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2007 TAX AND BUDGET COMMENTARY
OHIO LEGISLATURE TO REFORM OHIO ESTATE TAX

The Ohio Legislature’s top priority is to reform the Ohio Estate Tax, to staunch capital flight and population loss, improve economic growth, and to rationalize tax distribution.

Governor Strickland may compromise to safeguard his own budget priorities, as he knows that a threatened veto would insult the Republican leadership and risk retaliation.
Local municipalities and townships have reacted favorably to the estate tax reform proposals as each does not cut estate tax revenues without their permission or right of local reinstatement. The legislators have bent over backwards to meet the demands of a few local governments to keep their own access to a local estate tax. Almost all local jurisdictions do not depend upon estate tax revenue in any meaningful way, and the few estate tax rich jurisdictions only take in about 10% or so of their revenue through the tax, and find the estate tax distributions erratic and difficult to budget for, in any case.
The current Ohio Estate Tax is set at a rate of 7%, with 20% kept by the State and 80% distributed to the municipality or township of origin, usually one of the richest localities in the state (Hunting Valley, Shaker Heights, Upper Arlington, Indian Hill, etc.). The current exemption amount under the tax, $338,333, is believed to be the lowest exemption in the United States, and has not been adjusted to account for three decades of inflation or the increase in the federal exemption.

H.B. 4, the “Wolpert bill”, (Sponsors: Reps. Wolpert, Combs, Peterson, Gibbs, Flowers, Adams, Aslanides, Fende, Fessler, Collier, Setzer), shifts the entire responsibility for authorizing or repealing the Ohio estate tax to the local jurisdictions which already collect 80% of estate tax distributions. As such, no municipality would lose any tax it currently receives, unless locally repealed, and in fact, many municipalities would gain additional revenue (the 20% share currently retained by the state).
http://www.legislature.state.oh.us/bills.cfm?ID=127_HB_0004
H.B. 3, the “Latta bill”, (Sponsors: Reps. Latta, R. McGregor, Schlichter, Wachtmann, Setzer, Webster, Collier, Combs, Stebelton, Hughes), cuts the Ohio estate tax rate by 1.4% (which is the current amount retained by the state), and shifts authority to local municipalities or townships for reinstating or allowing the full repeal of the tax at the rate of 5.6% (which is the amount currently distributed to the jurisdiction of origin). No municipality would lose any tax it currently receives and which its citizens wished to keep. http://www.legislature.state.oh.us/bills.cfm?ID=127_HB_0004
The Ohio Department of Taxation has recently analyzed major flaws in the estate tax and published its findings on its website “A Distributional Analysis of the Ohio Estate Tax: 2000 – 2004” (Tax Research Series, Number Two), showing that only a few rich towns get even a small percentage of their revenue from the tax.
http://tax.ohio.gov/channels/research/documents/A_Distributional_Analysis_of_Ohio_Estate_Tax.pdf
The Department of Taxation analysis confirms the findings of a previous analysis by this author, “The Ohio Estate Tax Report, 2nd Edition”, and uses several of this author’s methodologies to compare the regressive distribution of Ohio estate tax revenues and the skewed per capita distribution for the richest municipalities and townships. The Harris report is believed to be the first to call for a devolution of estate taxes to local governments as a policy option (page 4, page 21) to make explicit what is already the de facto norm, and to give local governments and their citizens some local voting authority.
http://www.harrisforohio.com/ohioestatetax.html
Several Ohio newspapers and analysts have come out in favor of reforming the Ohio estate tax, including the New Philadelphia Times-Reporter in Tuscarawas County in an Feb. 20, 2007 editorial “Repeal the Tax” published shortly after introduction of the bills in the Ohio House. Ohioans are desperate for economic growth and understand that tax cuts are needed to stimulate the economy and attract investors, venture capitalists, and capital into the state.
http://www.timesreporter.com/index.php?ID=64453&Category=6&fromSearch=yes
In March, the Ohio Farm Bureau published a statement in favor of repealing the Ohio estate tax: “Death tax 'burden of middle class'”. Similar policy priorities of the Ohio Farmer’s Union as voted at its annual assembly include a substantial upward adjustment of the Ohio estate tax exemption amount.

