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Why the Counter-Productive Bottle Tax should not be Increased even to Support a 

Laudable Objective 

Executive Summary 

Baltimore City’s Mayor is proposing to raise the bottle tax from two cents to five cents per bottle in order to 

help fund the renovation of dilapidated public school facilities.  This measure is being taken at least partially in 

response to a finding that the rehabilitation cost of Baltimore’s public school facilities could total $2.8 billion. 

Approximately 70 percent of the buildings are judged to be in “poor” condition from the perspective of broadly 

accepted standards.  According to an ACLU report, an “estimated $1 billion is required to address the backlog 

in needed repairs and more than 100 schools need a significant renovation or completely new building.”  Based 

on data from the 2010 BCPSS Comprehensive Educational Facility Master Plan, 28 sites need to be replaced 

or rebuilt and 69 schools require major renovations 

This report does not take issue with those findings.  The Sage Policy Group, Inc. (Sage) study team authoring 

this report fully agrees that BCPSS desperately needs to accelerate the pace of investment in its aging school 

infrastructure and that doing so will inure to the benefit of students, educators, homeowners and many other 

city stakeholders.  However, based upon the experience of other communities that have successfully 

recapitalized their school districts, an economically destructive bottle tax is unwarranted. 

Other cities, including most notably Greenville, SC and New Haven, CT have demonstrated that there are ways 

to finance massive improvements in educational capital stock without ravaging key local industries.  By 

executing an innovative strategy, Greenville, SC oversaw the construction of 44 new schools and 26 

renovations in roughly 5 years.  The School Board in Greenville retrospectively concludes that the project 

would have required 25 years were traditional funding methods used.   

In a Baltimore context, alternative financing, public-private partnerships and greater contribution by the State 

of Maryland to those jurisdictions with the greatest school facility needs exist as available options to speed 

new school construction and the modernization of existing schools.  There are a number of recommended 

actions that City Schools and other entities could take, including the leveraging of MEDCO expertise, tax 

increment financing, and public-private partnerships. 

In the final analysis, the laudable goal of improving educational facilities and outcomes is being used to 

support the passage of a destructive tax.  There is already evidence that the introduction of a 2 cent bottle tax 

has substantially distorted economic decision-making and cost jobs.  Shortly after the tax was approved, Pepsi 

Beverages Company announced it was halting manufacturing at its Hampden plan and eliminating 77 jobs.  It 

is not clear what role the new bottle tax had upon Pepsi’s decision-making, but it almost assuredly did not 

increase Baltimore’s prospect for retaining those jobs.  A 5 cent tax would be even more regressive, more 

distorting and more destructive.   

Policymakers and other stakeholders should note that spending on beverages comprises a higher share of poor 

family incomes.  Moreover, 2011 data reveal that the beverage industry remains highly impactful in Baltimore 

City, supporting nearly 2,100 jobs directly and more than 5,000 jobs once multiplier effects are considered.  

These 5,000+ jobs are associated with more than a quarter billion dollars in wage income and more than $1 

billion in industry output.  Given the fact that the city continues to suffer the highest unemployment rate in 

Maryland, it cannot afford to drive more jobs away. 
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Why the Counter-Productive Bottle Tax should not be Increased even to Support a 

Laudable Objective 

 

I. Introduction 

 

a. Purpose of This Report 

 

Baltimore City’s Mayor is proposing to raise the bottle tax from two cents to five cents per bottle 

in order to help fund the renovation of dilapidated public school facilities.  This measure is being 

taken at least partially in response to a finding that the rehabilitation cost of Baltimore’s public 

school facilities could total $2.8 billion.
1
  This report does not take issue with that finding.  

Moreover, the Sage Policy Group, Inc. (Sage) study team authoring this report fully agrees that 

the Baltimore City Public School System (BCPSS) desperately needs to accelerate the pace of 

investment in its aging school infrastructure and that doing so with inure to the benefit of 

students, educators, homeowners and many other city stakeholders. 

 

However, based upon the experience of other communities that have successfully recapitalized 

their school districts, an economically destructive bottle tax is not needed.  This report 

summarizes some of the experiences of other cities that have massively invested in their schools 

through public-private partnerships, alternative financing and other mechanisms without 

undermining the competitiveness of key local industries.   

 

The report also provides statistical detail regarding the economic contributions of the beverage 

industry in Baltimore City, which represents the core potential economic loss that Baltimore 

could suffer if it chooses to render the local industry non-competitive.  However, losses to other 

segments of the local economy would also suffer were the local beverage industry to contract, 

including grocery stores, other retailers and the housing market.  In fact, as discussed below, a 

beverage/bottle tax acts like an additional property tax upon grocery stores, an already under-

supplied amenity in Baltimore City. 

