
- 
CITIZENS LEAGUE 
530 Syndicate Bu i l d ing  
M i  nneapol i s  , HN 55402 December 1 , 1982 

CITIZENS LEAGUE OPPOSES 
UNFUNDED SHIFTS 

TO BALANCE BUDGET 

The Ci t i zens League bel ieves i t  would be fundamentally i r respons ib le  fo r  

the Governor and Leg is la ture  t o  make unfunded s h i f t s  i n  s t a t e  expenditures as a way 

t o  he lp  erase a $312 m i l l i o n  s t a t e  budget d e f i c i t .  

The on ly  condi t ions under which a s h i f t  can be considered i s  fo r  the 

Leg is la ture  t o  put  i n  place, r i g h t  now, the way the s h i f t s  w i l l  be paid for .  This 

means t h a t  i f  the lawmakers s h i f t  $200 m i  1 1  ion  o f  expenditure i n t o  the next biennium, 

t o  balance the cu r ren t  b ienn ia l  budget, a t  the same time they would arrange f o r  a 
* 

$200 m i l l i o n  reduct ion i n  o the r  expenditure commitments i n  the next biennium. 

The s t a t e  cannot a f f o r d  t o  cont inue a c red i t - ca rd  approach t o  a long-term 

problem. I t  i s  u n r e a l i s t i c  t o  expect t h a t  economic growth w i l l  generate enough re- 

venues t o  pay fo r  postponed, o r  "shi f ted" ,  o b l i g a t i o n s  i n  a d d i t i o n  t o  cur rent  ob l i ga -  

t ions. 

A p a r t i a l  suspension o f  c e r t a i n  property tax  r e l i e f  payments i n  the next  

biennium, wh i l e  keeping i n  p lace the c i r cu i t -b reaker ,  which pro tec ts  low and moderate 

income households, represents a responsib le way f o r  o f f s e t t i n g  the s h i f t s .  

I f  lawmakers take such a c t i o n  now, then the Regular Session, convening i n  

January, can evaluate whether t o  leave the suspension i n  place o r  r a i s e  taxes t o  

remove i t . 

Because the Regular Session w i l l  need t o  look a t  o v e r a l l  t a x  po l i cy ,  

inc lud ing the quest ion o f  t'temporaryll taxes enacted e a r l  i e r  i n  t h i s  b ienni  um, any 

taxes increased i n  the Special Session should a l so  be p lace i n  the same category, 

w i t h  a sunset p rov i s ion  o f  June 30, 1983. 
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CITIZENS LEAGUE STATEMENT ON STATE BUDGET PROBLEMS 

The Minnesota Department o f  Finance announced i n  mid-November t h a t  t he  s t a t e  faces a 
$312 m i l l i o n  budget d e f i c i t  by June 30, 1983. A specia l  session o f  the Leg is la tu re  
i s  scheduled f o r  December 7. 

- The cu r ren t  problem i s  immense and serious,'much more so than the  previous budget 
"cr ises"  o f  t h i s  biennium, mainly because the  time remaining t o  take c o r r e c t i v e  
a c t i o n  i s  so sho r t  and the  amount o f  the  d e f i c i t  i s  so large. Some l e g i s l a t o r s  a re  
urg ing  t h a t  the c o r r e c t i v e  a c t i o n  assume a s h o r t f a l l  as h igh  as $400 m i  1 1  ion, t o  
guard against  f u r t h e r  d e t e r i o r a t i o n  o f  t he  revenue p i c t u r e .  

As the  Leg is la tu re  now convenes, the f o l l o w i n g  steps should be taken: 

* I f  fu r the r  " s h i f t s "  a re  contemplated t o  he lp  solve the  cu r ren t  d e f i c i t ,  they should 
be undertaken on l y  i f ,  simultaneously, the  Leg is la tu re  takes a c t i o n  t o  o f f s e t  the  
e f f e c t  o f  the s h i f t s .  This  cu r ren t  Governor and Leg is la tu re  a l ready have s h i f t e d  
-- w i thou t  o f f s e t t i n g  measures -- almost $600 m i l l i o n  i n  unfunded o b l i g a t i o n s  t o  
the next biennium. S h i f t s  do no th ing  more than impose a d d i t i o n a l  burdens on the 
next  biennium. Leg is la to rs  are se r ious l y  contemplat ing a s h i f t  which could take 
care of  one-half  t o  two- th i rds  o f  the  d e f i c i t .  Because the  d o l l a r  magnitude o f  
equ iva len t  cu ts  i n  spending o r  increases i n  t a x  ra tes  would be so huge i n  order  
t o  have any e f fec t  i n  the  remaining months o f  the biennium, a new s h i f t  i s  being 
considered. 