http://www.ofbf.org/page/STER-6ZCKQ5/?OpenDocument
Late last year the New Century Project, a policy organ connected with John Kasich who is a possible candidate for Governor, published an essay advocating full repeal of the estate tax: “Viewpoint: Ohio’s Estate Tax Must Go.” It is believed that Kasich, as candidate, would promise full repeal, and consequently that the Strickland administration may be considering approving either of the current bills as a way of reforming the tax without repeal.
http://www.newcenturyproject.org/pdf/Estate%20Tax%207-06.pdf
The Ohio Chamber of Commerce advocates for total estate tax repeal through the active Ohio Small Business Council.
http://www.ohiochamber.com/governmental/pdfs/OSBC.pdf
GOVERNOR AND LEGISLATURE TO COMPROMISE ON PRIORITIES

In his new budget, Governor Strickland drains the statutory income tax reduction fund of forty years of potential surpluses in order to spend billions of dollars of future tobacco master settlement agreement revenues on Democratic Party priorities over an average of five to ten years: funding for rural schools, teachers unions and school administrations, and tax benefits disproportionately weighted to lower income seniors.

The Strickland biennial budget had significant input from Treasurer Cordray, and has been advertised as the most frugal in years. This author agrees that past operating budgets have been spendthrift, and argues that they should not be used as any kind of baseline. More importantly, the Strickland budget risks Ohio’s future with a massive reallocation of billions of dollars of state assets away from income tax relief and toward Democratic spending priorities.

The Strickland budget proposes to reallocate over ten to fifteen billion dollars of long-term future state revenue to short term spending programs for several Democratic Party priorities, including teachers unions and school funds, low income seniors, and various administration budget accounts, which will de-fund taxpayer relief funds already created by statute.

The Tobacco Companies owe Ohio a stream of payments much like a pension or annuity and similar to a loan or bond, with a nominal value of possibly more than $15,000,000,000, and a present value of about $6,000,000,000 (or $5,000,000,000 if sold to investors). The tobacco proceeds are an asset, and the Strickland Budget proposes to take this asset, sell it (at a discount or loss), and spend these remaining funds on his party’s priorities.
In essence, the Strickland budget proposes selling a long term asset owned by all Ohioans and spending the money in the short term on his personal priorities. The proposed sale of the Ohio Turnpike and the proposed sale of state lands are similar proposals.

This author supports the intelligent use and sale of underused state assets, like tobacco payments, turnpike rights, or state lands, but argues that the Ohio Legislature and the Ohio Republican Party should be very actively involved to maximize all sales proceeds and ensure that the sales proceeds are used to grow Ohio’s economy and reduce taxes holding the state back, such as income taxes, capital gain taxes, investment taxes, and estate taxes that cause capital flight.
This author supports intelligent activism in reforming Ohio’s tax systems and budgets, and applauds Strickland for being bold in a general sense, but disagrees with the Strickland budget’s specific plans because the budget strangles income tax relief, makes no provision for helping Ohio’s seniors reduce estate taxes, and spends billions of Ohio assets on bureaucratic priorities but makes no investments in economic growth.

The operating budget may at first glance seem frugal, but overall budget proposal actually taps the $5,000,000,000 “sales value” of the tobacco settlement revenues and mandates enormous future spending. This author believes the true policy agenda in this budget is not the operating budget increase but the enormous proposed asset sale. 
Should the securitization be stopped, watch for the howl as the remainder of the operating budget is suddenly deemed “inadequate”.

Republicans in the legislature should ensure that economic growth and tax reduction are the budget priorities and the reason for any large asset sales, not additional spending on the bureaucracy.

This author has years of investment securitization experience and understands that investors will demand a high return to buy Ohio tobacco bonds, thus increasing interest rates and lowering the amount of money Ohio can get from the implicit sale of the right to receive tobacco revenues (specifically, the right to receive interest and principle from a special purpose entity whose payments are overcollateralized with the assigned rights to receive tobacco MSA payments). Will the tobacco bonds be backed by Ohio in the event of default, either explicitly or implicitly, and if the bonds are not triple tax exempt or guaranteed, then will the bond’s interest rates and costs to Ohioans be higher?
A 1% increase in interest rates to sell the bonds could cost Ohioans a billion dollars or more over the life of the bonds.