 

b. Baltimore’s Aging School Facilities 

 

The ACLU reported in June 2010 that most of the City’s 162 school buildings are in “poor 

condition.”
2
  Baltimore’s public schools not only all-too-often lack modern amenities such as 

science labs and computers, but also facilities that afford a basic level of comfort among students 

and teachers.  School buildings in Baltimore City are on average around 40 years old and many 

suffer outdated equipment and systems.  Nearly 45 percent of Baltimore’s public schools were 

                                                           
1
Baltimore City Public School System. (2010). Comprehensive Educational Facilities Master Plan for 2010. 

2
Patinella, Frank & BebeVerdery. (June, 2010). Building for Academic Excellence: A Vision and Options to Address 

Deficient School Facilities in Baltimore City. ACLU.  Retrieved November 23
rd

, 2011, from 

http://www.abell.org/pubsitems/Buildings_for_Academic_Excellence_ACLU_060210.pdf , p.7. 

http://www.abell.org/pubsitems/Buildings_for_Academic_Excellence_ACLU_060210.pdf
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constructed during the 1960s or before.  Another 33 percent of Baltimore’s schools were built 

30-40 years ago.  Approximately 70 percent of the buildings are judged to be in “poor” condition 

from the perspective of broadly accepted standards.
3
  According to the ACLU report, an 

“estimated $1 billion is required to address the backlog in needed repairs and more than 100 

schools need a significant renovation or completely new building.”
4
  Based on data from the 

2010 Comprehensive Educational Facility Master Plan, 28 sites need to be replaced or rebuilt, 69 

schools require major renovations, and 46 facilities are in need of moderate renovation.
5
 

 

Exhibit 1:  A Breakdown of the $2.8 billion 

New or replacement Schools 28 sites 

Major renovations 69 sites 

Moderate renovations 46 sites 

Minor renovations 5 sites 

Buildings needing general maintenance 14 sites 

TOTAL ESTIMATED COST $2.8 billion 

 Source: City Schools, ACLU 

 

In addition to the general context of age and disrepair, many existing school facilities are 

chronically underutilized.  The school system's infrastructure was built for 190,000 students, but 

only about 85,000 students are currently served.  According to City schools CEO Andrés Alonso, 

more than a quarter of the district’s school buildings have 250 or fewer students.
6
  Since arriving 

in 2007, Dr. Alonso and the School Board have shuttered 13 schools that have fallen behind 

academically.
7
  According to media reports, City schools intend to close more than a dozen 

additional schools by 2014 in an effort to vacate underutilized, dilapidated buildings.
8
 

 

This discussion may appear to be primarily oriented around bricks, mortar, mechanical systems, 

libraries and laboratories, but it is really about student achievement.  For decades, educators and 

others have understood the central importance of facility quality in the learning process.  

Institutions of higher education certainly understand this as evidenced by the recent boom in 

facility investment at campuses across the nation, including several in Baltimore. 

 

                                                           
3
Id., p.16. 

4
Id., p.4. 

5
ACLU. (2010).  p.16. 

6
 Green, Erica. (October 14, 2011). Alonso plans to close schools that are underused, dilapidated: Specific list hasn't 

been finalized. Baltimore Sun, Retrieved November 23
rd

, 2011, from 

http://www.baltimoresun.com/news/maryland/baltimore-city/bs-md-ci-alonso-school-closures-

20111014,0,6000328.story. 
7
 Id. 

8
 Id. 

http://www.baltimoresun.com/news/maryland/baltimore-city/bs-md-ci-alonso-school-closures-20111014,0,6000328.story
http://www.baltimoresun.com/news/maryland/baltimore-city/bs-md-ci-alonso-school-closures-20111014,0,6000328.story
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A 1931 report by the New York Commission on Ventilation found that the thermal environment 

in classrooms had a significant impact on student achievement.
9
  Students in modernized 

classrooms with the greatest amount of light scored between 7 percent and 18 percent higher on 

tests.
10

 

 

An improvement in city public school facilities would also help the city attract more families 

with more elevated socioeconomic status.  Available research indicates that enrollment of a 

higher proportion of middle-income families in urban schools can positively impact the 

performance of current students.  For instance, beginning in 2000, schools in Wake County, 

North Carolina, have attempted to keep the portion of low income students at each school to 

below 40 percent.  Since then, student performance on state standardized exams has improved 

significantly, with 91 percent of students scoring at grade level by 2005.  That percentage was 

only 79 percent a decade ago.
11

 

 

c. Reasons for Ongoing Underinvestment in City Schools 

 

The 2010 ACLU report entitled “Buildings for Academic Excellence:  A Vision and Options to 

Address Deficient School Facilities in Baltimore City” highlights several factors that help 

explain the ongoing inability of City schools to meet facility investment requirements.  One is 

simply the city’s lack of wealth.  Baltimore City’s wealth per student is the lowest in Maryland at 

$206,803 per pupil, about half the state’s average of $397,614.
12

  By contrast, Baltimore 

County’s wealth is nearly double the cities, and Montgomery County’s is three times larger.
13

 

 

In FY2010, the city’s median income was 44.3 percent lower than that of the state and its median 

home price was the second lowest of all Maryland jurisdictions.
14

  The result is a relative lack of 

income and property tax collection despite the fact that Baltimore City retains the highest 

property tax rate in the state.  As of this writing, Baltimore City also suffers the state’s second 

highest unemployment rate at 10 percent. 

