
Budgeting in a Sea of 
Federal Uncertainty
Federal tax and spending reform proposals 
present a challenging and volatile environment 
for state budget development. But Minnesota 
lawmakers can be guaranteed of two things.

The old Sunday school song goes “the fool-
ish man builds his house upon the sand,” but 
sometimes the “man” has really no choice in 

the matter. Such is the case for state lawmak-
ers tasked with constructing a biennial state 
budget while facing a potential wave of feder-
al reform efforts in individual and corporate 
income taxation, ACA repeal, infrastructure 
spending, and K-12 education – just to name 
a few areas. Adding to the challenge, there 
appear to be some differences of opinion on 
these matters between the Trump adminis-
tration and the Republican-controlled Con-
gress. So the “hurricane watch” is not just 
a matter of intensity; it’s also a function of 
where the storm may be coming from.

Individual Income Tax Collections:  
A Windfall in the Offing?

Both the House and Trump individual in-
come tax plans are based on similar themes 
of dramatic simplification, rate reduction, 
and expanded bases. Both reduce the num-
ber of income tax brackets from 7 to 3 (with 
identical rates of 12%, 25%, and 33%), al-
though the Trump plan implements the top 
bracket for single filers at a much lower rate 
and eliminates the “head of household” filing 

status. Both increase standard deductions, 
both eliminate personal exemptions, and 
both eliminate the Alternative Minimum 
Tax. Perhaps the most notable difference re-
gards the treatment of itemized deductions. 
The Trump plan caps them – albeit at high 
levels (e.g. $200,000 for married-joint filers) 
– while the House plan eliminates them en-
tirely except for mortgage interest and chari-
table contributions.

If some version of this structural reform 
comes to pass, many tax policy experts pre-
dict potentially sizeable income tax revenue 
gains for states that conform with the fed-
eral code for a simple reason:  states’ exist-
ing tax rates would now apply to broader tax 
bases. History suggests the revenue gains 
could be substantial. In the aftermath of the 
1986 federal tax reform premised on base 
broadening, state income tax revenue grew 
by an estimated 20% or more in 19 states.1

In This Issue:
 • Budgeting in a Sea of 

Federal Uncertainty

 • “Levyphobia” and the 
Minnesota Homeowner

 • How Would a Pay 
Raise Affect Lawmaker 
Performance and 
Legislature Diversity?

 • Government Budgets, 
Scarcity and Our Lizard 
Brains

Minnesota Center for Fiscal Excellence

Tom Gottwalt Aaron Twait
 President  Research Director
Mark Haveman Linda Edstrom
 Executive Director   Executive Secretary
The Minnesota Center for Fiscal Excellence is a non-
partisan, non-profi t corporation founded in 1926 to 
advance economy and effi ciency in government.

Unless otherwise noted, original material in 
MCFE publications is not copyrighted and may be 
reproduced without obligation. Please credit the 
Minnesota Center for Fiscal Excellence.

Fiscal Focus is published bimonthly for $150 per 
year by the Minnesota Center for Fiscal Excellence, 
85 East Seventh Place, Suite 250, St. Paul, 
Minnesota 55101. ISSN # 1042-847X. UPS 
#519130. Periodical paid at St. Paul, MN  55101. 

Postmaster, send address changes to:

Fiscal Focus
c/o Minnesota Center for Fiscal Excellence
85 East Seventh Place, Suite 250 
St. Paul, Minnesota  55101

Phone: (651) 224-7477 or 
 (800) 322-8297
Fax: (651) 224-1209

E-mail: question@fi scalexcellence.org
Web Site: www.fi scalexcellence.org

FISCAL FOCUS
January – February 2017 Volume XXXVIII No. 1Sound tax policy. Efficient spending. Accountable government.

1 “State Responses to the TRA86 Revenue Windfalls: A 
New Test of the Flypaper Effect,” Helen Ladd, Journal 
of Policy Analysis and Management 12, 1993

Table 1: Potential Implications of House and Trump Tax Plans on Minnesota Income Tax Burdens, 
Selected Taxpayers

Filer Type/Income Federal/ 
State Baseline House 

Tax Plan
Trump 
Tax Plan

State 
Change 

conforming 
to House

State 
Change 

conforming 
to Trump

Married-Joint, 2 children/$100K Federal $6,787 $5,527 $5,807 
Minnesota $4,066 $4,387 $4,246 7.9% 4.4%

Total Income Taxes Payable $10,853 $9,914 $10,053 

Married-Joint, 2 children/$500K Federal $113,052 $114,924 $95,494 
Minnesota $36,243 $37,057 $36,445 2.2% 0.6%

Total Income Taxes Payable $149,295 $151,981 $131,939 

Single/$100K Federal $14,853 $15,584 $14,236 
Minnesota $5,309 $5,383 $5,563 1.4% 4.8%

Total Income Taxes Payable $20,162 $20,967 $19,799 

Married-Joint, 2 children/$50K Federal $325 $30 $310 
Minnesota $1,257 $1,458 $1,137 16.0% -9.5%