Originating a $5,000,000,000 sale of bonds and managing the trading of the bonds thereafter may create $350,000,000 of up-front and ongoing legal and investment banking fees over 40 years, paid to firms out of state, which will drive up the expected interest rates investors will demand and lower the amount of money the State will actually receive. Will the Treasurer of Ohio or Governor prohibit his campaign from accepting contributions from lawyers, lobbyists, or bankers during the same term of office that he proposes such a massive securitization of state assets? 
The Strickland budget proposes to take the proceeds from the forty year tobacco securitization and bond sale and allocate them immediately to state school funds, to be spent on current operating and financing costs like interest.

In essence, the Strickland budget proposes to sell a large asset to get money to invest in other debt to earn interest to offset interest on school debt.

This author is not troubled by complex financial arrangements, unless they exist only to obfuscate an underlying purpose, incur too many substantial intermediate costs, or serve mainly as an asset grab by one party.
Let’s be clear: the State is very likely to receive more money in terms of present value or actual amounts over time from the tobacco payments than it is to receive from any securitization and sale.
The only reasons for a sale and securitization are:

1) remove tobacco company risk from Ohio citizens to bond investors, and, 
2) raise money for some urgently needed priority (like tax relief and economic growth).

The first reason (removing risk) is an excellent reason, but could also be easily achieved by acquiring insurance from a consortium or acquiring credit derivatives to offset the creditworthiness of the tobacco companies: if they go bust, then Ohio would be insured. Any securitization or insurance project will be costly, though, and it may be that Ohio cannot afford the costs to reduce the tobacco risk. If a securitization is cheaper to achieve those goals, then all the better, but this author thinks the Ohio Legislature should consider alternatives (one easy alternative: all state-affiliated funds that draw resources from the state, STRS, PERS, etc., should immediately divest all tobacco investments, thus lowering collateral tobacco company risk to the state). Furthermore, it is the principle of many securitizations that there is an overcollateralization of the bonds for each tranche of debt sold to investors or the entire bond issue, and consequently, there would be a residual amount of tobacco revenues that is earmarked to give extra support to the bondholders, but may never be used. If that residual is too much, then the State is keeping too much risk and the whole point is lost. If the residual is too little, then the State’s interest paid to investors will have to be larger, reducing the State’s up front sale proceeds. In either case, a securitization is not free (will likely cost more than a billion dollars in fees, lost revenues and extra interest); a securitization obviously imposes greater costs on the State everything else the same, for an uncertain reduction in risk. 
The second reason for a securitization or sale of assets (finding money for priorities) is excellent, so long as the right Ohio priorities get financed. For example, for years the State’s leadership has bargained about what percentage each priority should get from each year’s worth of tobacco payments: health accounts, schools, local governments, tax relief, etc. Now, in one fell swoop, the Strickland budget proposes allocating all future years of tobacco monies to spending programs for his two priorities: low income seniors and school administrations.

To jump start its economic engines, Ohio needs a dramatic reform plan and this author favors the right investments in reducing tax rates and diversifying the economy – and would support appropriate assets sales to fund tax cuts. Seniors are worthy people, and they should have reductions both in estate taxes and property taxes, but so should Ohioans with relatively higher workplace productivity, and income taxes and capital gain taxes on Ohio investments should also fall. 
Ohio is not losing poor seniors: she’s losing seniors with investment capital and young, productive members of the workforce. To pay for benefits for Ohio seniors in the future, Ohio must invest in tax relief and economic growth now. It is the honest, moral and mature decision for Ohio policymakers who want to invest in Ohio’s future.

The recent income tax reductions should be made permanent from any proposed asset sale windfall to increase certainty in business decision making.
The Strickland operating budget can afford to have seemingly slow growth as long as massive asset transfers go to the accounts funding the Strickland priorities.

This author thinks retaining seniors in Ohio is a priority: consequently, an Ohio estate tax reform should be paired with the proposed property tax relief for seniors.

