
That Rainy Day Feeling
Is this the year we establish stronger budget 
reserve targets and deposit policies in stat-
ute? Minnesota’s current tax policy suggests 
this is a necessity, not an option.

“In my dream I was standing on the bank of 
the Nile, when out of the river there came 
up seven cows, fat and sleek. After them, 
seven other cows came up—scrawny and 
very ugly and lean. The lean, ugly cows ate 
up the seven fat cows that came up first. 
But even after they ate them, no one could 
tell that they had done so; they looked just as 
ugly as before. Then I woke up.”

— Genesis 41: 17-21

About 4,000 years ago – prompted by a 
prophetic dream rather than legislative 
testimony – the first recorded government 
reserve was established. Pharaoh’s dream 
captures the importance of good planning. 
Bad years don’t just offset good years; they 
can completely “consume” them.

Fast-forwarding a few millennia, a recent 
House Tax Committee hearing explored the 
modern day version of this issue:  the need 
for a healthy state budget reserve. Despite 
the theoretical appeal of a well-funded re-
serve to weather economic downturns, the 
ever-present “spend it” vs. “give it back” 
political tug of war makes that policy goal 
difficult to achieve. The recently enacted 
“first” omnibus tax bill directs $150 million 
of the state’s $1.2 billion surplus to the bud-
get reserve, bringing it up to $811 million 
or 2.1% of the general fund’s non-dedicated 
revenues for the biennium.1 

How Much is Enough?

The status of the state’s budget reserve 
gained much greater attention following 
the 2008 report of the Budget Trends Study 
Commission. One of the Commission’s pri-
mary findings was that the budget reserve 
ceiling had not grown to an appropriate lev-
el to adequately manage the underlying risks 
Minnesota’s tax system had developed over 
time. According to the report, the state’s 
general fund tax base had become approxi-
mately 30% more volatile since the 1970’s. 
The Commission identified potential tax 
system changes that could reduce volatility 
and restore stability to more historic levels. 
However, Commission members concluded 
that the necessary changes would be quite 
radical and “would also affect revenue 
growth rates and the distribution of the tax 
burden among taxpayers.” This unaccept-
able trade-off of greater revenue stability at 
the expense of revenue growth and tax pro-
gressivity led to a recommendation that the 
budget reserve serve as the state’s primary 
budget stabilization mechanism and that the 
size of the reserve be increased.

Back in 2008, Management and Budget 
(MMB) calculated that the state would 

need a budget reserve equal to 4.1% of bien-
nial general fund resources ($1.4 billion in 
FY08-09) to offset cyclical revenue volatil-
ity and accommodate a budget deficit 95% 
of the time. Growing general fund activity 
and greater tax system volatility have fur-
ther fueled reserve requirements. MMB’s 
most recent reserve recommendation, from 
this January, has crept up to 4.9% of biennial 
general fund resources or $1.925 billion.

Perhaps triggered by the daunting political 
challenge of ever arriving at a point where 
$2 billion of the state’s checkbook would 
be “off-limits,” the House Tax Commit-
tee invited representatives from the Pew 
Charitable Trusts to provide an overview 
of best practices from around the country 
on managing tax and budget volatility. The 
presentation, based on a recent Pew policy 
report, provided perspective on patterns of 
economic and revenue fluctuation in vari-
ous states over the past 20 years, how state 
tax policies can magnify or moderate rev-
enue volatility, and how states are working 
to manage this uncertainty.

According to the report, from 1995 to 2012 
Minnesota’s economy and state tax collec-
tions were actually less volatile than the 
50-state average. That may come as a sur-
prise given the moments of budgetary whip-
lash we have experienced over that time. It 
very likely reflects both our diverse econo-
my and the fact that policymakers have not 
been shy about using every tax type at their 
disposal. However, some states have been 
more successful in having their tax collec-
tions track and trend with economic condi-
tions than Minnesota has.

State approaches to budget reserves also 
vary. According to Pew, only 12 states tie 
deposits into their budget reserves to either 
economic or tax collection volatility. Five of 
these 12 states tie reserve deposits to overall 
revenue collection while four tie their de-
posits to collections from specific revenue 
sources. The 38 remaining states (including 
Minnesota) either tie deposit rules to bud-
get surpluses (forecasted or actual) or simply 
act as the spirit moves them.
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1 This does not include the state’s $350 million cash 
fl ow account, which is intended to prevent the need for 
short-term borrowing to pay bills.



