

2017 

 
 

Moody’s  
Bond Rating 

 2010 

 
Upgrade (U) 

Downgrade (D)  
No Change 

(NC) 

Otsego Aa3 A2 U 

Putnam Aa2 Aa3 U 

Rensselaer A1 A3 U 

Rockland Baa1 A2 D 

St. Lawrence Baa2 Baa1 D 

Saratoga Aa2 Aa1 D 

Schenectady Aa1 Aa1 NC 

Schoharie n/r n/r  

Schuyler n/r n/r  

Seneca n/r n/r  

Steuben Aa2 A1 U 

Suffolk A3 Aa2 D 

Sullivan Aa3 A2 U 

Tioga A1 A3 U 

Tompkins Aa1 Aa1 NC 

Ulster Aa3 A2 U 

Warren n/r n/r  

Washington Aa3 A2 U 

Wayne Aa2 A1 U 

Westchester Aa1 Aaa D 

Wyoming Aa3 A2 U 

Yates A1 A1 NC 


