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STATEMENT TO THE GOVERNOR'S TAX STUDY C O M M I S S I O N  

A t  t h i s  stage i n  i t s  work, the  Tax Study Commission i s  de f i n ing  which 
quest ions w i l l  be c e n t r a l  t o  i t s  work. As one o f  the groups c a l l i n g  f o r  
the  c r e a t i o n  o f  a tax  study group, the C i t i zens  League hopes t o  come t o  the 
commission l a t e r  w i t h  s p e c i f i c  proposals f o r  change, but  a t  t h i s  p o i n t  would 
l i k e  t o  i d e n t i f y  th ree  areas t o  which we t h i n k  the commission must d i r e c t  
i t s  a t t e n t i o n  t o  f u l f i  1 1  i t s  responsibi  1 i t y :  

$: Developing a t a x  system t h a t  w i l l  support and encourage economic 
growth. 

* Creat ing an e f f i c i e n t  and coherent intergovernmental t ax  and 
revenue sys tem. 

* Bu i l d ing  a tax  system which i s  responsive t o  p o l i c y  and serv ice  
redesign incent ives .  

TAXES AND THE ECONOMY 

Before the  commission can design a t a x  system which supports economic growth, 
i t  w i l l  need t o  understand which economic sectors are l i k e l y  t o  grow i n  
Minnesota. I t  must s t r i v e  t o  c rea te  an environment which does n o t  hamper 
the  success o f  new and e x i s t  i ng businesses . 

A1 though the commission must consider t h i s  quest ion independently and come 
t o  i t s  own conclusions, the  League and others have i d e n t i f i e d  several key 
var iab les  i n  the  equat ion. 

F i r s t ,  there  i s  the cont inu ing  s h i f t  towards increasing employment i n  the 
serv ices sector .  This t rend i s  apparent here and n a t i o n a l l y .  The commission 
should ask i t s e l f  i f  the l a rge r  shape o f  the  tax  s t r u c t u r e  -- w i t h  i t s  re la -  
t i v e  over - re l iance on personal income taxes -- helps or hinders se rv i ce  
i ndus t r i es .  Our 1979 study committee sa id  the s t a t e  should s h i f t  more t o  
consumption taxes l i k e  the  sales t a x  t o  he lp  the serv ice  sector .  

Many economists have observed the  importance o f  entrepreneurship i n  the  
development o f  Minnesota's economy. Others have pointed t o  the  s t rong r o l e  
of  small business i n  j o b  growth. How does the  e x i s t i n g  tax  system a f f e c t  
t he  oppor tun i t i es  f o r  j o b  growth and new business development? Does Minnesota's 
t a x  system a l l o w  successful  small business t o  grow r a p i d l y ?  Past experience 
suggests t h a t  small companies have no t  found i t  d i f f i c u l t  t o  grow here, but  
understanding t h i s  dynamic r e l a t i o n s h i p  i s  c r i t i c a l .  

Re la t ing  t o  both the  entrepreneurship and se rv i ce  economy issue i s  the  ques- 
t i o n  o f  the  t a x  burden on key personnel who d r i v e  both o f  these sectors.  The 
ta len ted  engineer c r i t i c a l  t o  the  growth o f  a word-processing f i r m ,  the  
c r e a t i v e  d i r e c t o r  o f  an a d v e r t i s i n g  agency, o r  the f i n a n c i a l  manager ab le  t o  
make a small company grow are persons l i k e l y  t o  have many choices about where 
they w i l l  l i v e .  Overa l l ,  does Minnesota's t a x  system work t o  keep these people 
here o r  t o  encourage them t o  move t o  C a l i f o r n i a ,  Massachusetts, New York, 
Texas o r  F lo r i da?  



The economic experience o f  the 1970s i n  Minnesota was t i e d  s t rong ly  t o  the 
performance o f  the a g r i c u l t u r a l  sector .  Tax p o l i c y  i s  o f  major importance 
t o  a g r i c u l t u r e .  Does Minnesota's t a x  system encourage a c e n t r a l i z a t i o n  o f  
farm proper t ies ,  making d i f f i c u l t  the maintenance o f  fami ly  farms? I s  t h i s  
good o r  bad? I s  Minnesota l o s i n g  an oppor tun i t y  t o  have value-added farm 
processing take place here as opposed t o  elsewhere as a r e s u l t  o f  t a x  p o l i c y ?  

We hope the commission w i  1 1  t r y  t o  understand these re la t i onsh ips  and keep 
them i n  mind w h i l e  fashioning a new t a x  system. 

AN EFFICIENT AND COHERENT INTERGOVERNMENTAL SYSTEM 

Our 1982 study committee on taxes and spending concluded there  are  s i g n i f i c n a t  
problems i n  Minnesota's s ta te - l oca l  f i s c a l  system. The system i s  no t  p o l i c y  
responsive, does no t  a l l o w  s u f f i c i e n t  l oca l  autonomy o r  a u t h o r i t y ,  and 
cannot be understood by voters.  The League i s  no t  alone i n  p o i n t i n g  t o  
problems here. L e g i s l a t i v e  Audi t o r s '  repor ts  on the homestead c r e d i t  and 
the  c i r c u i t  breaker have i d e n t i f i e d  major problems. 