Reasons Beyond Recessions

In Minnesota, the spirit has moved both the 
House and Senate tax chairs to author a bill 
with two policy objectives. First, it sets a tar-
get amount for the state’s budget reserve at 
5% of general fund expenditures and trans-
fers for the current biennium. Second, it 
dedicates a portion of two of our most vola-
tile revenue sources – income taxes from 
capital gains and corporate franchise taxes 
– to the budget reserve when collections ex-
ceed historical thresholds and other techni-
cal conditions are met.

It remains to be seen whether this prescrip-
tive attempt to skim highly volatile revenues 
off the top during really good times and set 
them aside for later will receive broad legis-
lative support. However, three separate but 
related features of Minnesota’s tax and fis-
cal policy climate suggest to us that a very 
healthy budget reserve is a fiscal necessity.

The endless political bludgeoning of prop-
erty taxation – One of the eternal mysteries 
of Minnesota public finance is reconciling 
policymakers’ expressions of concern about 
government budget stability with their re-
lentless war against the property tax. Since 
governments, and not economic conditions, 
determine collections, property taxes are by 
far the most stable, predictable, and refresh-
ingly reliable component of Minnesota’s 
state-local tax system.

One wouldn’t know this by the constant 
push to drive down property tax bills and lo-
cal governments’ reliance on property taxes 
with various forms of state support – backed 
by far more volatile revenues. As discussed 
elsewhere in this issue, some see last year’s 
property tax measures as necessary but in-
sufficient. The Dayton administration has 
expressed interest in cutting property taxes 
even deeper, while other legislative lead-
ers have rhetorically wondered how people 
would explain that more property tax relief 
isn’t a good idea.

We can come up with several explanations 
– one of which is that the state has proven 
to be an unreliable partner for local govern-
ments. Forty years of impassioned testimony 
by local officials and their lobbyists have 
hammered home their frustration with “bal-
ancing state budgets on the backs of local 
government” when lawmakers have cut or 
frozen aids and failed to fully fund the old 
market value homestead credit in tough 

economic times. The state’s failure to live 
up to its “obligations” creates budget expo-
sure and unpredictability for local govern-
ments. Despite past experience, lawmakers 
appear to be adamant about attempting 
again to reduce local governments’ reliance 
on the trusty property tax. The House’s sec-
ond omnibus tax bill ratchets expectations 
up even further by committing the state to 
adjust future LGA appropriations for infla-
tion. One thing is certain:  because state 
service responsibilities will take priority over 
these aids when times get tough – putting 
them first on the budget chopping block – 
the state will need a very healthy budget 
reserve to deliver on its aid promises more 
reliably than in the past.

The bipartisan aversion toward temporary 
taxes – One of the more interesting case 
studies in the Pew report is the North Caro-
lina experience. Unlike most states, North 
Carolina’s tax revenue has grown and con-
tracted more or less at the same time and 
pace as its economy for the last two decades. 
Good times did not bring in windfall tax re-
ceipts, but bad times did not see the dispro-
portionate plunge in collections that make 
budget-balancing challenges worse.

One big reason for this performance is the 
adoption of surcharges in difficult eco-
nomic times. During the Great Recession, 
North Carolina adopted two temporary 
taxes. The first was a modest two-year 
individual income tax surcharge of 2% to 
3% on married-joint filers with taxable in-
come over $100,000 (with lower income 
thresholds for other filers). The other was 
a corporate income tax surcharge of 3% on 
the amount of tax due, before applying any 
payments or credits.

If policymakers deem additional revenues 
absolutely necessary to ride out difficult 
economic periods, temporary surcharges are 
a smart approach and one which this orga-
nization has endorsed for decades. During 
the Great Recession, legislators introduced 
broad based surcharge bills but the idea 
failed to gain traction. Opposition to sur-
charges comes from both sides of the politi-
cal aisle – for some they utterly fail to satisfy 
long-term spending ambitions, while others 
express deep skepticism that “there is no 
such thing as a ‘temporary’ tax.”

But the price of this aversion to temporary 
taxation can be seen in our recent wind-
sock tax policy that blew with changing 

economic conditions. Large, highly contro-
versial, and administratively problematic 
structural changes to Minnesota’s tax sys-
tem were enacted to meet budget balancing 
requirements only to be repealed less than 
a year later when economic circumstances 
improved. Blink on/blink off tax changes of 
this scope and scale make for entertaining 
politics but undercut the valuable tax policy 
principle of predictability, which takes a real 
toll on business and Minnesota’s economy. 
Absent a change in attitude about surcharg-
es and other forms of temporary taxation in 
tough times, bigger reserves are the default 
stabilization mechanism.