The allocation of tobacco monies to school funds should be paired with an allotment of money toward capital gain tax relief. After all, that’s the current law – surpluses must go to the income tax reduction fund.
Lowering taxes on senior citizen’s homes is excellent, but limiting the exemption to a dollar figure rather than a percentage is unfair to most seniors and does nothing to retain seniors with capital in Ohio or encourage participation in the Ohio economy. 
This Democratic Party budget does not propose many new spending programs and taxes per se, but rather shifts more assets to Democratic priorities and shifts more of the tax burden on to higher income taxpayers. 

In other words, the two parties can gain ground on each other not only by changing rates of taxes and amounts on spending programs absolutely, but they can gain ground by changing the relative mix of taxes and spending. Apparently, the Strickland budget is a partisan attack on Republicans, shifting tax burdens toward productivity and stripping assets for current spending. This author believes Ohio needs bipartisan solutions to jump start economic growth and reduce the total tax burden, and thinks that the Strickland budget makes bold proposals but only in order to meet Democratic Party goals. Ohio needs bipartisan boldness, and a budget compromise is in order.
Allocating money to school administrations is a Democratic priority but the Ohio House is constitutionally charged with setting budgets and deserves to put forth its economic growth plans to lower income and capital gains tax rates to spur economic growth in Ohio. The Democrats argue that with better funded schools, Ohio will get growth; Republicans know that with greater economic growth, Ohio will have more tax revenue to spend on schools.

Clearly, with divided government, the Legislature and Governor need to hammer out a proper budget compromise.

Strickland has proposed changing current state law, which awards forty years of residual tobacco revenues to income tax relief, and taking that money and spending it on the school funds instead.
One of the reasons the Strickland operating budget can afford to have only modest increases in school accounts is that the proposed windfall deposit of tobacco funds will massively reduce the interest costs paid on short term debt financing these accounts, leaving more money for current spending (within those accounts).
Ohio has gone on a decade long school building spree, and now billions more are proposed to be allocated toward school facilities funds. Specifically, $2.2 billion of the 40 year tobacco securitization funds are proposed to be deposited in school facilities fund to pay for 17 years of school year expenses (2008-2025), presumably allowing other school administration costs to fill the void within the school budgets (and thus carving out a non-explicit, asset-supported spending increase). 
$2.84 billion of the 40 year tobacco funds are proposed to be deposited in the School facilities fund (#032) and the Higher education facilities fund (#034), creating such a windfall that the interest costs to these funds for periodic financing will be much reduced. 

The Strickland budget argues that the tobacco proceeds will offset some other debt and will save enough interest to pay for tax breaks, disproportionately skewed to low income seniors.
This author feels that selling some assets to pay off debt is generally a good thing, especially if it pays for certain tax relief.
It is not logical, however, that the money from any asset sale need go only to one Democratic party constituency.
By law (ORC 183.02L), all excess tobacco revenues are already set to be applied to the income tax reduction fund, after a partial allocation to tobacco programs, school funds and other funds.

Consequently, by selling all tobacco revenues in a gigantic securitization, and allocating all money and proceeds to school facilities funds and tax relief tilted to low income seniors, the Strickland budget defunds the income tax reduction fund by billions of dollars.

All else being the same, Republicans will no doubt argue that the tobacco securitization will raise Ohio income taxes for four decades, since the income tax relief fund was very effectively raided.

Certainly, the Ohio Legislature can argue that the tobacco securitization proceeds be shared between Republican and Democratic priorities, and that income tax relief should include lowering income, capital gain, and estate tax rates. This author agrees that the wealthiest school districts should not receive any additional state spending that would cause more taxation, but thinks those proceeds from asset sales and budget savings should be prioritized toward reducing income, investment, and estate tax rates.
OHIO’S REGRESSIVE TAX DISTRIBUTION
This author has extensively addressed the issue of the regressive Ohio Estate Tax distribution, where 80% of Ohio estate tax revenues are allocated by statute, mostly to the richest townships and municipalities in the state. (ORC 5731.48).
Governor Strickland and many others have addressed the issue of unfairness with regard to school spending, and the regressive distribution of Ohio tax revenues must be taken into account.
The Strickland budget proposes several changes to address perceived unfairness in school funding: 

1. more state spending on poorer, rural schools and freezing out other schools
2. less reliance on property taxes (by reducing property taxes on poor seniors), putting more budgetary burden on state income and sales taxes
3. shifting billions of dollars of tobacco assets away from income tax relief and other accounts and toward school facilities funds (increasing earnings or decreasing financing costs to those funds, leaving more money for schools and less for other budget priorities)

While any of these will work at the margin, no policymaker has attacked the heart of the issue.