S t a r t i n g  i n  the l a t e  1960s and cont inu ing  s ince  then, the t rend i n  the  s ta te-  
l oca l  f i s c a l  system has been toward more s ta te -co l l ec ted  revenues being used 
t o  pay f o r  l oca l  government serv ices.  Nothing i s  wrong w i t h  t h i s  o v e r a l l  
framework. The s t a t e  should be the u n i t  t o  levy  sales and income taxes, 
and d i s t r i b u t e  revenues t o  c i t i e s ,  count ies and school d i s t r i c t s .  C i t i e s ,  
count ies, and school d i s t r i c t s  should be the ones making decis ions about 
how t o  spend, no t  the s ta te .  

The problem stems from the c o l l e c t i o n  o f  ad hoc, piecemeal measures which 
make up the system as a whole. School a ids ,  l oca l  government a id ,  home- 
stead c r e d i t s ,  c i r c u i t  breaker rebates, and proper ty  t a x  c l a s s i f i c a t i o n s  
have been changed f requen t l y  i n  the past decade and a h a l f ,  usua l l y  w i t h  on l y  
the immediate, shor t - term impact i n  focus. The commission should ask i t s e l f  
about the  ne t  impact o f  a l l  o f  these measures. Does i t  channel s t a t e  resources 
t o  those l o c a l  u n i t s  which i t  should? I s  the  t a x  burden d i s t r i b u t e d  around 
the  s t a t e  f a i r l y ?  I s  i t  d i s t r i b u t e d  among i n d i v i d u a l s  f a i r l y ?  I s  i t  
d i s t r i b u t e d  f a i r l y  between business and i n d i v i d u a l s ?  Does i t  a l l o w  loca l  
o f f i c i a l s  too  l i g h t  a burden o f  r e s p o n s i b i l i t y  f o r  spending decis ions? 
Does i t  a l l ow  s u f f i c i e n t  l oca l  autonomy and f l e x i b i l i t y ?  

Overa l l ,  the commission should t r y  t o  b r i n g  t o  bear the same degree o f  
c l a r i t y  f o r  the system as a whole as i s  the case i n  the school a ids  system. 
There, the s t a t e  puts f o r t h  a c l e a r  pos i t i on :  $1,475 w i l l  be a v a i l a b l e  fo r  
per -pup i l  u n i t  spending i n  each d i s t r i c t  regardless o f  t a x  base. Add i t i ona l  
spending i s  al lowed a t  l oca l  d i s c r e t i o n  w i t h  the s t a t e ' s  commitment t o  
support t h a t  spending gradua l ly  phasing out .  

The s t a t e  l i m i t s  i t s  commitment. The budget imp l i ca t i ons  o f  both s t a t e  and 
l o c a l  decis ions are  c l e a r  t o  vo ters  and p o l i c y  makers. School d i s t r i c t s  
have the  a b i l i t y  t o  r a i s e  as much money as they want, but  above a c e r t a i n  
l eve l  o f  spending, i t  becomes a pure ly  l o c a l  t a x  mat ter .  The school a ids  
system i s  no t  p e r f e c t  and i s  no t  a p e r f e c t  example. The commission may 
recommend s i g n i f i c a n t  changes i n  school f inance as p a r t  o f  o v e r a l l  reform 
of  the f i s c a l  system. The school a ids  system does, however,-i 1 1  u s t r a t e  a clear,  
po l  i cy-responsive mechani sm fo r  shar ing the revenue burden i n  f i nanc ing  
school s . 



The la rges t  source o f  income f o r  Minnesota c i t i e s ,  count ies ,  school d i s t r i c t s ,  
and townships i s  the s t a t e  government. The l a rges t  budget i tem f o r  the  s t a t e  
i s  f i nanc ing  l oca l  government spending. We t h i n k  the  commission must address 
the  issues o f  p o l i c y  c l a r i f i c a t i o n  and e f f i c i e n c y  i n  the  s ta te - l oca l  f i s c a l  
system i n  o rder  t o  issue a complete repor t .  We doubt i t  w i l l  be poss ib le  
t o  address many o f  the o the r  issues o f  revenue r a i s i n g  w i thou t  a fundamental 
s o l u t i o n  t o  the  l a r g e r  quest ion o f  s ta te - to - l oca l  t r ans fe rs  o f  money. 