Total Income Taxes Payable $1,582 $1,488 $1,447 

Head of Household, 1 child/$50K Federal $3,162 $2,190 $3,050 
Minnesota $1,748 $1,660 $1,871 -5.0% 7.0%

Total Income Taxes Payable $4,910 $3,850 $4,921 
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To examine how such reform might play out 
here, we modeled the effects the House and 
Trump plans would have on state income tax 
burdens for income tax filers at selected in-
comes and filing statuses. We based our mod-
eling on the representative taxpayers the De-
partment of Revenue created for us to use 
in our latest Multistate Individual Income Tax 
Comparison Study. The findings from that 
study establish our comparative baseline, 
and we modeled tax returns for these filers 
under both reform proposals. It’s important 
to recognize while our modeling assumes the 
tax plans create no changes in taxpayer be-
haviors, it’s very likely that taxpayer behav-
iors would change under such significant fed-
eral reform, with corresponding changes in 
tax burdens. In addition, changing the num-
ber of dependents filers claim could have 
big effects on the comparative differences. 
Nevertheless, Table 1 offers some perspec-
tive into how burdens may change and what 
the resulting implications might be for state 
income tax revenue collections. 

As the table shows, we project state income 
tax collections from conforming to the 
House plan would increase for all the mar-
ried and single filers we 
modeled, ranging from 
a modest 1.4% for our 
single filer to 16.0% for 
our married filer with 
$50,000 in income. Sim-
ilar, albeit less variable, 
results exist in conform-
ing to the Trump plan, 
although its significantly 
more generous standard 
deduction for married 
filers compared to the 
House proposal results in a $120 state in-
come tax cut for the $50,000 married filer 
rather than a $201 increase.

In most cases, higher state income taxes 
would be more than offset by lower federal 
income taxes lowering the total combined 
income tax burden. The big exception lies 
with our wealthiest example – the $500,000 
married joint filer. Under the House tax 
plan, federal income taxes would increase 
as well as state taxes because the loss of 
state income tax deductibility overwhelms 
any benefits the adjustments to the federal 
rates and brackets provide. Currently, high-
income filers in states like Minnesota that 
rely heavily on progressive state income tax 
systems benefit greatly from state income 
tax deductibility as the federal government 

effectively subsidizes higher state-level mar-
ginal tax rates. With competitiveness con-
cerns and incentives to relocate already a 
prominent fixture of Minnesota’s individual 
income tax debates, this type of federal re-
form would take these discussions to a com-
pletely new level.

Corporate Income Tax:  Even 
More Money? 

The history of tax reform is littered with 
ideas that make economists and tax wonks 
swoon but fail to get any public or political 
traction. Such seems to be the case with the 
Republican “destination-based cash flow 
tax”(DBCFT) – which would abolish the fed-
eral corporate income tax and replace it with 
a border adjusted, more progressive form of 
a value-added-like tax on goods sold in this 
country. Although it’s garnered a lot of inter-
est and received some positive reviews from 
across the political spectrum, it would be truly 
significant reform creating major winners and 
losers in the business community and would 
demand a lot of leadership and political capi-
tal to make it happen. President Trump has 
declared the tax “too complicated,” and has 

demonstrated an interest 
in taking a mercantilist 
approach by addressing 
competitiveness con-
cerns through tariffs. Any 
near-term reform effort 
will likely turn to less am-
bitious but familiar ideas 
along the lines of individ-
ual income tax changes 
– lower corporate rates 
paired with base expan-
sion through elimination 

of or caps on various tax expenditures.

The Trump proposal cuts the corporate in-
come tax rate from 35% to 15% while creat-
ing a new 15% rate for pass-through busi-
ness income. As part of its DBCFT, House 
Republicans envision a 20% tax rate, 100% 
expensing on all tangible and intangible 
capital assets, and the elimination of various 
tax expenditures. It would seem likely those 
ideas would try to find their way into a fed-
eral corporate income tax reform proposal.

Revenue impacts aside, a federal rate reduc-
tion of this magnitude would almost assur-
edly trigger an immediate call to dramati-
cally reduce Minnesota’s corporate income 
tax rate over competitiveness concerns. 
Although Minnesota’s 9.8% rate is second 

highest in the nation, the current top fed-
eral rate of 35% has a much larger relative 
influence with respect to competitiveness is-
sues. Under federal reform state taxes would 
suddenly represent 50% or more of all cor-
porate income tax exposure on Minnesota-
sourced revenues.