By Ohio’s Constitution, the state is REQUIRED to distribute at least 50% of income taxes and estate taxes to the jurisdiction or place of origin. By law and practice, the actual percentage is much higher for income taxes returned to localities, and specifically 80% with regard to estate taxes returned to townships and municipalities of origin. In essence, the State has become the tax collector for rich municipalities who never need gain local voter approval. This absurdity (taxation without representation for citizens in those towns) is one of the reasons why Ohio leads most of the nation in having the highest combined government tax burden, and why businesses increasingly can’t afford to locate in the state.

OHIO CONSTITUTION:

Article XII FINANCE AND TAXATION:

Section 9: Apportionment of income, estate, and inheritance taxes.

“Not less than fifty per cent of the income, estate, and inheritance taxes that may be collected by the state shall be returned to the county, school district, city, village, or township in which said income, estate, or inheritance tax originates, or to any of the same, as may be provided by law.”

Local governments should collect their own taxes, and ideally, the estate and income taxes would be devolved to local jurisdictions. Most of the money must come back locally, anyway, so why not leave it entirely up to home rule to establish and manage taxation for these two categories?

The reason for the enforced regressive distribution of state funds is, of course, that government has grown so large: the only way representatives of high-income jurisdictions could cope has been to ensure that they got more than their fair share of the pork barrel. (As an interesting point, the Constitution requires the return of at least 50% of the Ohio income tax to the place of origin, township, municipality, district, county, etc - allowing for a limitation to the county. It appears that by ORC 5747.03(B)(2), the State Legislature mandates a 50% income tax distribution to each county (and not to each individual township or city as is the case with the estate tax proceeds). Consequently, in a homogeneous rural county, the 50% return of income tax payments would seem to benefit citizens in the county alike, but in Franklin, Hamilton, or Cuyahoga Counties, where rich suburbs and poor cities increase income diversity, the payments may not be precisely returned to village or town of origin. Specifically, it is unknown if the Cuyahoga county income tax fund specifically authorizes any greater share of income taxes allocated by Ohio to Hunting Valley or Shaker Heights where the taxes originated. In either case, the whole statewide cycle of payments, clearly, is absurd).

The Ohio income tax and the Ohio estate tax will never help address “unfair” school funding in Ohio, because according to the Constitution, most of the money collected must be returned to the, mostly rich, local municipalities in which the funds originated. The more money collected by the income tax or estate tax statewide, the more money likely returns to Shaker Heights or Indian Hill. In other words, increasing or relying upon these two taxes will never get very much more money to Perry County, constitutionally (as an example, the majority of Shaker Heights income tax will return to Cuyahoga County to benefit Cleveland disproportionately and not Youngstown or New Lexington at all). Future winners in this scheme will be county bureaucrats in Delaware County, with affluent suburbs over the county line taking their income tax dollars entirely out of Franklin County.
Consequently, only the Ohio Sales Tax, the Ohio CAT (Commercial Activities Tax), or any of the other statewide taxes can constitutionally address the school funding issue to a maximum degree.
This author supports cutting any and every tax with corresponding spending limitations, but also recognizes that some taxes are better than others.

A tax on real property assets is bad, but an estate tax is worse, because wealth is mostly liquid and can move out of the state (and has) and Ohio desperately needs capital to grow its economy. The CAT and Sales Tax are bad, but the income tax and connected capital gains tax are worse, because while the CAT may erode the competitiveness of low margin companies in Ohio, the income and capital gain taxes frighten off the entrepreneurial, investing, and venture capital that Ohio urgently needs in order to diversify to high margin industries and high paying jobs.
This author thinks it is preposterous that Ohio’s taxes are so large, and it’s even crazier that so much state spending is allocated to rich municipalities. The two are linked and neither can be reformed without the other. 