The continuing emphasis on tax progres-
sivity to the exclusion of most everything 
else – Minnesota’s current tax policy filter 
has a pretty simple mesh. If it’s progressive, 
it passes through; if not, it gets trapped and 
dumped. Besides being a very successful po-
litical tool, this filter also makes big state 
budget reserves increasingly necessary.

Broad-based taxation of individual income 
has proven to be one of the more predict-
able and growing revenue sources for gov-
ernment. But our chosen targets – the 
capital gains, business pass-through, and 
bonus-infused income prevalent among the 
very top income earners – is much more 
volatile. And according to economists at 
Northwestern University, rising income 
cyclicality is a companion to rising income 
inequality.2 Since 1982, incomes of the top 
1% rose on average 5% more per year dur-
ing booms than the other 99%, but fell 3.7% 
more per year during recessions. In short, 
the incomes of the top 1% are 2.4 times 
more cyclical than those of average earn-
ers and even more volatile – rising more in 
booms and falling more in recessions – than 
the very lowest earners.

Minnesotans’ general attitude toward gov-
ernment spending and investment (more) 
and paying for it (not me) does not help 
matters. There appears to be little public 
support for broader-based consumption tax-
es even with a lower rate, and; as we have 
pointed out, property taxation is already per-
sona non grata. These constraints point to a 
need to manage our progressivity ambitions 
with a bigger reserve.

2 Parker, Jonathan and Annette Vissing-Jorgensen. 
2010. “The Increase in Income Cyclicality of High-
Income Households and Its Relation to the Rise in Top 
Income Shares.” Brookings Papers on Economic Activ-
ity. Fall: 1-55.
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Here Come the Fat Cows

MMB now forecasts total FY 2014-15 tax 
revenues will exceed FY 2012-13 levels by 
$5 billion, or 15.3%. More than half of that 
change is due to the individual income tax. 
And according to Global Insight, the state’s 
macroeconomic consultant, accelerating 
economic growth is expected to continue 
over the course of 2014, resulting in faster job 
creation and a reduction in the unemploy-
ment rate to near 6% by the end of the year.

With the additional $150 million for the 
budget reserve now signed into law, we are 
now 42% of the way to MMB’s recommend-
ed $1.9 billion rainy day fund. All indica-
tions suggest that with a modicum of spend-
ing discipline, we could meet that reserve 
amount over the next few years. Whether 
or not it materializes will be a story for the 
rest of this biennium and also for the next 
recession – whenever that occurs. 

“Will the Real Greater Min-
nesota Please Stand Up?”

Wage trends suggest the economic story of rural 
Minnesota is a lot more upbeat than the stark 
headlines and warnings suggest

“Minnesota’s Small Towns: A Tour of 
a Crisis in the Making” Star Tribune 
3/8/2014

“Rural Revival Bucks Dire Forecasts for 
Many Rural Small Towns” Star Tribune 
11/24/13

“Rural Minnesota is Falling Behind and 
Losing Clout” Star Tribune 12/3/13 

“Jobs Find a Home on the Prairie” Star 
Tribune 12/26/13

If you grew up in the 70’s, you can almost 
hear “To Tell the Truth” host Garry Moore 
pose his iconic question in light of these 
headlines. There are certainly divergent 
perspectives on what life and the economy 
are like outside of the state’s seven-county 
metro and regional centers. Are Minne-
sota’s small cities and counties “withering 
and dying on the vine” as described in one 
of the pieces above – rapidly depopulat-
ing, hollowed-out economic shells of their 
former selves in desperate need of state 

attention? Or are they beacons of lifestyle 
affordability whose primary challenges are 
“finding enough employees” and “housing, 
housing, housing” reflecting “remarkable in-
creases in economic activity in many smaller 
communities” and offering “stiff reproof to 
the myths of rural decline and ghost towns” 
(also quotes from the articles above)? Or are 
both true depending on exactly where you 
look? And if so, why?

With this in mind, it seemed like a good 
time to revisit and update an analysis we did 
about ten years ago examining government 
and private sector wages and wage share by 
county in Minnesota. A lot has happened 
since then, and the changes over the last 
decade-plus may offer some insights into the 
questions above. We requested Quarterly 
Census of Employment and Wages data for 
2000 and 2011 from Minnesota’s Depart-
ment of Employment and Economic Devel-
opment (DEED), which provides a virtual 
census of 97% of the state’s non-farm em-
ployment. The QCEW wage data includes 
gross wages and salaries, paid leave includ-
ing vacation pay, tips and other gratuities, 
bonuses, severance pay, stock options, some 
sick and disability payments, and the cash 
value of meals and lodging. 