The other potential budgetary curve ball lies 
in federal policy changes regarding the repa-
triation of foreign earnings. Both the presi-
dent’s and the House’s tax plans have called 
for a deemed repatriation of corporate prof-
its (Trump at 10%, the House at a rate of 
8.75% percent for cash and cash-equivalent 
profits and 3.5% on other profits.)  Both 
rates are likely low enough to have the 
policy feel and implications of a voluntary 
repatriation holiday like that which oc-
curred in 2004. Back then, the state’s eco-
nomic forecast projected higher near-term 
corporate income tax collections offset by a 
loss of revenues in future years. While the 
ongoing compulsory nature of deemed repa-
triation may mitigate some of the “espresso 
effect” on corporate income tax collections, 
it seems likely any movement on foreign 
earnings repatriation would give a boost to 
projected revenues.

Medicaid:  Sticking it to 
Minnesota?

For two-thirds of the federal safety net’s Big 
Three – Social Security and Medicare – it’s 
not clear whether congressional Republicans 
and the president are on the same page. But 
for the third program, Medicaid, a shared 
sense of policy direction exists with poten-
tially major ramifications for the state budget.

Our national health insurance program for 
the poor (“Medical Assistance” in Minne-
sota) is funded jointly by the federal govern-
ment and the states. Currently, the federal 
government pays states at least 50% of Med-
icaid program expenditures based on certain 
criteria. As states increase the generosity 
and scope of their Medicaid programs, the 
federal government pays its portion of the 
increased costs. Both the president and the 
congressional majority have expressed con-
cerns about the incentives this creates and 
have stated an interest in converting Med-
icaid into a block grant program.

This seemingly straightforward idea masks a 
really challenging question: how would you 
determine each state’s grant? One option 
would be to use existing Medicaid spending 

Such an approach 
would “result 
in a seismic 

redistribution of 
federal spending.”



as a base and issue the block grants on a per 
capita or per enrollee basis. But an analysis 
by the Urban Institute showed that current 
spending per low income person varies by 
a factor of 5:1 across the states and spend-
ing per enrollee varies by a factor of at least 
2:1.2 Block grants based on current spend-
ing would lock in these disparities, turning 
state policy decisions into federal ones.

As an alternative, the block grants might be 
determined using some need based calcula-
tions independent of state Medicaid deci-
sions like per capita income, which is already 
used to determine the federal government’s 
share of each state’s spending. But an analy-
sis by researchers at the American Enterprise 
Institute concluded such an approach would 
“result in a seismic redistribution of federal 
spending.” 3 According to the analysis, under 
a personal income-adjusted block grant pro-
gram Minnesota would stand to lose $1.07 
billion per year in federal Medicaid support.

The potential general fund budget consider-
ations regarding Medicaid reform don’t stop 
there. What would be the financial implica-
tions of all the new administrative responsi-
bilities now delegated to Minnesota? Since 
demand for Medicaid is countercyclical and 
increases in difficult economic times, would 
we need to strengthen our existing budget 
reserve even further on the expectation that 
federal contributions would not increase 
during recessions? And if the federal govern-
ment’s block grant appropriations fail to keep 
up with demand, what are the contingency 
plans (and the general fund implications) for 
more uninsured and underinsured residents?

Two Things States Can Count On

These three areas are just the tip of the ice-
berg. On the revenue side, any state gains 
that may materialize from federal individual 
and corporate income tax reform could be 
offset by other reforms which make retaining 
other state collections much more challeng-
ing. For example, expressed interest in abol-
ishing the federal estate tax would make it 
even more difficult for the handful of states 
like Minnesota that have this tax to keep it. 
On the spending side, all other discretionary 
spending areas – transportation, higher edu-
cation, K-12 education, non-Medicaid hu-

man service programs, etc. – will be exposed 
because of the likely transformation in the 
federal-state relationship specifically and in 
the concept of fiscal federalism generally.

Amidst all this uncertainty, state lawmak-
ers can be guaranteed of two things. First, 
whatever revenue gains federal tax reform 
might generate for states 
will be counterbalanced 
by significantly greater 
responsibility in financ-
ing public goods and 
services. This will come 
with greater pressure 
to ensure state tax sys-
tems do not get out of 
line with the rest of the 
country because of the 
much larger role state 
tax systems will have 
with respect to tax com-
petitiveness.

Second, competition for 
resources within state 
budgets is only going 
to intensify. Politically 
unpopular and danger-
ous topics that tend to 
keep government re-
design ideas in filing 
cabinets will have to be 
discussed. Some of the 
most sacrosanct ideas 
about organizing, managing and delivering 
government services are going to have to be 
rethought. We will once again have to em-
brace the idea of the states as laboratories of 
democracy, and Minnesota is going to need 
all the mad scientists we can find. 

“Levyphobia” and the 
Minnesota Homeowner

The latest edition of the routinely overlooked 
but indispensible Department of Revenue “Voss 
Report” shows that the average homeowners’ 
property tax effort over the last decade is feebler 
than whatever the state is (or is not) doing. 