This author proposes that the income tax and estate tax (and the local government funds and allocations toward richer municipalities) be devolved down to the local governments themselves as much as possible.
With a zero statewide income tax rate, this author would not object to taking significant statewide sales tax revenue and allocating it disproportionately to Perry County and other counties in distress. Let the rich cities and counties pay their own way without handouts from the state.
Ideally, the circular payments of money cycling around the state bureaucracies would end, and a minimal tax burden on the wealthiest would support a basic level of aid to the neediest Ohioans. 
As stated before, this author can handle complex systems and understands their underlying, conflicting purposes, but inevitably, all of this complexity ties up the economy in a massive, Gordian knot. 

Simplicity is the friend of those who aim to cut the burden of Ohio taxpayers.

Left alone, the current Byzantine budget process will continue to morph into a highly complex, hugely complicated, enormously politicized feeding trough, full of special interests and local bureaucracies ravenous for taxes, thus starving the state of the capital on which an economy depends.
Furthermore, “fairness” in Ohio between rich and poor will never be achieved by increasing government’s size and increasing income or estate tax burdens, partly due to the Constitution and its requirement to return a majority of income and estate taxes to their source jurisdiction or origin: almost always the richer districts.
Interestingly and ironically, the single biggest hurdle of advocates for equity in school funding may be the Ohio Constitution itself (Article XII), which mandates the return of a majority of income and estate tax receipts to the richest towns in Ohio.

An overreliance on “progressive” taxes like the income tax or estate tax (earmarked by the Constitution) and on complex budget transfers and local government slush funds have made inequity in Ohio worse, since a rich town can use the state as its tax collector without lifting a finger: in Ohio, the rich towns, with the help of the state, get richer.

Cut the income tax, the capital gain tax and the estate tax rates in Ohio or devolve these taxes to local towns, and force them to live on their own local revenues. The remaining budget, based on taxes on sales and commercial activity can then be used to supplement the funding to only the neediest towns and districts. Statutory disparity of revenues would be reduced, and greater transparency and efficiency would cut government administration costs by at least 10%.
KEEP THE FREEZE

One recent change in the proposed Strickland budget is a thaw in the freeze in the various Local Government Funds (LGF) revenue distribution from the State. 

Every dollar distributed to local governments by Ohio is another dollar of tax on Ohio taxpayers. Actually more, as there is considerable bureaucratic friction in the system and by the time a dollar taxed in Ashland County returns to Ashland County, the state government has taken an administrative cut.

What is the purpose of taxing Ohioans in Cincinnati or Chagrin Falls for a dollar only to return a dollar to the city councils of those cities?

The purpose is twofold. One – local taxation without local representation, in other words, no local voter approval. Two – redistribution, from rich to poor.

Neither is working for Ohioans.

In the first case, it is obnoxious for local governments to expect tax money from their citizens without ever having been granted local authority for any tax – which might or might not be forthcoming. Local governments have grown to love a system of “State Taxation In Name Only”, STINO, or “local taxation in all but name”, where taxes are raised by the state, returned locally, and no one in the home community has any say-so.

But this system only works politically if rich local communities get their “fair share” back from the State. And they do, for the most part.

The counties with the richest property tax bases get disproportionately large distributions from the Local Government Fund. The complicated and competing formulas for distribution (partly based on property tax value) largely approximate the wealth and income taxes generated in the state, with a dose of population and other variables factored in. 
The net result is that the richer counties get a much larger per capita distribution of the Local Government Fund. 
Say what?

To repeat, for the purposes of the earmarked Local Government Fund, the State is effectively a tax collector for the rich counties, rich towns and rich municipalities, so that these local jurisdictions can get all the revenue they need locally, without ever getting local voter approval. Poorer counties and towns go along because they get some minor redistribution of funds. The big losers in the system are of course upper income taxpayers across the state who must fund the enormous multi-headed beast without any local voter approval. They are told that they are financing the poor of Appalachian Ohio or the inner cities, but in fact, they are just supporting the richer local jurisdictions with unvoted suburban welfare.
In essence, statewide politicians can be blamed for high statewide taxation to pay for County Budgets so that Commissioner Kilroy never has to face significant voter disapproval at the county level with extra tax increases. It is more than ironic that Republican legislatures are helping fund Democratic County commissions!