 

Accordingly, Baltimore City is not as well positioned to take on debt to finance capital projects, 

including school construction.  According to the ACLU report, over “the past four years, the total 

capital budget for Baltimore City was only $245 million . . . Howard County, a district with less 

                                                           
9
 New York Commission on Ventilation. (1931). School Ventilation and Practices. New York: Teachers College, 

Columbia University. 
10

 Corcoran, Thomas, Lisa J. Walker & Lynne, J. White. (1988). Working in Urban Schools. Washington, DC: 

Institute for Educational Leadership.  
11

Finder, Alen. (September 25
th

, 2005). As Test Scores Jump, Raleigh Credits Integration by Income. New York 

Times. Retrieved December 6
th

, 2011 from 

http://www.nytimes.com/2005/09/25/education/25raleigh.html?pagewanted=all. 
12

ACLU. (2010). p.24. 
13

 Id. 
14

Maryland Association of Realtors. (2011). Housing Statistics: Year End 2010. Retrieved on December 9
th

, 2011, 

from  http://www.mdrealtor.org/LinkClick.aspx?fileticket=aGcV7fnZEBk%3d&tabid=161&mid=543. 

http://www.nytimes.com/2005/09/25/education/25raleigh.html?pagewanted=all
http://www.mdrealtor.org/LinkClick.aspx?fileticket=aGcV7fnZEBk%3d&tabid=161&mid=543
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than half of the population of Baltimore City was able to borrow over five times the amount of 

Baltimore City.  Montgomery County, with a capital budget exceeding $3 billion over the past 

four years, had the capacity to borrow 12 times the amount that Baltimore City does.”
15

 

 

Exhibit 2.  Percentage of School Investment Need as Determined by Kopp  

Task Force Met by State of Maryland, FY2006-FY2010 

Jurisdiction 

Kopp Task Force 

Finding ($000s) 

4-year total 

Allocation ($000s) 

% funded between 

FY 2006 - 2010 

Kent 1,180 6,954  589.3% 

Caroline 5,435 24,160  444.5% 

Somerset 9,030 37,475  415.0% 

Queen Anne's 9,666 22,720  235.1% 

Dorchester 33,816 24,534  72.6% 

Montgomery 279,307 197,448  70.7% 

Wicomico 69,993 46,068  65.8% 

Cecil 46,873 30,672  65.4% 

Garrett 20,142 12,671  62.9% 

St. Mary's 52,530 29,557  56.3% 

Howard 168,727 81,156  48.1% 

Baltimore County 408,845 181,521  44.4% 

Allegany 71,426  31,053  43.5% 

Worcester 54,122 23,212  42.9% 

Washington 93,827 37,212  39.7% 

Talbot 18,989 7,301  38.4% 

Anne Arundel 336,458 122,406  36.4% 

Carroll 135,297 47,945  35.4% 

Calvert 102,911 34,809  33.8% 

Harford 204,666 66,624  32.6% 
Source: ACLU, P.40; State of Maryland, Public School Construction Program, Data downloadable from  

http://www.pscp.state.md.us/CIP/2010/2010index.cfm.  

 

Correspondingly, Baltimore City would need the State of Maryland to help close the capital 

financing gap with other large jurisdictions, but according to the ACLU, this simply does not 

occur.  “It is clear that the State does not ensure distribution of capital funding for school 

construction and renovation in a manner that will allow all districts to meet minimum standards 

for educational adequacy.
16

  The largest school districts in Maryland receive approximately the 

same amount of school construction aid from the State, preventing Baltimore City from closing 

the facilities gap.  This has many consequences, including reducing the city’s appeal to 

prospective property owners and taxpayers.   At the current pace of State and federal funding, it 

would require roughly 50 years for City Schools to address its capital needs.  Of course, over the 

course of those five decades, other issues would emerge.  

 

                                                           
15

ACLU. (2010). p.25. 
16

Id., p.26. 
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Other states have been stepping up to support their neediest, most urban school districts.  Faced 

with severely deteriorated conditions of school facilities throughout the state, in 1997 the Ohio 

General Assembly created the Ohio School Facilities Commission to conduct facility 

assessments.  The General Assembly also established a number of programs to distribute school 

construction assistance dollars to the neediest districts.
17

  School districts associated with the 

lowest levels of wealth as determined by the Department of Education are given special 

consideration.
18

 

 

In an effort to help Baltimore City schools, the City Council passed legislation in June 2010 to 

establish a fund to improve school facilities.  The same law prevents the City Council from 

designating general funds controlled by the Mayor to pay for improvements.  The account can be 

funded with other sources, such as grants and donations.
19

 

 

II. It is Possible to Finance School Construction without Undermining the Local 

Economy 

 

a. Other Cities Have Already Done It 

 

 Greenville, South Carolina: Salvaging 70 Schools with Funds Raised through a Non-

Profit Organization  

 

During the 1990s, the school district in Greenville County, SC was facing a challenge similar to 

the Baltimore City school district, though on a smaller scale.  The District was struggling to 

identify a best approach to build schools that would meet community requirements over both the 

near- and long-term.   Schools were aging and inadequate.  Many students and educators were 

using portable facilities as classrooms and additional capacity was needed to handle expanding 

enrollment.
20

  There had been a number of attempts to resolve the situation, but none were 

faithfully executed due to associated cost and lack of capacity. 