Totaling $3.34 billion in current biennium, 
property tax aids and credits is the 3rd larg-
est spending area in the state general fund, 
trailing only the two behemoths – E-12 
education and health and human services. 
Spending to keep property taxes down ex-

ceeds state higher education spending by 
8%. It exceeds the combined general fund 
spending on public safety, judiciary, environ-
ment, agriculture, jobs, economic develop-
ment, housing, and commerce. In short, in 
the grand scheme of state government bud-
geting, Minnesota policymakers have made 
helping to pay for the costs of citizens’ own 

local governments a very 
high priority.

It’s not working. Or at 
least that’s the message 
being communicated as 
the 2017 legislative ses-
sion began. In the most 
recently released city fi-
nances report from the 
State Auditor, property 
taxes were 39.4% of to-
tal city revenues in 2015, 
up from 30.8% in 2006. 
The same report also 
finds that total prop-
erty tax collections grew 
49.4% over this 10-year 
period, compared to an 
increase of only 6.0% for 
intergovernmental rev-
enues (mostly state and 
federal aid payments). 
Local government stake-
holders have echoed this 
message in their com-
mentary on the state of 

local finances. City officials have highlighted 
a decade of unfilled positions, program cuts, 
and delayed capital spending – presumably 
because local property taxation reached un-
acceptable levels. Editorial pages and advo-
cacy groups have renewed appeals for more 
state aid to cities and counties. Governor 
Dayton’s budget proposes $30 million of ad-
ditional general purpose aids to “relieve the 
burden on Minnesota property owners”.

Has $3.34 billion of spending ever had less 
to show for it? That’s a reasonable ques-
tion to contemplate in light of the current 
portrayal of local finance conditions. For-
tunately, there is a routinely overlooked, 
but absolutely indispensible research report 
published by the Department of Revenue 
which helps make sense of what is going on 
while cutting through the rhetoric to reveal 
important truths about the state of local 
property taxation. It’s the Residential Home-
stead Property Tax Burden Report (a.k.a “Voss 
Report”).
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2 “Block Grants and Per Capita Caps,” Urban Institute 
Health Policy Center, September, 2016

3 “Medicaid Reform: The Elephant in the Room” Real 
Clear Health, January 4, 2017

If some might use 
the term “anemic” 

to describe how 
state support for 

local governments 
has grown over 
the past decade, 

growth in median 
homeowner 

property taxes 
could be described 

as “comatose”



”Here Comes da Voss”

The Voss Report matches each homeown-
er’s property tax burden with their house-
hold income across all parts of Minnesota 
to determine how big a claim on income 
homeowner property taxes really are. To 
protect taxpayers’ privacy, the report sum-
marizes results at the regional level. What 
makes the Voss Report so unique and im-
portant is the power of its simplicity. It 
drills down from aggregate collections, 
which can mask a multitude of issues and 
relationships, to capture what an individu-
al taxpayer’s world actually looks like.

The just-released report for taxes payable 
2015 is interesting in and of itself, but the 
real attention-grabbing findings come from 
comparing it to the first-ever Voss Report 
for taxes payable 2007. Conveniently, this 
9-year period matches up closely with the 
10-year analysis in the State Auditor’s city 
finance report. Table 2 compares the me-
dian net property taxes (taxes minus any 
property tax refund, to give a sense of the 
true homeowner cost) and the median in-
comes, by region, from the 2007 and 2015 
Voss Reports.

The data shows something quite remark-
able:  median net homeowner burdens have 
changed very little over the last 9 years in 
the vast majority of the state. In six re-
gions, it actually declined. In Greater Min-
nesota, the 6.1% median change translates 
to an annual growth rate of 0.66%. But the 
median net homeowner property tax price 
for all local government services – K-12 
education delivery, city services, county 
functions, and anything else – is still a bar-
gain by any definition at about $3.50 a day 
(essentially a McDonald’s Happy Meal or 
a Starbucks cappuccino – take your pick).

Over this same period, Local Government 
Aid grew from $484.5 million to $516.9 
million – an increase of 6.7% that outpaces 
growth in median net homestead taxes in 
14 of the 20 individual regions and in both 
the metro area and Greater Minnesota as 
a whole. If some might use the term “ane-
mic” to describe how state support for local 
governments has grown over the past de-
cade, growth in median homeowner prop-
erty taxes could be described as “comatose” 
by comparison.

All this is on a nominal basis. We could show 
changes in homeowner effort between 2007 

and 2015 on a “real” or inflation-adjusted 
basis as the State Auditor’s report does with 
state aid support. Such an adjustment would 
clearly show a decided decline in the me-
dian net homeowner property tax effort in 
nearly every, if not each, state region.

The curiosities don’t stop there. Affordabil-
ity needs to be judged relative to income, 
and even small property tax increases could 
be an undue burden if household incomes 
are stagnant or declining. But they are not. 
Median homestead incomes grew consis-
tently across each region of the state, rang-
ing from 19.6% in Anoka County to 34.5% 
in Minneapolis. Contrary to the conven-
tional thinking informing “One Minnesota” 
debates, median homeowner incomes in 
Greater Minnesota grew slightly faster than 
in the metro area (24.7% vs. 23.7%). 