For the basic state Local Government Fund (LGF), the richest suburbs in the state help fund Cleveland (Cuyahoga County receives about $84 per capita per year from the LGF) while Perry County, the little county whose bold judge declared the Ohio state budget unconstitutional, gets less than $23 per capita. This author thinks the LGF is a racket and is counter-constitutional because it is effectively a system for LOCAL taxation without local representation. This author would prefer that the twenty poorest counties get a guaranteed $25 per capita subsidy from the State and that all other LGF funding get devolved down to local municipalities and townships, with the savings used to reduce state income tax rates.
Barring complete devolution, keep the freeze.

Note that some other local government and library distribution funds hand out money with less per capita variation. However, they have had a pegged percentage share of income tax revenues, getting windfalls and a fairly stable share of the Gross State Product up until the freeze. Ohio’s libraries are the richest and best funded in the nation, number one, supplying free videos, music and books, employing attentive, well paid staff, organizing local cultural events, much more than libraries in New York or Connecticut, and yet this wonderful dissemination of knowledge has not magically raised Ohio from its economic malaise. This failure is illustrative for the school funding issue. 
Budgetary quirks and an entrenched spoils system have made Ohio one of the highest taxed states with one of the largest combined state and local government bureaucracies. Ohio government has squeezed out free enterprise, and now pays the price, as capital, jobs, and investors flee the state. The Local Government Fund circular payments system is an absurdity and one of the structural causes of Ohio’s complicated decline.

Governor Strickland and the Ohio Legislature should continue the LGF freeze, to wean the rich local jurisdictions off of State funding. A bipartisan success would result over time: state government and state taxes would be reduced, local governments would be required to face their own voters, transparency and efficiency would rise, and regressive distributions of state funds to wealthier jurisdictions would be ended, allowing a smaller low-tax state government to focus all of its funding on the truly needy.
ACTUAL AMOUNTS DISTRIBUTED TO COUNTY UNDIVIDED LOCAL GOVERNMENT FUNDS – FROM THE STATE LOCAL GOVERNMENT FUND (CY 2005), excluding some distributions; Source: the Ohio Department of Taxation report, “A History of the Local Government Fund and the Local Government Revenue Assistance Fund”, starting on page 38. http://tax.ohio.gov/channels/research/documents/LGF_presentation.pdf 
	