We are unable to include seven counties in 
our analysis. The QCEW definition of “local 
governments” includes tribal government 
employment and wages. Since we specifi-
cally wanted to analyze government em-
ployment excluding tribal activity, DEED at 
our request reclassified tribal government-
associated wage and employment as private 
sector where possible. However, in seven 
counties with tribally owned casinos such 
reclassification would violate Minnesota’s 
data privacy laws and so DEED was unable 
to provide information.

Public vs. Private Sector Growth

While private sector activity is typically con-
sidered the engine of economic activity, it 
is important to recognize the influence and 
impact government at all levels – federal, 
state, and local – has on local economies. In 
Minnesota, government represented about 
10% of the state’s GDP in 2012, the most 
recent year for which data is available. Al-
though being too dependent on government 
employment and wages could be construed 
as economic weakness and vulnerability – 
especially if paid for by own source revenues 
– a strong public sector presence can play 

an important role in maintaining stable lo-
cal economies. According to the QCEW 
data, government wages grew from 13.3% to 
13.5% of the 80-county total between 2000 
and 2011, driven by slightly faster growth 
(35.6%) when compared to private sector 
wages (33.6%). Government share of total 
wages in 2011 ranged from a low of 8.2% in 
Olmsted County to a high of 45.5% in Red 
Lake County.

The accompanying table highlights how 
government wages relative to total county 
wage bases have changed since the turn of 
the century. Over this period, government 
share of the wage base grew in 42 counties 
and fell in the other 38 for which we have 
data. Counties where government share of 
the wage base grew tended to be located in 
central Minnesota, southeastern Minneso-
ta, and the Twin Cities metro area.

The award for the greatest structural trans-
formation of the local economy goes to Jack-
son County, which was one of the case stud-
ies in the Star Tribune reporting on booming 
rural economies. While government wages 
grew at a relatively modest 8% from 2000-
2011, private sector wages grew a remark-
able 106.2% over that same period – 46 
times greater than government wages on a 
dollar basis ($1.6 million vs. $74.6 million). 
Some small portion of this differential may 
be attributable to a privatization of pub-
lic sector health care-related employment, 
which would convert those positions to pri-
vate sector. Nevertheless, these outcomes 
have propelled the county from having an 
above-average share of its wage base coming 
from government employers to having one 
of the smallest such shares in the state.

The Population Factor

Population changes, of course, can signifi-
cantly skew trends in wage growth. Under-
standing the importance of this, we calcu-
lated per capita private and public sector 
wage growth for each county, identified the 
median values for the 80 counties, and then 
plotted each county based on its relative 
performance to the 80-county median. This 
allows us to put counties in one of four per-
formance “sectors”:

• High per capita private and public sector 
wage growth

• High per capita private sector and low per 
capita public sector wage growth
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Table 1: Government Wages as a Share of Total County Wage Bases: 2000 and 2011

County 2000 2011 County 2000 2011

Govt.
Share of

All Wages

Rank
(of 80)

Govt.
Share of

All Wages

Rank
(of 80)

Govt.
Share of

All Wages

Rank
(of 80)

Govt.
Share of

All Wages

Rank
(of 80)