Looking at the change in the net median 
homeowner property tax over this period 
gives a good idea of how the affordability of 
homeowner property taxes has changed over 
this time. As Table 3 illustrates, taxes rela-
tive to income have fallen in every region 
except one (the Arrowhead), and generally 
property taxes are eating up about 15%-20% 
less of the median homeowners’ income. 
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Table 2:  Changes in Median Net Homeowner Property Taxes and Median Homeowner Income, By Region, 2007-2015

Median
Net Tax 2007

Median
Net Tax 2015

Median
Dollar change

Median
% change

Median
Income 2007

Median
Income 2015

Median
Dollar change

Median
% change

Arrowhead $816 $1,085 $269 33.0% $49,292 $62,150 $12,858 26.1%
Central $1,720 $1,694 ($26) -1.5% $63,781 $77,959 $14,178 22.2%
East Central $1,580 $1,551 ($29) -1.8% $54,948 $66,218 $11,270 20.5%
MN Valley $1,076 $1,026 ($50) -4.6% $51,475 $64,029 $12,554 24.4%
North Central $946 $1,013 $67 7.1% $45,824 $56,663 $10,839 23.7%
NW/ Headwaters $944 $992 $48 5.1% $47,560 $61,864 $14,304 30.1%
South Central $1,087 $1,206 $119 10.9% $52,002 $66,134 $14,132 27.2%
Southeast $1,393 $1,462 $69 5.0% $59,232 $72,858 $13,626 23.0%
Southwest $726 $756 $30 4.1% $46,171 $59,099 $12,928 28.0%
West Central $1,009 $1,209 $200 19.8% $51,468 $66,561 $15,093 29.3%
Greater MN $1,210 $1,284 $74 6.1% $54,027 $67,346 $13,319 24.7%
Anoka $1,936 $1,881 ($55) -2.8% $68,825 $82,300 $13,475 19.6%
Carver Scott $2,612 $2,639 $27 1.0% $82,655 $103,048 $20,393 24.7%
Dakota $2,276 $2,241 ($35) -1.5% $77,050 $93,656 $16,606 21.6%
Mpls $2,191 $2,334 $143 6.5% $57,877 $77,864 $19,987 34.5%
No. Hennepin $2,358 $2,209 ($149) -6.3% $69,729 $85,617 $15,888 22.8%
Saint Paul $1,747 $1,781 $34 1.9% $56,762 $71,552 $14,790 26.1%
SE Hennepin $2,434 $2,501 $67 2.8% $72,159 $89,591 $17,432 24.2%
SW Hennepin $3,257 $3,546 $289 8.9% $96,414 $116,812 $20,398 21.2%
Sub Ramsey $2,270 $2,293 $23 1.0% $72,922 $87,318 $14,396 19.7%
Washngton $2,261 $2,420 $159 7.0% $80,677 $98,090 $17,413 21.6%
Metro $2,279 $2,293 $14 0.6% $72,779 $90,006 $17,227 23.7%
Statewide $1,810 $1,777 ($33) -1.8% $63,551 $78,346 $14,795 23.3%
2007 and 2015 Voss Report, MN Department of Revenue
Note: Median net property taxes equal taxes minus any property tax refund.
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Frankly, its tough to see where homeowners 
should be experiencing large-scale property 
tax annoyance and frustration. 

“Much (local) effort, much 
prosperity” 

— Euripides (adapted)
While these findings may be surprising to 
many at first glance, they actually make a lot 
of sense when considering the nature of Min-
nesota’s property tax policy decisions over 
the past decade. We made the nation’s most 
accessible and generous homeowner property 
tax refund program even more accessible and 
even more generous. On top of that, we also 
have the homestead exclusion exempting sig-
nificant chunks of home value from the tax. 
And our classification system continues to ef-
fectively subsidize homeowners, especially in 
times of rising commercial real estate values.

The bigger mystery and concern is why, in 
light of these findings, local governments 
are so reluctant to simply pass higher levies 
to address all the unfilled positions, program 
cuts, and capital needs their officials high-

light. Is Minnesota’s classification system 
and homestead exclusion shifting so much 
tax burden onto higher value homesteads 
and business property that these property 
owners have become much more vocal and 
active in their local levy setting discussions? 
Does the state’s own huge footprint in busi-
ness property taxation make the prospect of 
raising local levies further a non-starter be-
cause of the resulting impact on small busi-
ness’ property taxes? Are homeowner per-
spectives framed exclusively by the “MSRP” 
sticker price of local government and ignore 
the generous rebates the state provides? 
Have homeowners just been conditioned 
over 40-plus years to expect other citizens to 
pay for the local government services they 
receive? Or is it simply that the unique vis-
ibility of this tax and the political opportu-
nity that represents will forever trump prin-
ciples of good tax policy and public finance?