	Est Pop
	LGF 2005
	 Per Capita 

	Cuyahoga
	1,351,009
	113,832,857
	 $    84.26 

	Lake
	232,061
	17,844,978
	 $    76.90 

	Franklin
	1,088,971
	77,672,719
	 $    71.33 

	Hamilton
	814,611
	52,568,804
	 $    64.53 

	Summit
	547,314
	35,230,987
	 $    64.37 

	Montgomery
	550,063
	31,651,137
	 $    57.54 

	Lorain
	294,324
	16,473,997
	 $    55.97 

	Lucas
	450,632
	24,865,438
	 $    55.18 

	Jefferson
	71,420
	3,907,180
	 $    54.71 

	Hancock
	73,602
	3,980,794
	 $    54.09 

	Greene
	152,233
	8,228,030
	 $    54.05 

	Miami
	100,797
	5,158,759
	 $    51.18 

	Williams
	38,912
	1,937,111
	 $    49.78 

	Shelby
	48,517
	2,395,574
	 $    49.38 

	Auglaize
	46,938
	2,285,404
	 $    48.69 

	Richland
	128,096
	6,034,072
	 $    47.11 

	Erie
	78,992
	3,698,525
	 $    46.82 

	Seneca
	57,789
	2,684,243
	 $    46.45 

	Tuscarawas
	92,221
	4,280,984
	 $    46.42 

	Fulton
	42,919
	1,955,530
	 $    45.56 

	Sandusky
	61,948
	2,821,855
	 $    45.55 

	Wood
	123,278
	5,564,457
	 $    45.14 

	Defiance
	39,038
	1,754,018
	 $    44.93 

	Crawford
	45,961
	2,059,009
	 $    44.80 

	Wyandot
	22,878
	1,022,853
	 $    44.71 

	Mercer
	41,075
	1,827,279
	 $    44.49 

	Huron
	60,404
	2,648,662
	 $    43.85 

	Van Wert
	29,276
	1,278,300
	 $    43.66 

	Darke
	53,260
	2,320,911
	 $    43.58 

	Licking
	152,866
	6,530,772
	 $    42.72 

	Wayne
	113,577
	4,825,102
	 $    42.48 

	Allen
	106,873
	4,413,326
	 $    41.30 

	Henry
	29,382
	1,199,888
	 $    40.84 

	Medina
	165,077
	6,738,786
	 $    40.82 

	Butler
	346,560
	14,090,266
	 $    40.66 

	Putnam
	34,718
	1,401,561
	 $    40.37 

	Stark
	381,229
	15,075,271
	 $    39.54 

	Trumbull
	220,486
	8,716,062
	 $    39.53 

	Belmont
	69,366
	2,722,412
	 $    39.25 

	Fayette
	28,134
	1,103,922
	 $    39.24 

	Portage
	154,764
	6,017,002
	 $    38.88 

	Ottawa
	41,407
	1,602,885
	 $    38.71 

	Marion
	66,310
	2,540,900
	 $    38.32 

	Mahoning
	249,755
	9,564,406
	 $    38.30 

	Clark
	142,613
	5,427,373
	 $    38.06 

	Ashland
	54,058
	2,039,999
	 $    37.74 

	Ashtabula
	103,152
	3,826,555
	 $    37.10 

	Coshocton
	37,039
	1,372,061
	 $    37.04 

	Logan
	46,616
	1,724,416
	 $    36.99 

	Clinton
	42,280
	1,546,103
	 $    36.57 

	Ross
	74,466
	2,688,332
	 $    36.10 

	Hardin
	32,171
	1,149,108
	 $    35.72 

	Warren
	189,276
	6,676,019
	 $    35.27 

	Washington
	62,577
	2,205,751
	 $    35.25 

	Fairfield
	136,063
	4,770,303
	 $    35.06 

	Columbiana
	111,519
	3,867,478
	 $    34.68 

	Champaign
	39,645
	1,361,276
	 $    34.34 

	Delaware
	142,503
	4,821,904
	 $    33.84 

	Guernsey
	41,304
	1,393,740
	 $    33.74 

	Muskingum
	85,669
	2,852,403
	 $    33.30 

	Preble
	42,553
	1,402,417
	 $    32.96 

	Harrison
	15,938
	521,545
	 $    32.72 

	Union
	44,487
	1,455,419
	 $    32.72 

	Madison
	41,113
	1,334,677
	 $    32.46 

	Knox
	57,785
	1,872,800
	 $    32.41 

	Jackson
	33,411
	1,071,297
	 $    32.06 

	Paulding
	19,486
	620,111
	 $    31.82 

	Pickaway
	53,656
	1,691,418
	 $    31.52 

	Highland
	42,610
	1,268,992
	 $    29.78 

	Scioto
	77,046
	2,293,071
	 $    29.76 

	Athens
	63,187
	1,873,300
	 $    29.65 

	Gallia
	31,256
	843,906
	 $    27.00 

	Hocking
	28,838
	774,110
	 $    26.84 

	Lawrence
	62,705
	1,657,141
	 $    26.43 

	Geauga
	94,602
	2,441,878
	 $    25.81 

	Morgan
	14,941
	366,792
	 $    24.55 

	Meigs
	23,286
	556,701
	 $    23.91 

	Pike
	28,294
	671,755
	 $    23.74 

	Monroe
	15,063
	357,106
	 $    23.71 

	Noble
	14,021
	327,951
	 $    23.39 

	Carroll
	29,576
	687,875
	 $    23.26 

	Perry
	35,040
	801,414
	 $    22.87 

	Adams
	28,398
	644,701
	 $    22.70 

	Brown
	44,239
	964,547
	 $    21.80 

	Vinton
	13,352
	290,735
	 $    21.77 

	Holmes
	41,273
	797,944
	 $    19.33 

	Clermont
	188,614
	3,596,503
	 $    19.07 

	Morrow
	34,247
	628,050
	 $    18.34 
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