Aitkin 27.2 15 26.9 14 McLeod 13.3 70 11.1 76
Anoka 12.9 71 14.4 67 Marshall 31.2 8 27.4 12
Becker 23.0 31 20.4 45 Martin 15.3 66 14.1 68
Beltrami 29.5 13 27.6 11 Meeker 20.4 44 20.7 42
Benton 10.8 76 10.6 77 Mille Lacs 18.2 58 21.1 38
Big Stone 38.5 2 34.9 3 Morrison 24.8 24 25.0 20
Blue Earth 18.7 56 17.0 59 Mower 16.2 64 15.1 66
Brown 12.2 73 13.3 70 Murray 27.5 14 24.3 22
Carlton 22.5 36 28.5 8 Nicollet 19.9 48 25.0 19
Carver 10.7 77 12.4 73 Nobles 20.6 42 15.3 65
Cass 32.3 4 28.0 10 Norman 31.8 7 25.4 17
Chippewa 19.4 53 22.9 29 Olmsted 8.7 80 8.2 80
Chisago 20.3 46 19.8 50 Otter Tail 21.1 39 18.8 54
Clay 30.5 10 28.5 9 Pipestone 22.7 33 26.3 16
Clearwater 30.6 9 26.6 15 Polk 26.9 17 23.7 26
Cook 32.0 6 32.8 4 Pope 23.7 28 22.8 30
Cottonwood 22.5 35 19.4 51 Ramsey 16.6 62 16.8 61
Crow Wing 21.1 40 21.1 37 Red Lake 29.6 12 45.5 1
Dakota 11.8 74 12.3 74 Renville 19.5 52 20.3 46
Dodge 20.5 43 22.7 31 Rice 18.7 55 20.7 43
Douglas 19.7 50 21.0 40 Rock 25.4 22 23.3 27
Faribault 19.8 49 20.1 48 Roseau 11.1 75 11.4 75
Fillmore 21.2 38 22.4 32 St. Louis 21.1 41 18.4 56
Freeborn 12.9 72 13.8 69 Sherburne 20.3 45 19.9 49
Goodhue 13.6 69 12.7 72 Sibley 24.0 26 21.0 41
Grant 22.7 34 22.4 33 Stearns 16.3 63 17.5 58
Hennepin 9.1 79 9.2 79 Steele 10.1 78 9.8 78
Houston 23.1 30 27.3 13 Stevens 29.9 11 24.1 24
Hubbard 19.6 51 23.0 28 Swift 25.6 21 24.0 25
Isanti 22.9 32 20.3 47 Todd 23.8 27 25.1 18
Jackson 22.4 37 13.1 71 Traverse 41.5 1 32.5 5
Kanabec 25.7 20 35.8 2 Wabasha 17.1 61 17.7 57
Kandiyohi 25.0 23 21.7 35 Wadena 24.2 25 24.2 23
Kittson 32.1 5 31.2 6 Waseca 18.8 54 19.1 52
Koochiching 18.4 57 21.1 39 Washington 14.4 68 16.2 64
Lac Qui Parle 36.3 3 29.9 7 Watonwan 17.6 59 21.6 36
Lake 23.6 29 18.6 55 Wilkin 26.5 18 21.9 34
Lake/Woods 25.7 19 24.5 21 Winona 15.6 65 16.2 63
Le Sueur 14.7 67 16.5 62 Wright 17.5 60 19.0 53
Lincoln 27.0 16 16.9 60 Statewide 13.3 13.5
Lyon 20.1 47 20.4 44 (80 Counties)
Note: Data not available for Itasca, Mahnomen, Pennington, Pine, Redwood, Scott, and Yellow Medicine Counties.
Source: QCEW data from Minnesota Department of Employment and Economic Development, calculations by MCFE.



• Low per capita private sector and high per 
capita public sector wage growth

• Low per capita private and public sector 
wage growth

As the accompanying map shows, the coun-
ties with the highest per capita private sec-
tor wage growth over the past decade are 
largely concentrated in the western part of 
the state. Many of them also feature above-
average per capita public sector wage 
growth in spite of the budget challenges 
and state aid policies of the last decade. 
Many of these counties are undoubtedly 
benefitting from the secondary and tertiary 
impacts of a very robust farm economy that 
was largely insulated from the Great Re-
cession. In contrast, the Twin Cities metro 
has been the state’s wage income laggard 
on a per capita basis, featuring the greatest 
concentration of below-average public and 
private sector growth.

What This Tells Us

Given the location-specific circumstances 
each of these counties has faced, it’s danger-
ous to over-generalize about these findings. 
But we do offer two conclusions.

First, as two of the articles cited earlier sug-
gest, it’s dodgy to paint rural Minnesota and 
these local economies with too broad a brush 
based on conventional thinking about de-
mographics. Of the 35 counties in our analy-
sis with population declines since 2000, 23 of 
them (or 66%) have realized above-average 
per capita private sector wage growth since 
then. 43% of these depopulating counties 
also experienced above-average per capita 
public sector wage growth. Since Social Se-
curity and other non-wage income is not in-
cluded in the per capita numbers, but counts 
of retirees and the elderly are, these per cap-
ita results are all the more impressive. Many 
counties may be aging rapidly and losing 
people but those that stick around – at least 

to date – generally appear to be doing quite 
well. Whether this trend continues into the 
future remains to be seen.

At the same time, four depopulating coun-
ties had below-average public and private 
sector per capita wage growth and are likely 
the best case studies for the starker portrayal 
of rural economic futures captured by other 
headlines.

Second, local government benchmarking 
would appear to have considerable potential 
value. Based on our discussion with local 
government officials over the past several 
years, the concept of benchmarking local 
cost structures and service delivery methods 
faces great resistance. The claim is that each 
local government has unique circumstances 
and expectations making direct compari-
sons with other governments pointless at 
best and misleading at worst.