We don’t know the answer, but it’s a prob-
lem if for no other reason than property tax 
policy will continue to devolve into an ex-
pensive game of three card monte in which 
every legislative session targets the latest 

aggrieved property owner. That will score 
votes but it will not address the fundamen-
tal problems: growing opportunity costs for 
all other state government-provided servic-
es and responsibilities, and a local finance 
system in which responsibility for spending 
is increasingly disconnected from the re-
sponsibility of paying for it. 

How Would a Pay 
Raise Affect Lawmaker 
Performance and 
Legislature Diversity?

If academic research findings apply here, any 
decision to give our lawmakers a raise is best 
based on recognition of their hard work in the 
service of Minnesota citizens rather than on an 
expectation that our legislature would look or 
perform differently.

Last November, by over a 4 to 1 margin, 
Minnesota citizens stripped lawmakers of 
their authority to establish their own com-
pensation levels and passed that responsibil-
ity on to a new Legislative Salary Council. 
The 16-member council has two members 
from each of the state’s congressional dis-
tricts, with representation split evenly be-
tween the DFL and GOP, and the governor 
and chief justice of the state supreme court 
each appoint 8 of the members. The coun-
cil must prescribe salaries for legislators by 
March 31st which will then take effect at 
the beginning of the new fiscal year.

State legislator compensation levels differ 
dramatically around the country ranging 
from essentially volunteer work to salaries 
resembling what full-time white collar pro-
fessionals would expect. Such diversity begs 
the question of whether or not legislative 
compensation levels influence various legis-
lative outcomes, overall productivity, or per-
haps the actual make up of state legislative 
bodies. In preparation for a recent presen-
tation to the Legislative Salary Council, we 
took a look at what scholars have concluded 
on the relationship between legislative pay 
and these issues.

Getting What You Pay For

The composition and performance of legis-
lative bodies has been an irresistible topic 
for political science researchers for many 
decades, so it’s not surprising compensa-

Table 3: Change in Net Median Homeowner Property Taxes’ Share of Income, by Region, 2007-2015 

Region
Median Net Homeowner Property Tax

As Share of Household Income
Percentage Point  

Change
2007-2015Payable 2007 Payable 2015

Arrowhead 1.8% 1.9% 0.1
Central 2.8% 2.2% (0.6)
East Central 2.9% 2.4% (0.5)
Minnesota Valley 2.2% 1.7% (0.5)
North Central 2.1% 1.9% (0.2)
Northwest/Headwaters 2.1% 1.7% (0.4)
South Central 2.2% 1.9% (0.3)
Southeast 2.4% 2.1% (0.3)
Southwest 1.7% 1.4% (0.3)
West Central 2.0% 1.9% (0.1)
Greater Minnesota 2.3% 2.0% (0.3)
Anoka 2.9% 2.4% (0.5)
Carver/Scott 3.3% 2.6% (0.7)
Dakota 3.0% 2.4% (0.6)
Minneapolis 3.6% 2.9% (0.7)
North Hennepin 3.4% 2.6% (0.8)
Saint Paul 3.1% 2.6% (0.5)
Southeast Hennepin 3.3% 2.7% (0.6)
Southwest Hennepin 3.3% 2.8% (0.5)
Suburban Ramsey 3.2% 2.6% (0.6)
Washington 2.9% 2.5% (0.4)
Seven-County Metro 3.2% 2.6% (0.6)
Statewide 2.8% 2.3% (0.5)
2007 and 2015 Voss Report, MN Department of Revenue
Note: Median net property taxes equal taxes minus any property tax refund.
Note: 2007 fi gures rounded to tenths of a percent to match the data presented in the 2015 report
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tion and its influence has been part of this 
growing body of empirical research. Studies 
have found associations between legislative 
compensation and a wide variety of issues. 
Some findings are quite intuitive: when leg-
islators are paid more they are less likely to 
pursue outside employment when in office4 

and more likely to run for reelection.5 Other 
studies have found that higher pay is asso-
ciated greater electoral competition,6  more 
party involvement in recruiting candidates,7   
and even a greater tendency to favor citizen 
interests over business interests.8

With respect to the legislative process it-
self, one interesting study found that higher 
pay reduced the rate of delegation of policy 
making to state agency staff.9 Lawmaking 
comes in a continuum of forms ranging from 
broad language conveying general legisla-
tive intent to highly detailed and prescrip-
tive language attempting to address most 
every possible administrative detail and 
enforcement circumstance. In the former 
case, states must rely more on administra-
tive rulemaking processes and experts in 
executive branch agencies to put “meat 
on the bones” with respect to interpreting, 
administering, and enforcing the law itself. 
This study found that the more legislators 
are paid, the less reliance there is on admin-
istrative rulemaking and experts in the state 
bureaucracy to interpret and apply the law.

All of these findings suggest there are im-
portant relationships between how much we 
pay legislators and the kind of government 
we get in return. But some new studies have 
taken the next step to focus specifically on 
what compensation does or does not accom-
plish regarding individual legislator perfor-
mance and whether greater economic diver-
sity among lawmakers can be supported by 
higher pay.