According t o  the s h i f t  under considerat ion,  the s t a t e  would suspend approximately 
$200 m i l l i o n  i n  school a i d  payments between now and June 30, 1983. To prov ide re- 
venue t o  pay t h e i r  b i l l s  f o r  the r e s t  o f  the cu r ren t  school year, school d i s t r i c t s  
would be author ized t o  make use o f  p roper ty  t a x  c o l l e c t i o n s  dur ing  the f i r s t  f i v e  
months o f  1983 which would otherwise be he ld  f o r  use i n  the  year beginning J u l y  1. 
The e f f e c t  i s  t o  make an a d d i t i o n a l  $200 m i l l i o n  a v a i l a b l e  du r ing  t h i s  cu r ren t  
biennium. Supposedly, t h e s t a t e w o u l d  f i n d  the  money i n  t h e  nex t  biennium t o  repay 
the school d i s t r i c t s .  Those funds must be above and beyond the money t h a t  normal ly 
i s  used t o  f inance whatever incremental growth occurs i n  spending. I f  the  s t a t e  
chooses no t  t o  repay school d i s t r i c t s ,  then these d i s t r i c t s  w i l l  have t o  f i n d  ways 
t o  t r i m  $200 m i l l i o n  from t h e i r  spending i n  1983-85. 

There i s  no way t h a t  "normal growth" i n  s t a t e  revenues can handle such expenditures, 
even assuming a reasonable l eve l  o f  economic a c t i v i t y  i n  s t a t e  revenues i n  the 1983- 
85 b ienn i  um. The Sta te  Department o f  Finance's p r e l  iminary revenue e s t  imates fo r  
t h a t  biennium i n d i c a t e  t h a t  c lear ly ,  

Such a s h i f t  should no t  be adopted unless the Leg is la tu re ,  dur ing  the Special Ses- 
sion, takes a c t i o n  t o  a d j u s t  expendi ture commitments i n  the  biennium beginning 
J u l y  1 t o  o f f s e t  the impact o f  the  s h i f t .  That i s  the o n l y  responsib le way t o  permi t  

s h i f t s .  Fur ther  unfunded s h i f t i n g  could damage the s t a t e ' s  c r e d i b i l i t y  w i t h  bond 
r a t i n g  f i rms,  a Department of  Finance o f f i c i a l  t o l d  a l e g i s l a t i v e  committee. 

I n  the absence o f  c o r r e c t i v e  ac t ion ,  the " s h i f t "  creates an i l l u s i o n  o f  a pa in less  
way o f  dea l ing  w i t h  a ser ious problem. There i s  no pa in less  way out  o f  t he  cur ren t  
s i t u a t i o n .  



Any adjustment t o  o f f s e t  the  e f f e c t  o f  a  s h i f t  (a) should be s e n s i t i v e  t o  the im- 
pact of  increases i n  t ax  ra tes  on the development o f  the s t a t e ' s  economy, (b) 
should no t  impose greater  burden on low-income persons, who are the most severely  
a f f e c t e d  by cu r ren t  economic cond i t ions ,  (c)  should be cons is ten t  w i t h  genera l l y  
recognized areas where reform i n  the  s ta te - l oca l  f i s c a l  system i s  needed, (d) should 
he lp  p lace incent ives  on u n i t s  o f  loca l  government and s t a t e  agencies t o  redesign 
serv ices . 
The Special Session o f  the Leg is la tu re  has an oppor tun i t y  t o  take courageous, even i f  
h i g h l y  con t rove rs ia l ,  ac t i on .  I t  can do so w i t h  the  f u l l  knowledge t h a t  the  Regu- 
l a r  Session, convening i n  January, w i l l  have the oppor tun i ty  t o  review what has 
occurred and, i f  deemed des i rab le ,  make adjustments before the e f f e c t i v e  date. Thus 
the Special Session can avoid saddl ing the Regular Session w i t h  the necessi ty  o f  
f i n d i n g  a  way t o  pay f o r  the cost  o f  the l a t e s t  s h i f t s ,  on top of  every th ing  e lse .  
Nevertheless, the Special Session would no t  be committ iog the s ta te ,  i r revocab ly ,  
t o  a  c e r t a i n  d i r e c t i o n .  The Regular Session would have the  f u l l  oppo r tun i t y  t o  
make whatever mod i f i ca t i ons  i t  desi red.  