 

Acknowledging that traditional funding methods would not solve problems of this magnitude, 

the school board sought outside expertise.  The Board issued an RFP in 1999 to design and build 

schools and to recommend innovative financing mechanisms to complete school recapitalization 

expeditiously.  In March 2001, the Board entered into a contract agreement with Institutional 

Resources LLC, an established local area business. 

                                                           
17

ACLU of Maryland. (March 2003). Funding for Educational Facilities: What Ohio, Wyoming, Arizona and New 

Jersey Are Doing to Fund Their Public Educational Facilities, p.6. 
18

 Id., p.6. 
19

Green, Erica. (June 7
th

, 2011). School Facilities Bill Advances in Council, with Limitations. Baltimore Sun. 

Retrieved November 23
rd

, 2011, from http://articles.baltimoresun.com/2011-06-07/news/bs-md-ci-council-facilities-

vote-20110606_1_bebe-verdery-school-buildings-funding-school-construction.  
20

Greenville County Schools. (2011). Foundation for A Legacy of Learning [Audiovideo]. Greenville, South 

Carolina.  

http://articles.baltimoresun.com/2011-06-07/news/bs-md-ci-council-facilities-vote-20110606_1_bebe-verdery-school-buildings-funding-school-construction
http://articles.baltimoresun.com/2011-06-07/news/bs-md-ci-council-facilities-vote-20110606_1_bebe-verdery-school-buildings-funding-school-construction
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The consultant developed a four-year plan to invest as much as $800 million in local public 

schools.
21

  One offered financing option was an installment purchase, but the entity lacked 

constitutional rights to issue tax-exempt bonds.  To finance the plan, the school district first 

created a non-profit organization called BEST (Building Equity Sooner for Tomorrow), which 

by law was able to issue bonds and could avoid the 8-percent debt limit on lease agreements.
22

 

After a legal confrontation with the State, the initial bonds were issued in March 2002 to raise 

$800 million, the second largest amount of bond issuance in the State at that time.
23

 

 

During plan execution, 44 new schools were built and 26 were renovated.  By standardizing the 

quality of school facilities, construction managers were able to create a prototype that was used 

for each individual school with minor modifications made available to accommodate specific 

needs.
24

 

 

The School Board in Greenville retrospectively concludes that the project would have required 

25 years were traditional funding methods used, but the creation of BEST allowed for investment 

to take place over five years.  Thanks to the truncated timeframe, the plan was able to prevent 

construction cost increases that could have inflated the plan’s price tag to $1.5 billion.
25

 

 

Importantly, the innovative financing method employed greatly reduced taxpayer contributions.  

Prior to the involvement of BEST, taxpayers experienced rising contributions to school 

construction every year.  But the BEST financing method allowed massive and much-needed 

construction to transpire while maintaining tax rates at 1999 levels.
26

 

 

The accomplishment of BEST is profound.  Schools collectively enjoy more than 2,500 new or 

like-new classrooms providing 5.5 million square feet of classroom and support spaces.  

Including the 26 renovated schools, total revamped space available for education encompasses 

7.8 million square feet.  Remarkably, the plan’s implementation was completed without any 

outstanding legal or insurance claims.  Beyond additional refurbished or new space, plan 

                                                           
21

Andris, Clio. (2008). School Infrastructure Funding Alternatives: What are some innovative ways we can finance 

a school building or renovation project? Land Development Services, NAHB. Retrieved November 30
th

, 2011, from  

http://www.nahb.org/fileUpload_details.aspx?contentTypeID=3&contentID=105241&subContentID=177094, p.7.  
22

Id., p.7. 
23

Greenville County Schools. (2011). 
24

 Id. 
25

Andris, Clio. (2008). p.9. 

NOTE: There are discrepancies in the years of project execution and the estimation of cost saving.  In a video 

produced by Greenville County School (2011), it is stated that the plan took 6.5 years to complete while it could 

have taken 23 years under traditional financing methods.  Also, it is stated that “well over $1 billion was saved using 

the BEST building plan compared to using traditional pay-as-you-billed.”   
26

 One mill corresponds to 1/1000 of a dollar of assessed value (See South Carolina Department of Revenue 

http://www.sctax.org/publications/propguid99.html).  

http://www.nahb.org/fileUpload_details.aspx?contentTypeID=3&contentID=105241&subContentID=177094
http://www.sctax.org/publications/propguid99.html
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outcomes include the installation of state-of-the- art amenities such as energy-efficient 

equipment, maintenance mechanisms and modern security systems.
27

 

 

The success of BEST energized the local economy as well.  According to the Chair of the Board 

of Directors at the Greenville Area Development Corporation, the City became host to 170 new 

and expanding companies creating 12,000 jobs for the local economy during a recent three-year 

period.  Capital investment in the area totaled more than $2.3 billion.  The Chair attributes recent 

economic expansion in Greenville to the ability to showcase excellent public schools. 