Pay for Performance?

Legislator performance can be evaluated 
with respect to both productivity and behav-
iors. An exceptionally ambitious 2013 study 
took on both these performance dimensions 
using 60 years of data on state legislators.10 
With respect to productivity, the researchers 
examined both bills passed and participation 
in roll call voting. (Fun fact:  failing to show 
up for roll call votes is called “participatory 
shirking” in political science literature.)  In 
both cases, researchers found statistically 
significant results linking increasing legisla-
tor pay to improved rates of bill passage and 
decreased numbers of missed votes. How-
ever, in each case the actual impact itself 
was extremely small. For example, a 100% 
increase in salary increased the share of bills 
passed by only 1%, and decreased the prob-
ability of a missed vote by just 2%.

With respect to legislative behavior, re-
searchers found that higher pay caused leg-
islators to increase the time spent on both 
fundraising and constituent services. Why? 
Because the study also found that higher 
pay was likely to cause legislative candidates 
to face more competition. And notably, 
the time devoted to these activities seems 
to come at the expense of some other im-
portant legislative work. The study found 
a negative relationship between pay levels 
and time spent studying proposed legisla-
tion, building coalitions within a party and 
a highly significant but negative relationship 
between pay and efforts to build coalitions 
across parties.

 The link between pay and legislator charac-
teristics and outcomes was also very weak. 
The same study found no discernible effect 
from pay levels on state legislators’ gender, 
race, age, education, or experience. Higher 
pay did not reduce levels of political cor-
ruption. And there were no apparent im-
pacts on the actual fiscal outcomes. Neither 
state expenditures nor taxes per capita nor 
income per capita demonstrated a statisti-
cally significant relationship with pay levels, 
leading researchers to conclude, “there is 
no evidence that paying higher salary helps 
improve fiscal discipline.” All in all the re-
searchers question the role of salaries as a 
meaningful influence on legislative per-
formance and conclude, “Our results lend 
caution to common claims that increasing 
politician salary would significantly increase 
the quality of U.S state government.”

A More Representative 
Legislature?
An alternative reason often cited for in-
creasing legislator pay is to improve the 
economic diversity and  barrier for middle- 
and working-class individuals to serve as 
legislators. Less flexible work schedules and 
less savings can make serving in office sim-
ply unaffordable. The previous study offers 
a potential counterpoint to this argument: 
higher pay makes legislative office more 
competitive. As a result, higher pay may at-
tract an even larger number of individuals 
from higher wealth, white-collar profession-
al demographics.

A 2016 study by scholars from Duke Uni-
versity and the University of North Carolina 
examined whether legislative pay levels have 
an impact on the economic diversity of state 
legislatures.11 Their findings and conclusions 
are in stark contrast to much of the conven-
tional wisdom surrounding this topic:

• In states that pay legislators higher 
salaries, working class citizens make up 
smaller shares of the state legislature, 
not larger ones. Political representation 
of workers is worst in states with salaries 
over $75,000 (about 2% of all legislators) 
and best in state that pay legislators next 
to nothing (about 7% of all legislators). 
For reference, working class (defined as 
manual labor, service industry, clerical, 
and union jobs) represents about 52% of 
the general public.

• Simple findings like these can hide or 
distort deeper relationships that may 
exist. As a result, the researchers con-
ducted numerous statistical tests to see 
if various factors influenced the findings. 
These included state demographic fea-
tures (e.g., measures of state economic 
inequality, poverty rates, degree of ur-
banization, unionization rates, etc.) po-
litical characteristics (e.g. cost of state 
campaigns, existence of term limits, dis-
tance to state capitol, partisan composi-
tion of legislature, competitiveness of 
state parties, etc.) and economic consid-
erations ( e.g. per capita income, size of 
state budget, average per capita income, 
etc). After examining and controlling for 
these variables, their original findings re-
mained unchanged – and in many cases 
were strengthened. The researchers con-

4 “Working Outside of the House (and Senate): 
Opportunity Costs and Outside Careers in U.S. State 
Legislatures,” Maddox, Legislative Studies Quarterly 
29, 2004

5  “A Political Economy Model of Congressional 
Careers,” Diermeier, Keane and Merlo, American 
Economic Review, 2005

6 “Do Higher Salaries Lead to Higher Performance?  
Evidence From State Politicians” Hoffman and Lyons, 
October 2015

7 “Where Women Run: Gender and Party in the 
American States” Sanbonmatsu, University oif 
Michigan Press, 2006

8 “The Voter’s Blunt Tool” Bowen and Mo, Journal of 
Theoretical Politics, 2016

9 “Experts, Amateurs, and Bureaucratic Infl uence in the 
American States”, Boushey and McGrath, 2015

10 Do Higher Salaries Lead to Higher Performance?  
Evidence From State Politicians” Hoffman and Lyons, 
University of Toronto, October 2015

11 “Does Paying Politicians More Promote Economic 
Diversity in Legislatures?” Carnes and Hansen, 
American Political Science Review, November, 2016
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From The Director: Government Bud-
gets, Scarcity and Our Lizard Brains

One of my favorite authors is Michael Lewis, 
the bond trader-turned-non-fiction author 
who has entertained his readers with behind 
the scenes looks at such topics as the subprime 
mortgage debacle, front-running stock traders, 
and the use of advanced statistics in baseball 
to gain competitive advantage.