Yet these results suggest that areas fac-
ing very similar demographic and eco-
nomic challenges are having very different 
amounts of success addressing them. At a 
minimum, this suggests at least the oppor-
tunity to examine best practices in both tra-
ditional economic development activity and 
the provision and delivery of public services. 
This is not just a rural Minnesota issue. As 
a pilot project in our property tax transpar-
ency initiative, we found Dakota County 
demonstrated considerable restraint in its 
levy increases over the past several years. 
But the county has also been recognized 
for local government redesign accomplish-
ments, such as having city-county collabo-
ration in consolidating 911 public safety dis-
patch services. Without making too much 
of a few pieces of a much bigger puzzle, this 
does at least beg the question of whether it’s 
a coincidence that Dakota County is a lone 
top performer in the metro area in per capita 
wage growth over the last decade. 

Thoughts at the Far Turn

As the end of the session draws closer, some 
thoughts on the state’s property tax obsession, 
unsession accomplishments, pension policy – 
and the hands-down, all-time greatest research 
study on how people respond to estate taxation.

For a non-budget year, the 2014 legislative 
session has not lacked intrigue, drama, (and, 
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in our opinion more than a few “what are 
they doing” moments.) With the home-
stretch looming, we offer analysis and opin-
ion on some of the themes we’ve noticed 
affecting politics and policy.

Property Taxes: The Drumbeat 
Continues

Now that lawmakers have put federal con-
formity and business-to-business sales taxes 
to rest, what else is there to do? For many 
the answer is, unsurprisingly, yet more prop-
erty tax relief. State representatives ap-
pear unsatisfied with the $400 million-plus 
increase in property tax aids and credits 
spending last session and the additional 
benefits offered by exempting local govern-
ment purchases from the sales tax. Among 
other things, the House’s second omnibus 
tax bill provides one-time across-the-board 
bumps in direct relief to renters (5%) and 
homeowners (3%); indexes future LGA ap-
propriations to a mix of total city population 
growth plus government inflation, up to 5%; 
and sweetens the agricultural homestead 
market value credit.

As the 125-0 House vote on that bill dem-
onstrates, the only debate this year con-
cerning property taxes is a debate on public 
perception. DFLers are taking credit for the 
first year-on-year decline in property taxes 

in over a decade, while Republicans are ada-
mant that DFL accounting doesn’t measure 
up and the promised relief hasn’t material-
ized. Few, if any, express reservations about 
the merits of last year’s actions or question 
why lawmakers should appropriate $45 mil-
lion more for the cause even when Rev-
enue’s most recent homestead property tax 
burden report – which doesn’t incorporate 
the effects of the additional 2013 aids and 
credits – again shows no evidence of wide-
spread property tax affordability problems. 
Such is the power of anti-property tax senti-
ment in Minnesota and the electoral dan-
gers of appearing to be less hostile to the tax 
than your opponent.

It’s important to put our property tax relief 
efforts into perspective. As Exhibit 1 shows, 
only 12 states and the District of Columbia 
offer property tax refund programs to all 
homeowners. Comparing state refund pro-
grams is challenging because they are all de-
signed a bit differently. However, three key 
features help define refund program gener-
osity and accessibility:  income limitations 
on eligibility, the points where tax claims on 
income trigger “affordability” concerns, and 
the maximum refund size.

Minnesota is at or near the top across the 
board. Minnesota’s maximum income eli-
gibility – $105,499 of homeowners’ 2013 

household income – far exceeds most state 
counterparts. The only peer is Connecticut 
whose maximum refund is $300, or 12% that 
of Minnesota’s. Our affordability threshold 
kicks in between 1% and 2.5% of homestead 
income, which is far less than most states, 
while the maximum refund is typically at 
least two times what other states offer. Only 
Vermont has a homeowners’ relief program 
that at all resembles Minnesota’s, and its af-
fordability triggers of between 2% and 5% of 
homeowner income are still twice as high as 
ours are.

Meanwhile, the agricultural homestead 
market value credit expansion is a $14-
15 million per year initiative to provide 
roughly $260 of property tax relief per 
homesteaded farm.3 One way to assess 
this relief’s relative impact is to place it in 
the context of all cash farm expenses. Ac-
cording to the 2013 Annual Report of the 
Southwestern Minnesota Farm Business 
Management Association, the 117 farms it 
included in the report paid an average of 
$6,456 in real estate taxes, which amounts 
to 0.6% of the $1.03 million in average to-
tal cash farm expenses. Put another way, 
real estate taxes were equivalent to the 
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Exhibit 1: Features of Property Tax Rebate Programs Available to All Homeowners, by State
State Maximum Income Eligibility Income Thresholds/ Maximum Refund

Connecticut $165,000 $300 

District of Columbia $20,000 
95% of tax exceeding 1.5% of income to 75% 
of taxes exceeding 4% of income/ $750 max

Maryland $60,000 ($300,000 in property value)
100% of tax if income <$ 8,000 up to taxes in 
excess of 9% for income above $16,000

Maine $86,600 Exceeding 4% of income / $1,600 max

Michigan $50,000 ($270,000 in market value)
60% of taxes over 3.5% of income Credit re-
duce 10% for $1,000 increment over $41,000 
of income

Montana $27,061 (on fi rst $100,000 of value) 80% - 30% of taxes depending on income

New Hampshire $40,000 
100% below $25,000 to 20% at $40,000; 
Education property taxes only

New Jersey $75,000 under 65, $150,000 over 65
10% - 6.67% of taxes paid depending on 
income.