One adjustment cons is ten t  w i t h  the above-mentioned c r i t e r i a  would be fo r  the s t a t e  
t o  suspend some proper ty  t a x  r e l i e f  payments. What t h i s  means, s p e c i f i c a l l y ,  i s  
t h a t  the Special Session -- a t  the same t ime i t  author izes a  s h i f t  -- could suspend 
an equ iva len t  number o f  d o l l a r s  i n  p roper ty  t a x  r e l i e f  payments which otherwise 
would be made a f t e r  J u l y  1 ,  1983. Thus, f o r  every do1 l a r  s h i f t e d  t o  the next  bien- 
nium i n  order  t o  balance the  cu r ren t  biennium budget, the Leg is la tu re  would be o f f -  
s e t t i n g  t h a t  s h i f t  w i t h  a  d o l l a r - f o r - d o l l a r  reduc t ion  i n  expendi ture commitments i n  
the upcoming biennium. Such an approach would no t  invo lve  an increase i n  p roper ty  
taxes l ev ied  by l oca l  u n i t s  o f  government nor  i n  m i l l  ra tes.  I t  would a f f e c t  cer- 
t a i n  taxpayers, depending upon whi ch proper ty  t a x  re1 i e f  payments would be selected. 
As a  p r a c t i c a l  mat ter ,  the homestead c r e d i t ,  amounting t o  almost $900 m i l l i o n  i n  
the  cu r ren t  biennium, and the a g r i c u l t u r a l  c r e d i t ,  almost $150 m i l l i o n ,  would have 
t o  be selected, because o f  t h e i r  s ize .  Low-income farmers and o the r  homeowners are 
pro tec ted  through .a separate proper ty  t a x  re1 i e f  program known as the c i r c u i t -  
breaker, which should no t  be cu t .  Thus a  loss  i n  b e n e f i t s  from the homestead o r  
a g r i c u l t u r a l  c r e d i t  cou ld  be p icked up i n  c i r c u i t - b r e a k e r  bene f i t s .  C i rcu i t -b reaker  
bene f i t s  are n o t  a v a i l a b l e  t o  households above c e r t a i n  income leve l s .  They prov ide 
tax  r e l i e f  graduated on the bas is  o f  income. 

Such an approach would be cons is ten t  w i t h  the o v e r a l l  d i r e c t i o n  which s t a t e  p o l i c y  
should be tak ing.  The homestead and a g r i c u l t u r a l  c r e d i t s  e s s e n t i a l l y  a re  p a r t  o f  
a  system o f  r a i s i n g  taxes (sales and income) t o  pay o the r  taxes (p roper ty ) .  For 
many homeowners tha t  means tak ing  money ou t  o f  one pocket and p u t t i n g  i t i n t o  
another . 
A reduct ion i n  the  re l i ance  on homestead and a g r i c u l t u r a l  c r e d i t s  would have the e f -  
f ec t  o f  p lac ing  more responsib i  1 i t y  f o r  changes i n  p roper ty  t a x  l eve l s  d i r e c t l y  on 
the  shoulders o f  e lec ted  o f f i c i a l s  o f  l oca l  g o ~ ~ r n m e n t .  Under e x i s t i n g  prov is ions  o f  
the  homestead c r e d i t ,  the  s t a t e  pays 58 per cent o f  the  homeowner's proper ty  t ax  b i l l ,  
t o  a  maximum s t a t e  payment o f  $650. This means t h a t  f o r  most homeowners i n  the s ta te ,  
f o r  every d o l l a r  o f  a d d i t i o n a l  taxes l ev ied  on t h e i r  homes, they are  responsib le fo r  
o n l y  42 cents. I f  more o f  the burden of  the  t a x  increase f e l l  on the l oca l  homeown- 
ers,  they would l i k e l y  c rea te  more pressure on l oca l  o f f i c i a l s  who, i n  tu rn ,  would be 
i n c l i n e d  t o  seek more imaginat ive, e f f i c i e n t  ways o f  d e l i v e r i n g  serv ices.  Such re- 
form also,would remove the Leg is la tu re  from i t s  r e s p o n s i b i l i t y  f o r  l oca l  p roper ty  
taxes. The a g r i c u l t u r a l  c r e d i t  provides t h a t  the s t a t e  pays f o r  18 m i l  1s o f  the 
school levy on the f i r s t  320 acres o f  a  farm homestead, 10 m i l l s  on the next 320 acres 



and 8 m i  1 1  s on the  balance. For non-homestead farms, t he  c r e d i t  i s  10 m i  1 l s on the 
f i r s t  320 acres and 8 m i l l s  on the balance. 

* The Regular Session of the  Leg is la tu re  i n  1983, no t  the Special Session beginning 
next week, should make the major decis ions concerning the l eve l  of s t a t e  taxes 
durinci the 1983-85 biennium. 