One of his lesser known books is Boomerang: 
Travels in the New Third World – a guided 

tour of places around the world where individuals, institutions 
and entire nations have embraced instant gratification over fiscal 
responsibility and are now paying the price. One stop is Cali-
fornia, where he documents that state’s financial problems and 
increasing amounts of service level insolvency in government. 
Figuring out how California got to this point takes Lewis to for-
mer Governor Schwarzenegger, numerous state and city officials, 
municipal bond gurus, citizens, and even neuroscientist Dr. Peter 
Whybrow, who provides this take:

Whybrow argues, in effect, that human beings are neurologically 
ill-designed to be modern Americans. The human brain evolved 
over hundreds of thousands of years in an environment defined 
by scarcity. It was not designed, at least originally, for an envi-
ronment of extreme abundance. “Human beings are wandering 
around with brains that are fabulously limited,” he says cheer-
fully. “We’ve got the core of the average lizard.” Wrapped around 
this reptilian core, he explains, is a mammalian layer (associated 
with maternal concern and social interaction), and around that 
is wrapped a third layer, which enables feats of memory and the 
capacity for abstract thought. “The only problem,” he says, “is 
our passions are still driven by the lizard core.

When faced with abundance, the brain’s ancient reward path-
ways are difficult to suppress,” says Whybrow….The richest so-
ciety the world has ever seen has grown rich by devising better 
and better ways to give people what they want. The effect on the 

brain of lots of instant gratification is something like the effect on 
the right hand of cutting off the left: the more the lizard core is 
used the more dominant it becomes.

As a successful, wealthy, high income state, Minnesota wants it 
all, and that’s not bad. For much of the last half century, scarcity 
has intruded on these ambitions only episodically – in recessions 
both great and small. But demographic trends portend a future 
in which the concept of scarcity will play a much larger role com-
pounded by a federal government less willing and able to lend a 
hand.

Entering an era of greater scarcity, what have become the “bet-
ter and better ways” to give people what they want from gov-
ernment?  The cautionary lesson from California comes from a 
public policy scholar in Lewis’ book, “The system is actually very 
good at giving Californians what they want. People want services 
and not to pay for them.”

Thankfully, we are nowhere near California in this regard with 
respect to our tax and fiscal system. But it’s not difficult to find 
symptoms – the merits of tax policy evaluated exclusively on abil-
ity to pay, an increasing fixation on using tax credits to tackle 
what should be matters of appropriation, an unhesitant willing-
ness to saddle future taxpayers with current public pension fi-
nancing obligations, resistance to new user revenues for trans-
portation funding, and as this issue highlights, objection to levels 
of property taxation that are still a bargain by most any objective 
definition.

This organization was founded 90 years ago on the idea that ac-
curate tax pricing is a key to ensuring that the levels of service 
citizens demand of government are calibrated with their desire 
to pay for them. As revenue growth weakens with demographics 
and the state and federal aid spigot slows making government 
resources more scarce, it will be interesting to see if our expecta-
tions, demands and priorities adjust accordingly, or if a have it 
all mentality wins out – with potential long range consequences.

  — M.H.

Mark Haveman

cluded, “Regardless of how we analyzed 
the data, we consistently found states 
that offer higher salaries to their legisla-
tors have fewer working class politicians, 
not more.”

• Higher pay does do one thing – attract 
career politicians. States that pay more to 
legislators are more likely to attract people 
that work exclusively in politics. And al-
though this “career politician” path might 
be considered an avenue to increased eco-
nomic diversity, the researchers found “ca-
reer politicians with working class back-
grounds are no more likely to run, win and 
run again in states that pay more.”

The conclusion of this investigation throws 
a rather large wet blanket on the idea leg-
islative pay has potentially transformative 
power on legislative representation. As the 
authors rather bluntly state regarding the 
lesson of this study, “Activists and politi-
cal observers should stop saying that rais-
ing legislative salaries would make hold-
ing office more accessible for middle- and 
working-class Americans or that it would 
reduces class–based political inequities. It 
probably wouldn’t.”

What does all this mean for Minnesota’s 
legislative salary decision-making? Studies 
like these are not last word on this topic 
but they do suggest that any big expecta-

tions about different legislative results or a 
different composition of legislators result-
ing from higher legislative pay need to be 
ratcheted back. The decision to give our 
lawmakers a raise is best based on recog-
nition of their hard work and dedication 
in the service of Minnesota citizens rather 
than on an expectation that our govern-
ment will look or act differently. 
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