New York $18,000 (max $85,000 property value) $375 seniors, $75 under 65

Vermont $97,000 
Taxes exceeding 2% - 5% of income / $8,000 
maximum

Wisconsin $24,680 
Max $1,168 for incomes below $8,060 80% 
of amount exceeding 8.785% of income higher 
incomes

West Virginia None Taxes exceeding 4% of income, max $1,000

Minnesota $105,499 Exceeding 1.0% - 2.5% of income, Max $2,580

Source: Lincoln Institute of Land Policy

3 “Minnesota farm families could get an extra $260 a 
year in property tax relief under House bill,” Star Tri-
bune, April 4, 2014



“miscellaneous” spending category. The 
projected relief of $260 is roughly 0.025% 
of average total cash farm expenses. If farms 
elsewhere around the state have similar 
expense structures, one could argue that 
lawmakers might buy farm property taxes 
down to nothing and not have a material 
financial effect on farmers’ operations.

At best, this is too much money chasing too 
small a problem. At worst, these buydowns 
represent a real opportunity cost for the 
state. For example, consider that in 2003 
lawmakers cut funds for English language 
services and extended time programs for 
at-risk students. Education experts consider 
both as invaluable measures to help refugee 
and immigrant students reach education 
proficiency levels and close achievement 
gaps. Efforts this year to fully restore both 
programs would have cost about as much on 
an ongoing basis as expanding the agricul-
tural market value homestead credit. Legis-
lators have only partially funded the English 
language provision and left the extended 
time provisions unfunded again. 

The Senate has shown little interest in fol-
lowing the House’s lead on property tax re-
lief. But with the Administration expressing 
interest in doing more on the property tax 
front and November looming, it’s a decent 
bet that the property tax aids and credits 
spigot will be opened a little further.

Estate Taxes: Scheduling the 
Grim Reaper

Policymakers have also focused attention 
on estate and gift taxes. The first tax bill 
contained a number of positive provisions 
in this area: repealing the gift tax that was 
enacted in 2013, increasing the amount of 
value exempt from the estate tax, and elimi-
nating the problematic estate tax “bubble 
rates.” Lawmakers also received the Estate 
Tax Study from Revenue that the 2011 tax 
bill mandated. The study is, as always, full of 
excellent work by Revenue’s research staff 
and includes a review of the literature re-
garding flight risk by the wealthy in response 
to estate taxation.

However, another academic study we came 
across informs the debate in a curious and 
highly entertaining way. In 2003, a research 
paper co-authored by University of Michi-
gan tax guru Joel Slemrod examined the ul-
timate behavioral response to the estate tax 
– the timing of one’s own death.

After the turn of the millennium, the num-
ber of hospital-reported deaths skyrock-
eted, suggesting that infirm people could 
will themselves to live long enough to see 
the dawning of a new age. This interesting 
observation prompted the researchers to 
ask whether economic factors could induce 
similar effects. And the answer, amazingly, 
was yes.

The authors concluded that when estate 
taxes are known in advance to be chang-
ing, some people time their deaths to save 
their heirs money. The evidence: in the 
U.S. history of estate taxes, when tax rates 
went up, there were fewer deaths after 
the law change, and when tax rates went 
down, there were more deaths after the law 
change. The changes were small but statis-
tically significant – and only for those rich 
enough to be subject to estate taxes. Re-
markably, data from Australia and Sweden 
has confirmed these findings. (We can’t help 
but ask – If people will manipulate the tim-
ing of their own deaths in response to estate 
tax changes, doesn’t the concept of people 
moving in response to them suddenly seem 
a lot less outlandish?)

Of course, the authors note that the evi-
dence they uncovered might be attributable 
to actions of heirs as well as the willpower 
of soon-to-be-decedents. But as they state, 
“even in that case, the exercise provides evi-
dence on how the attempt to collect taxes 
can engender resource-using avoidance re-
sponses that reduce tax revenue.” In Minne-
sota we can see evidence of “resource-using 
avoidance responses” (a.k.a “tax planning”) 
to last year’s tax changes. In a recent sur-
vey conducted by the Minnesota Society of 
Certified Professional Accountants, 86% of 
respondents said they had clients that had 
asked for advice about residency options 
(i.e., leaving Minnesota) and 91% of respon-
dents said the number of client inquiries 
about moving increased from previous years.