A TAX SYSTEM RESPONSIVE TO POLICY: S E R V I C E  REDESIGN INCENTIVES 

A t  some p o i n t  i n  the  commission's work, i t  w i l l  i n e v i t a b l y  come face-to- 
face w i t h  the quest ion o f  the  o v e r a l l  l eve l  o f  s ta te - l oca l  spending. Simply 
pu t ,  what percentage o f  the  s t a t e ' s  income should go t o  the  p u b l i c  sec tor?  
This i s  the bas ic  revenue quest ion which the  commission faces. I n  p u b l i c  
dec is ion  making t y p i c a l l y ,  t he  quest ion i s  asked a f t e r  the fac t  and answered 
comparat ively.  The commission has a l ready heard from John Shannon o f  the  
Advisory Commission on Intergovernmental Re la t ions  who discussed what 
Minnesota's s ta te - l oca l  government spent i n  past years, as a percent o f  
t o t a l  s t a t e  income, and how Minnesota compared t o  o t h e r  s ta tes .  

The commission must come t o  g r i p s  w i t h  t h i s  issue because any r e a l i s t i c  
assessment o f  governmental performance must take i n t o  account the  resources 
ava i l ab le .  

The cu r ren t  na t i ona l  and l oca l  debate over education i l l u s t r a t e s  t h i s  po in t .  
Many people a r e  saying t h a t  American and Minnesota schools are no t  doing the  
job.  We need increased q u a l i t y  from primary-secondary educat ion, t he  repor ts  
say. A simple answer t o  the problem i s  t o  increase the  amount o f  money 
being spent on education. Increase d i  r e c t  f i n a n c i a l  resources and you' 1 1 
get  b e t t e r  q u a l i t y ,  the  argument goes. 

But what i f  no more money i s  ava i l ab le?  The na t i ona l  economy i s  a f i n i t e  
sum, as i s  the  Minnesota economy. How much o f  t h a t  are we w i l l i n g  t o  pu t  
i n t o  schools--or roads, o r  hea l th  care? Past experi>ence shows adding 
more money does no t  necessari l y  increase serv ice  qua1 i t y .  To grant  se rv i ce  
system requests w i thout  new assurances o f  q u a l i t y  would a t  t h i s  p o i n t  be a 
mistake. 

I f  the  commission f a i  1s t o  shed some 1 i g h t  on t h i s  quest ion,  Minnesota could 
soon f i n d  i t s e l f  i n  ser ious  t roub le .  I f  the percentage o f  income going 
i n t o l t h e  p u b l i c  sector-gets too f a r  o u t  o f  l i n e  i n  ~ i n n e s o c a  compared t o  o rher  
s ta tes ,  a Propos i t ion  13-type men ta l i t y  may se t  i n .  Voters w i l l  ask f o r  
absolute,  i n f l e x i b l e  t a x  caps w i thou t  regard t o  p u b l i c  needs. 

A l t e r n a t i v e l y ,  iff the p u b l i c  i s  no t  s a t i s f i e d  t h a t  i t  i s  g e t t i n g  h igh  q u a l i t y  
p u b l i c  serv ices,  the general agreement t o  support those serv ices may erode. 
Minnesotans have t r a d i t i o n a l l y  supported h igh  q u a l i t y  p u b l i c  serv ices and 
have been w i l l i n g  t o  pay f o r  them. Risk ing t h i s  soc ia l  consensus i s  dangerous. 

The League's p o s i t i o n  on how t o  reso lve  t h i s  dilemma has been t o  support 
changing the way p u b l i c  serv ices a re  de l i ve red  before adding new money. I n  
our  statement t o  the  1983 Leg is la tu re ,  we s a i d  the  s t a t e  should no t  so lve  i t s  
budget problems by simply adding more money. I n  education, f o r  example, we 



support g i v i n g  f a m i l i e s  and c h i l d r e n  the a b i l i t y  t o  choose schools as a 
means t o  increase educat ional q u a l i t y .  Over t ime, i t  may become c l e a r  t h a t  
t o  increase qual i ty- -even w i t h  user choice--more money i2 needed, W e  say 
t h a t  i f  the pub1 i c knows t h a t  more money i s  needed, , i t  wi 1 1 be wi 1 1 i ng 
t o  pay the p r i c e .  But f i r s t ,  t he  p u b l i c  as a whole deserves the oppor tun i ty  
t o  f i n d  tha t  ou t  f o r  themselves. 

Pub l i c  se rv i ce  d e l i v e r y  systems i n  Minnesota are  beginning t o  change. 
The changing circumstances represent an important oppor tun i t y  which the 
commission should no t  miss. Revenue r a i s i n g  decis ions made by the commission 
w i l l  shape the  way serv ices a re  de l ivered.  The commission should no t  g i v e  
t h e  wrong s igna l  t o  l oca l  u n i t s  o f  government and s e r v i c e  prov iders .  I f  the  
general impression i s  t h a t  budget d i s c i p l i n e  i s  no longer requi red,  i t  i s  
u n l i k e l y  se rv i ce  d e l i v e r y  changes w i l l  cont inue. The long-term q u a l i t y  
o f  serv ices  wi 1 1  be imper i led.  