 

Not surprisingly, other communities are working to replicate the Greenville, SC success story.  

Shortly after the BEST plan was initiated, enabling legislation was enacted in Virginia.  Two 

years later, North Carolina amended its law to allow communities to implement similar plans. 

 

 New Haven, Connecticut – Sale of Properties   

 

When the mayor of New Haven, Connecticut launched a 20-year citywide School Construction 

Program, the cost of the endeavor was estimated at $1.5 billion.  To finance the project, the City 

used proceeds from State bonds issued for school construction.  The bonds issued by the State 

could cover 76.6 percent of the construction cost with 20 percent match requirement attached to 

the City.   To meet the matching requirement, the City of New Haven sold delinquent property 

tax liens that raised $17 million for the School Construction Trust Fund.   Additional funds were 

acquired from the sale of City-owned property assets.
28

 

 

Before taxing important local industries, the City of Baltimore should consider selling surplus 

property and tax liens.  Such a strategy would have the additional benefit of placing property in 

the hands of private investors with the capacity to re-invest, thereby creating additional tax 

revenues over time and perhaps better enabling the City to whittle away at its problematic real 

property tax rate. 

 

 Niagara Falls School District & Nova Scotia – Success through Lease Agreements with 

Developers  

 

The post-industrial economy of Niagara Falls has been in decline for decades due to 

deindustrialization and business relocations.  Correspondingly, relative small amounts of tax 

dollars were made available for public schools, including for purposes of capital improvement.  

Declining population induced the school district to combine two high schools into a new building.  

Little support was anticipated from local government or the community to allow for the plan to 

proceed.   

                                                           
27

Greenville County Schools. (2011). 
28

ACLU. (June, 2010). p.33. 



11 

 

In response, the Niagara Falls School District partnered with a private developer as part of a 

performance contract.  The Developer selected J.P Morgan to secure private funds through sale 

of “Certificates of Participation.”  A special purpose entity was established to enable financing.  

The agreement between the school district and the developer held that the new school building 

would be leased to the District for $4.8 million a year over 30 years, after which time the 

building would be owned by the district with no remaining debt.  In turn, investors benefited 

from annual lease payments made by the school district.
29

  The new 400,284 square foot building 

opened for the 2000-2001 school year and the state-of-the-art facility became a symbol of 

community resurgence.
30

 

 

Similarly, the school system in Nova Scotia, Canada formed a lease agreement with a private 

developer when the System embarked on a plan to build or renovate more than 50 schools.  In 

1997, the provincial government enacted legislation to facilitate a public-private partnership.  

Upon completion of construction, the System entered into 20-year leases of the buildings from 

the developers.  Since the lease payments were designed to cover only 85 percent of the cost of 

investment, buildings were leased to other approved entities during non-school hours to make up 

the difference.  The partnership was mutually beneficial for the schools, the developers and the 

broader community.  Because the buildings were being leased to both school and non-school 

users, there is incentive to maintain the conditions of buildings over the leasing period.
31

 

 

 Portland, Oregon – Management of Schools through Real Estate Trust 

 

In 2002, the Oregon Department of Education completed a comprehensive study on the status of 

school facilities.  This resulted in its 2001 Best Use of Facilities report.  The study called for 

several initiatives, including leasing underutilized facilities to overcome inefficient use of school 

spaces, repairing existing school buildings and the reuse of buildings in creative ways.   

 

To facilitate progress, the Portland Schools Real Estate Trust, a non-profit organization, was 

created to act as the District’s professional real estate arm to help negotiate leases, sales, 

purchase of property and manage District real estate.  The Trust was associated with at least two 

other purposes:  1) to generate annual net revenue for the District; and 2) to help the District 

meet its goal of flexible property management.
32

 

 

                                                           
29

Andris, Clio. (2008). p.5. 
30

Luaces, George. (August 1
st
, 2001). A School for the 21

st
 Century. American School & University. Retrieved 

December 7
th

, 2011 from http://asumag.com/mag/university_school_st_century/index.html. 
31

 Rawlings, Lisa. (n.d.).  Innovative Methods to Fund Public School Construction, University of Maryland School 

of Public Affairs. Retrieved December 7
th

, 2011 from  

http://mlis.state.md.us/other/education/public_school_facilities/102802_other_states.pdf. p.6.  
32

DeArmond, Michael, Sara Taggart, and Paul Hill. (May 2002). p.19. 

http://asumag.com/mag/university_school_st_century/index.html
http://mlis.state.md.us/other/education/public_school_facilities/102802_other_states.pdf
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This strategy represents a way to mobilize school construction projects without placing 

additional burden on the school system by creating an intermediary institution.  According to a 

study by Hassel et al. (2004), a similar model has been attempted in New York City.
33

 

 

b. Strategies Being Considered in Baltimore Today 

 

 The VantagePoint Study 

 

On behalf of the City of Baltimore and the Baltimore City Public School System, VantagePoint 

Associates, Inc. conducted a study regarding alternative financing measures available to 

accelerate school construction.  Among other things, the December 2009 study advocates for the 

use of public-private partnerships (P3) to speed school construction.  Additionally, the study 

presented available funding sources, including vehicles such as MEDCO bonds and tax credit 

bonds that could be utilized to spur school construction.
34

  Exhibit 3 provides a summary of 

some of the key financing vehicles available to the City and City Schools to accelerate school 

construction.  Notice that a bottle tax is not among the available alternatives.  