The Special Session w i l l  consider a reduc t ion  i n  prev iously-author ized expenditures 
and increases i n  taxes t o  he lp  erase the d e f i c i t .  The Regular Session i n  1983 
w i l l ,  o f  course, need t o  w r e s t l e  w i t h  the  t o t a l  t a x  p i c t u r e ,  i nc lud ing  whether t o  
cont inue "temporary" increases i n  the  sales and income t a x  voted l a s t  year and 
whether t o  impose t a x  increases t o  balance' the budget f o r  the  b ienni  urn beginning 
J u l y  1 ,  1983. I t  seems appropr ia te  t h a t  any taxes increased i n  the  Special  Session 
should be made an automatic p a r t  o f  the  o v e r a l l  t a x  discussions t h a t  w i l l  take 
place i n  the upcoming Regular Session. Consequently, the,Specia l  Session should 
place a sunset o f  June 30, 1983, on any taxes increased a t  t h i s  time. Th is  doesn't 
mean t h a t  revenues f rom such increased taxes won' t  be needed a f t e r  June 30. I t  j u s t  
assures t h a t  the Regular Session, w i t h  more t ime ava i l ab le ,  w i l l  have t o  look 
a t  t he  e n t i r e  t a x  p i c t u r e ,  instead o f  having the  oppor tun i ty  t o  leave i n t a c t ,  
w i thou t  any f u r t h e r  ac t i on ,  a t a x  package decided i n  the i n e v i t a b l e  rush o f  t h i s  
Special Session. 

Increases i n  the s t a t e  income t a x  are l eas t  a t t r a c t i v e ,  because, as po in ted  o u t  by 
the  C i t i zens  League i n  i t s  repo r t  on the  r e l a t i o n s h i p  between taxes and the  economy, 
the  d i r e c t i o n  o f  Minnesota's economy today -- h igh  technology and serv ices -- i s  
dependent upon a t a x  system which i s  not  f a r  out  o f  l i n e  w i t h  t h a t  o f  o ther  states., 
Hinnesota's income t a x  s t i l l  i s  among the  n a t i o n ' s  h ighest .  Moreover, o the r  ways 
of  t ax ing  serv ices,  such as extending the  sales t a x  t o  serv ices,  ,whi le  tempting, 
present the same problems i n  terms o f  t h e i  r impacr on the  economy. But some 
broadening o f  the sales t a x  t o  o the r  t a n g i b l e  items o r  an increase i n  the sales tax  
r a t e  may be appropr iate.  

* The Regular Session i n  1983 must come t o  g r i p s  f i r m l y  w i t h  the issues of  se rv i ce  
redesign. The C i t i zens  League has po in ted  out  i n  several repor ts  t h a t  the ways 
ou t  o f  a budget problem a r e  not  r e s t r i c t e d  t o  c u t t i n g  serv ices o r  r a i s i n g  taxes. 
Even i n  a t ime o f  revenue cons t ra in t ,  governments can improve programs and serv ices 
by redesigning them. For example: 

-- The Sta te  o f  Minnesota, as t h e s t a t e ' s  l a rges t  employer, should change i t s  
system o f  h e a l t h  care coverage f o r  i t s  employees and the  ind igent  so t h a t  
they have f i nanc ia l  incent ives  t o  use c o s t - e f f e c t i v e  h e a l t h  care prov iders.  

-- More f inancing o f  post-secondary educat ion should be d i rec ted  t o  the students 
i n  f i n a n c i a l  a i d  instead o f  t o  the i n s t i t u t i o n s  as opera t ing  support. Thus 
the i n s t i t u t i o n s  w i l l  have incent ives  t o  a t t r a c t  students by p rov id ing  h igh-  
q u a l i t y ,  c o s t - e f f e c t i v e  educat ion. 

-- The s t a t e  should encourage r ide-shar ing,  a do - i t - you rse l f  form o f  t r a n s i t  
which can prov ide  b e t t e r ,  cheaper, serv ice  i n  some loca t ions  than p u b l i c l y -  
owned bus systems. 

-- The s t a t e  should modify pension plans f o r  p u b l i c  employees so t h a t  h igher-paid 
employees share some o f  the r i s k  on payment o f  f u t u r e  b e n e f i t s  above a c e r t a i n  
l e v e l .  ' 



-- The s t a t e  shou Id  res t ruc tu re  elementary-secondary educat ion t o  improve i t s  
performance but  w i thout  necessar i l y  a major a d d i t i o n  o f  new money. 

: 

exeend i tu re / taxa t ion  svstem. The C i t i zens  Leaaue c a l l e d  f o r  such a study i n  
i t i  l a t e s w i  tures and taxation, issued s h o r t l y  before thk an- 
nouncement o f  the s t a t e  budget d e f i c i t .  The Regular Session i n  1983 w i l l  have an 
extremely d i f f i c u l t  task i n  simply balancing the b ienn ia l  budget. A b lue-r ibbon 
study, i nvo l v ing  the p r i v a t e  sec tor  and the p u b l i c  sec tor ,  a l s o  needs t o  be com- 
missioned i n  1983, t o  look a t  o v e r a l l  reform o f  the system. 