Having looked into the research ourselves, 
our opinion is that the current debate places 
way too much emphasis on looking for elu-
sive proof that people do or do not move 
specifically in response to taxation and not 
enough effort into evaluating tax policy in 
the context of all the other factors affecting 
such decision-making. Minnesota already 
has some disadvantages when it comes to 
retaining senior citizens: most notably our 
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From the Director
We hope you have had a chance to take a look at our latest educational publication: 
“Fixing Minnesota’s Public Pensions: What Every Citizen Needs to Know.”  In many 
ways we believe it captures the essence of our organization’s public purpose mission 
and what we stand for.

This effort was made possible by tax-deductible contributions to the 
Minnesota Foundation for Fiscal Excellence – our supporting foun-
dation arm.  As an organization primarily supported by membership 
dues, it’s easy for our Foundation to be overlooked.  However, it is 
a critical financial and strategic asset that allows us to pursue other 
funding sources for various projects and initiatives.

Several of our business and individual members use the Foundation 
to increase their financial support for the organization by sponsoring 
our work in areas like state competitiveness, government redesign, 

and improving the literacy of Minnesota citizens on public finance topics.  A remind-
er: we have a standing challenge grant matching every individual contribution dollar 
for dollar up to $25,000.

We encourage all our supporters to consider making a contribution to the Foundation 
to support our mission and work.  Rest assured, we will put this extra financial support 
to great use.  We have an ambitious and exciting research agenda in anticipation of the 
2015 legislative session and beyond.  For further information on the Foundation and 
our workplans, please do not hesitate to call me.

Thank you for your continuing support!

— M.H.

Mark Haveman
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climate and our treatment of senior in-
come. Minnesota is one of the few states 
that doesn’t offer preferential income tax 
treatment for Social Security income, and 
it shows. In MCFE’s most recent 42-state 
income tax study, Minnesota had the high-
est income tax burdens in the nation for 
married seniors with incomes at $100,000, 
$150,000, and $250,000 of income and 
for single seniors with incomes of $75,000, 
$100,000, and $150,000. What we abso-
lutely don’t need is estate tax policy that 
acts as a tipping point. 

Fruits of the Unsession

The details of the unsession took shape 
early in the legislative session. The effort 
addressed issues ranging from the useful 
(permitting reform, rulemaking reform, and 
tax simplification/conformity) to the helpful 
(substituting plain language into govern-
ment documents) to the well-meaning but 
tedious and time-consuming (the elimina-
tion of unneeded or outdated laws). It’s a 
safe, continuous improvement approach 
to existing government processes – noth-
ing in the details suggests transformational 
impacts on government service delivery and 

government cost structures. Of course, the 
“unsession” was not marketed as that type 
of reform, but we can wish that someday the 
spirit of John Brandl will rise again. 

More Pension Consolidation

Public pensions aren’t a red-hot topic this 
year, but there are some important issues 
on the table. This year’s omnibus pension 
bill includes a merger of the Duluth Teach-
ers Retirement Fund Association (DTRFA) 
into the statewide Teachers Retirement As-
sociation (TRA). DTRFA’s poor financial 
condition – as of June 30th last year it was 
only 54% funded, with $162 million in un-
funded liabilities for a plan that covers just 
one big school district – prompted DTRFA 
members and leadership to pursue a merger. 
Apparently, the need to contribute 30.5% of 
payroll to pay for benefits and amortize un-
funded liabilities exceeds a pain threshold.

The future of the state’s other locally-
run teacher pension plan, the Saint Paul 
Teachers Retirement Fund Association 
(SPTRFA), is also under consideration. De-
spite serious discussions about a merger into 
TRA, the plan will retain its independence 

largely because younger demographics allow 
it to maintain the appearance of being vi-
able over the long-term. An additional $7 
million in general fund money on top of the 
existing $10 million in aids will help main-
tain the appearance. In fact, the state’s $17 
million contribution is roughly equal to 
what employees are projected to contribute 
this year. Any more state aid and SPTRFA 
could become a de facto ward of the state 
even if it did remain independent.

Despite a series of substantive hearings on 
pension reform options, there appears to 
be little interest or motivation for pursuing 
such action. We encourage everyone to read 
our new educational guide Fixing Minnesota’s 
Pensions: What Every Citizen Should Know for 
our perspective on the need for reform, the 
issues any reform must address, and the op-
tions that are available to pursue. 
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