 

Exhibit 3.  Description of Funding Source Presented in the VantagePoint Study 

 

1) MEDCO  

 

Maryland Economic Development Corporation (MEDCO) provides financing, development, and procurement 

services for private economic development projects and public projects when requested by the State or a local 

government entity.
35

  MEDCO can also be a conduit debt issuer for private sector investment while permitting the 

construction and operating the facilities by third party including private companies.  Furthermore, the generous legal 

structure allows various use of MEDCO.  For instance, MEDCO can issue bonds on behalf of non-profit 

organizations, which provide charter schools with ability to raise funds for their capital projects.  MEDCO can 

partner with private banks and financial entities, which can private credit support, liquidity and other financial 

instruments.  Finally, all materials and supplies purchased in MEDCO-supported projects are exempt from states’ 

sales tax. 

 

Drawbacks in using MEDCO is potential dilution of the local control and project administrations as MEDCO 

imposes its own rules and controls as to how projects should be managed.  Because MEDCO bonds are non-recourse 

base and do not enjoy credit benefit of the State and the City, the ratings are slightly lower.
36

 

 

2) New Market Tax Credits (NMTC) 

 

Under the NMTC program, the investor can gain tax credits for investing in development projects in low- to 

moderate-income neighborhoods.   The tax credits can be used for various types of development, including schools, 

and community facilities.  

 

                                                           
33

Hassel, Bryan & Katie Walter Esser. (January 2004). Facilities Financing: New models for Districts that are 

Creating Schools New. Education Evolving, p.11. 
34

VantagePoint. (November 2009). City and School System of Baltimore: Innovative Financing and Procurement 

Alternatives Report, p.12. 
35

Id., p.12. 
36

Maryland Economic Development Corporation. (n.d.).Retrieved December 5
th

, 2011 from http://www.medco-

corp.com/. 

http://www.medco-corp.com/
http://www.medco-corp.com/


13 

 

 

3) Tax Increment Financing (TIF) 

 

TIF is a public financing method used for redevelopment and community improvement projects in blighted 

communities.
37

  In TIF financing, the City issues TIF bonds secured back by the increment in tax revenue from 

designated TIF districts.  

 

Few school building projects have used TIFs as a financing method.  The City of Huntsville, Alabama is one 

example where TIF was used for school financing.  TIF funds totaling $63 million were supported by the increase in 

the property tax that the city government collects.  The total proceed was then distributed to the city government, the 

county and the School Board, which utilized funds to build and renovate schools.
38

 According to Andris (2008), the 

success of TIF in Huntsville was attributable to several factors, including city officials prepared to embrace 

innovative financing methods 

 

4) Qualified Zone Academy Bonds (QZABs) 

 

QZABs are tax credit bonds sold at par value.  Bondholders receive tax credits in lieu of interest payments.  

Proceeds are available to help repair and equip schools, but may not be used to construct of new schools.
39

 

 

Each State is allotted an amount of money its schools may borrow using QZABs.  States are allowed to choose their 

own processes to award bond authority to qualified schools.  A qualified school is one that is located in an 

Empowerment Zone or Enterprise Community that has at least 35 percent of its students eligible for free or reduced 

price school lunches.
40

  The State of Maryland issues QZABs as general obligation bonds and distributes the 

proceeds for approved projects to school systems within the State with qualified schools.  Issuance requires a 

minimum of 10 percent private matching contribution to the project.
41

 

 

5) Qualified School Construction Bonds (QSCBs) 

 

Similar to QZABs, QSCBs are tax credit bonds.  Proceeds may be used not only for the repair and equipping of 

schools, but also for purposes of construction and rehabilitation.  Bonds may be either governmental or private 

activity bonds and there is a 2 percent cap on proceeds used for costs of issuance.
42

 

 

6) Qualified Energy Conservation Bonds (QECBs) 

 

QECBs are tax bonds that are purchased at par value.  Bondholders receive tax credits in lieu of interest payments.  

Bond proceeds may be used for energy efficiency capital expenditures in public buildings that reduce energy 

consumption by at least 20 percent as well as for renewable energy production.  Maryland has received an allocation 

of $58.4 million in 2009 for QECBs.
43
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Public-private Partnership through MEDCO 

 

The VantagePoint report also discusses the use of private equity and debt to help accelerate 

school construction.  Specifically, the following procedures were recommended: 

 

- The School System develops the scope of the project and MEDCO issues RFP to hire 

private entity to be charged with design, construction, and financing; 

- School System leases land to a private entity through MEDCO for 30 years in exchange 

for the private entity’s design and construction of a new school in accordance with the 

scope provided by the School System; 

- After completion of the project, the School System makes annual lease payments for the 

new buildings.  Upon termination of the lease period, the property is sold to the School 

System or City.  The School System would be contractually obligated to operate and 

maintain the building according to agreed-upon standards to protect the private entity’s 

asset.
44

 

 

Use of Energy Saving Companies 

 

The VantagePoint report also recommends that the School System involve energy saving 

companies (ESCOs) to help upgrade buildings.  In order to pursue appropriate ESCO processes, 

the School System should hire knowledgeable project managers.  With guidance from these 

school managers, the School System can employ ESCOs that will finance and install new 

building utilities through the issuance of QECBs.
45

 

 

III. The Proposed Bottle Tax is Unnecessarily Destructive 

 

a. Baltimore City Bottle Tax 

 

In order to raise revenue, the City instituted the current 2 cent bottle tax in 2010.  The original 

bill submitted by the Mayor suggested a 4 cents tax per bottle excluding mild and two-liter sodas, 

but the City Council voted down the proposal.
46

  The bottle tax was initially estimated to bring in 

$5.8 million a year.  However, first year collection totaled only $4.7 million, falling short of 

expectations and indicating a significant level of economic dislocation.
47

  In other words, tax 

collection likely fell short of anticipation because industry participants took special measures to 
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avoid the tax burden.  At the proposed 5 cents per bottle, the distorting effects of the tax would 

be even larger. 

 

The proposed three cent rise in the bottle tax is currently estimated to generate $23.8 million for 

the City, with proceeds to be spent toward floating a $324 million in bonds to support the school 

facility rehabilitation program.
48

  While accelerating investment in City Schools is laudable, the 

noble pursuit of newer and better buildings is being used to justify what would be an 

unnecessarily destructive tax. 

 

b. The Bottle Tax would be Disruptive and would Disproportionately Impact Low Income 

Families 

 

 The Bottle Tax is Regressive 

 

Bottled products are daily necessities.  The taxation of necessities such as food and beverages is 

particularly harmful for the poor since these products represent a higher share of their total 

income/spending.   According to the 2010 Consumer Expenditure Survey by the Bureau of Labor 

Statistics, families with annual income between $10,000 and $19,999 on average spent 15.6 

percent of their disposable incomes on domestic foods and non-alcoholic beverages, while 

families with annual income greater than $70,000 spent only 4.1 percent of their income on those 

items.
49

  The proposed bottle tax would be regressive. 

 

 The Bottle Tax Acts as an Additional Property Tax on Grocery Stores 

 

According to PolicyLink, supermarkets typically operate at low annual profit margins which 

average only 1 percent of gross revenue.  Industry executives indicate that operating in urban 

contexts is particularly onerous given additional expenses for real estate tax, security and 

insurance.
50

  By maintaining the highest property tax rates ($2.268 per $100 of assessed value) 

among all Maryland jurisdictions,
51

 grocery stores are already discouraged from locating in 

Baltimore City, including those that cater to low-income communities.  Published sources 
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indicate that approximately 18 percent of City residents lives in so-called “food desert” or areas 

with a lack of supermarket stores.
52

 

 

The ongoing lack of access to sufficient numbers of grocery stores impacts the health of city 

residents, particularly those living in poorer neighborhoods.  A study of more than 200 

neighborhoods finds that there are more than three times as many supermarkets in wealthier 

neighborhoods compared with poorer areas.
53

  Low-income neighborhoods are also associated 

with concentration of convenience stores and fast-food restaurants.  A study introduced in the 

Grocery Gap report published by PolicyLink reports that there are 1.3 times more convenience 

stores in low-income zip code areas.
54

  Research by Powell et al. (2007) indicates that fast food 

chains can be found 1.2 times more frequently in low-income areas.
55

  The Grocery Gap report 

also indicates that obesity and diabetes rates were 20 percent higher for those living in low 

density fresh food markets.
56

 

 

If anything, the City should be working to attract more grocery stores to low-income areas.  

While more affluent neighborhoods such as Harbor East and Locust Point have managed to 

attract prestigious chains such as Whole Foods and Harris Teeter, too much of the city is a food 

desert.  This represents another reason to reject a higher bottle tax. 

 

 The Bottle Tax would Negatively Impact an Important Source of Local Employment 

 

The American Beverage Association maintains current data regarding the economic impact of 

the beverage industry in certain communities.  The data for 2011 reveal that the beverage 

industry is highly impactful in Baltimore City, supporting nearly 2,100 jobs directly and more 

than 5,000 jobs once multiplier effects are considered.  These 5,000+ jobs area associated with 

more than a quarter billion dollars in wage income and more than $1 billion in industry output.  

Exhibit 4 provides relevant statistical detail. 

 

Were many parts of Baltimore City not so proximate to Baltimore County, the proposed bottle 

tax would not be as impactful.  But given its limited geography, it is quite simple for businesses 

and consumers to shift small distances and abandon the city.  This geography may be at the heart 
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of why the initial 2 cent bottle tax failed to generate anticipated revenues.  A 5 cent bottle tax 

would reinforce the motivation to conduct more economic activity beyond city limits. 

Exhibit 4.  Economic Impact of the Beverage Industry in Baltimore City, 2011 Data 

Direct Economic Impact 

 Employment Wages ($millions) Output ($millions 

Soft Drink Manufac. & Bottling 355 28.9 $220.9 

Juice Products Manufacturing 90 6.6 $55.2 

Water Bottling 53 4.2 $29.2 

Other Bev. Product Manufacturing 36 2.4 $23.0 

Beverage Distributors 4 0.3 $0.8 

Retailers 1,552 37.7 $100.4 

Total Direct Impacts 2,089 $80.2 $429.4 

Total Supplier Impacts 1,348 $96.0 $343.8 

Total Induced Impacts 1,588 $80.6 $256.6 

TOTAL INDUSTRY IMPACTS 5,025 $256.7 $1,029.8 
Source: American Beverage Association. (2011). Economic Impact in the City of Baltimore, Maryland 

 

The impact of the 2010 bottle tax has already been felt among local retailers.  According to one 

grocery chain owner (Bel Garden; 5950 Belair Rd.), sales in the city declined 10 percent when 

the City imposed the 2-cent bottle tax in 2010.   

 

Unfortunately, there is not a considerable body of additional data regarding the impacts of the 

2010 bottle tax.  There is, however, a more substantial body of information from the 1990s when 

the City of Baltimore taxed a wide range of bottled products.  Beginning in December 1989, the 

City imposed a 2-cent tax on containers with a capacity of 16 ounces or less and 4 cents on 

containers larger than 16 ounces.  The rate remained unchanged until the “phase-out” period 

began in January 1996.  By July 1996, both rates had been reduced to a penny.  By July 1, 1997, 

the one-cent tax rate had been completely eliminated.
57

  

 

Initially, the City’s bottle tax coincided with Baltimore County’s.  County government, however, 

repealed its bottle tax by the end of calendar year 1990.  This created a natural experiment that 

helped to isolate the impact of the City bottle tax.  Predictably, the performance of city grocers 

slumped according to available information.  According to a memorandum prepared by the Law 

Offices of Joseph A. Schwartz III, a Baltimore law firm, a Highlandtown grocer reported sharp 

losses in total sales and Coca-Cola sales during the period 1991-1993.  That grocer experienced a 

loss in total sales of 6.1 percent, 3.9 percent and 7.3 percent in 1991, 1992 and 1993, respectively.  

The loss in Coke sales during this period was 16.7 percent, 8.6 percent and 23.0 percent, 

respectively.  Despite the fact that the early 1990s was a period of economic recovery (that 

recession ended in March 1991), the grocer experienced a loss in employment, with the number 
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of jobs supported slipping from 114 in 1990 to 96 by 1992.  A 5-cent tax in today’s economic 

climate would be even more damaging and there is reason to believe that the experience of this 

Highlandtown grocer would be broadly shared by the citywide grocery community.  Exhibit 5 

provides summary detail. 

 

Exhibit 5: Percentage changes in the Annual Sales of a Local Grocery Chain  

at its Highlandtown branch, 1990 - 1993 

 % ch. in Total 

sales 

% ch. in Coke 

Sales 

Employee 

1989 -- -- -- 

1990 +7.77 +7.56 114 

1991 -6.06 -16.66 99 

1992 -3.88 -8.62 96 

1993 -7.31 -23.02 98 
Source: Law Offices of Joseph A. Schwartz III 
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IV. Conclusion 

 

The goal of dramatically accelerating capital spending upon City Schools is laudable.  The city’s 

facilities are the oldest in the state and most fail to meet even minimum standards.  Available 

research indicates that academic achievement is associated with school facility quality even after 

accounting for socioeconomic and other variables. 

 

The experience of other cities is that higher quality school facilities can produce broader 

economic impacts by attracting investment and employment.  However, the proposed 5 cent 

Baltimore City bottle tax proposes to burden one key local industry in order to produce benefits 

for the broader community.  Not only is this unfair, it is destructive.  Such a tax would be 

regressive, would induce fewer grocery stores to locate to or remain in Baltimore City, and 

would impact an industry that is associated with more than 5,000 local jobs. 

 

Other cities, including most notably Greenville, SC and New Haven, CT have demonstrated that 

there are ways to finance massive improvements in educational capital stock without ravaging 

key local industries.  Alternative financing, public-private partnerships and greater contribution 

by the State of Maryland to those jurisdictions with the greatest school facility needs exist as 

available options to speed new school construction and the modernization of existing schools. 

 

In the final analysis, the laudable goal of improving educational facilities and outcomes is being 

used to support the passage of a destructive tax.  There is already evidence that the introduction 

of a 2 cent bottle tax has distorted economic decision-making.  Shortly after the tax was approved, 

Pepsi Beverages Company announced it was halting manufacturing at its Hampden plan and eliminating 

77 jobs.  It is not clear what role the new bottle tax had upon Pepsi’s decision-making, but it almost 

assuredly did not increase Baltimore’s prospect for retaining those jobs.  A 5 cent tax would be even 

more regressive, more distorting and more destructive. 
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