
The Stool Revisited
Minnesota’s “unbalanced three legged rev-
enue stool” was one of the more influential 
and successful policy marketing efforts in 
state tax history. With the 2013 tax changes 
now in place and the 2014 session approach-
ing, we revisit the concept and practice of a 
balanced revenue system and conclude our 
stool is now a rocking chair.

Google the words “Minnesota Unbalanced 
Three Legged Stool” and you get about 
17,000 results. That alone is a tribute to the 
public relations success of the metaphor – a 
revenue system with income tax, sales tax, 
and property tax legs – that set the land-
scape for Minnesota tax policy discussions 
heading into the 2012 elections and the 
2013 legislative session. The prop itself, a 

lopsided stool, was soon covered with auto-
graphs of “rebalance enthusiasts” from tax 
policy listening sessions all around the state 
and had the look of a Twins jersey after the 
winter caravan.

It was without question one of the more 
successful and influential policy marketing 
efforts in state tax history. What made the 
messaging so compelling is that the idea 
of property tax relief came packaged in a 
higher purpose: restoring needed structural 
balance to the revenue system. Appeals to 
sound tax principles served as the wrap-
ping paper for the gift of taxpayer self in-
terest. With the tax changes now in place 
and the 2014 session looming, it seems an 
opportune time to revisit the premise itself, 
take a closer look at the impact of the 2013 
changes on this goal, and what it all means 
going forward.

A Grand Unified Theory of 
Taxation?

To mix metaphors, does the basic idea of the 
balanced stool hold water? Mushing local 
government finance and state government 
finance together into one big Grand Unified 
Theory of Taxation sounds intrinsically ap-
pealing but isn’t without some conceptual 
considerations. For starters, local govern-
ments are primarily reliant on the property 
tax leg. Conversely, state government de-
pends largely on the sales and income tax 
legs. Importantly, neither has particularly 
strong access to the other’s primary revenue 
types. Relatively few local governments 
have local sales tax authority, and almost all 
of the cities that have been granted such au-
thority have those revenues tied to specific 
economic development related projects. 
No local taxing jurisdictions in Minnesota 
have income tax authority. Similarly, state 
government revenues from property taxa-
tion are very small relative to the size of the 
general fund budget.

This mutual exclusivity means the three-
legged stool communicates as much or more 
about dependence on government type as it 
does about revenue system balance. To il-
lustrate, in 1970 property taxes represented 
57.0% of the “big three” collections. The 
next year, legislators passed the legendary 
“Minnesota Miracle” legislation, a huge 

transformation of the state/local fiscal sys-
tem in which higher individual income, 
corporate income, sales, liquor and cigarette 
taxes were implemented in exchange for big 
increases in state aids to local governments 
and schools. By 1980, property taxes had 
fallen to 38.7% of total collections. Then, 
following the state takeover of the general 
education levy, property tax share fell to an 
all time low of 31%. In short, the long-term 
trend in the “big three tax share” really cap-
tures the growing role and influence of state 
government relative to local governments 
over time.

Then there is the more practical issue of 
why structural revenue balance is only 
evaluated on the basis of the “big three” and 
not the whole complement of state and lo-
cal taxation. It has always struck us as odd 
that “pay their fair share” tax arguments in-
clude all state and local taxes (including bil-
lions in business taxes that individuals don’t 
actually remit or “pay” to government but 
are instead imputed to them by statistical 
models), yet evaluations of revenue system 
balance are based on only the three largest 
taxes. Including all taxes puts property tax 
trends in a much different perspective. As 
Table 1 shows, property taxes’ share of total 
state and local taxation hasn’t meaningfully 
budged in nearly 40 years.

The notion of a balanced revenue system has 
merit for two primary reasons. First, an over-
reliance on a particular form(s) of taxation 
may cause problems when economic condi-
tions create volatility for those tax receipts. 
Second, there may be equity and distribu-
tional problems that deserve attention cre-
ated by relying too much on a particular tax. 
Ironically, the property tax is largely exempt 
from both of these potential problems. Un-
like the other two legs of the stool, property 
tax collections are determined by govern-
ments themselves and extremely predict-
able. And thanks to Minnesota’s longstand-
ing attention to ability to pay issues through 
its nation-leading property tax refund pro-
grams, equity concerns in property taxation 
weren’t a problem to begin with. 

No Leg to Stand On

Putting these conceptual issues aside, the 
data itself does a better job of undercutting 
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the premises of the structural imbalance 
argument than it does of supporting it. We 
have written many times here and elsewhere 
about the distortion created by choosing to 
use 2010 – the depths of the Great Reces-
sion – as the benchmark year for evaluat-
ing tax system balance and dependency. 
It was anomalous moment in property tax 

and Minnesota budget history featuring a 
decline in sales and income tax revenues 
between 2008 and 2010 of over $1.3 billion 
dollars. This decline led the “big three” to 
depend more heavily on the far more stable 
property tax leg – as is generally the case 
in a recession. A recovering economy will 
introduce greater balance into the system. 

In fact, according to the February 2013 
economic forecast, the state was projecting 
that the property tax share of the big three 
would return in 2014 to the historical norms 
of the 1980s and 1990’s – long seen by many 
as Minnesota’s golden era – without any 
changes in tax policy at all.

Even more interesting is the Department of 
Revenue’s Tax Balance Index, which mea-
sures deviation from the 33.3% “ideal” for 
each of the three taxes. Minnesota’s state/
local tax system scores a perfect 100 on the 
Tax Balance Index if each of the three taxes 
has exactly a one-third share. According 
to the Department’s data, the state’s best 
scores on tax balance over 50 years of mea-
surement came in 2003 and 2004 – a period 
many balanced stool advocates wouldn’t 
identify as their favorite years of tax policy. 
Looking more broadly, Minnesota actually 
scored a 90 or above in 8 of the 12 years 
since the implementation of the infamous 
Big Plan which is the common starting point 
for the “era of concern” regarding property 
tax levy growth.

Imbalance Revisited

Now that the tax changes are in place, what 
does the stool look like? As Table 1 indicates, 
the property tax share of “big three” collec-
tions is projected to decline through FY 2017. 
However, the Tax Balance Index is projected 
to fall slightly – moving farther away from 
the one-third/one-third/one-third “ideal” – 
because of the proportionately greater reli-
ance on income tax revenues. Income taxes 
are anticipated to account for more than 40 
percent of the of the “big three” by 2016, 
higher than the share of collections property 
taxes had in 2010, which were the basis for 
the original “out of balance” arguments.

Ironically, concerns about overreliance 
on a particular form of taxation may be a 
much more legitimate worry going forward. 
By focusing on the top 2 percent of income 
earners with the 2013 tax changes, Minne-
sota disproportionately targeted non-wage 
income, which is much more volatile and 
exposed to the business cycle than wages. 
A 2012 Tax Foundation report on volatil-
ity in the sources of personal income1 notes:

Business and investment income is not 
just volatile from year to year in aggre-

Table 1: Shares of Minnesota’s Big Three Tax Collections, Property Tax Share of Total Tax Collec-
tions, and Tax Balance Index, FY 1980-2017

Fiscal Year

Share of Total Big Three Collections PT Share of 
Total Taxes

Tax Balance 
IndexIncome Tax Sales Taxes Property Taxes

1980 40.2% 21.1% 38.7% 29.7% 81.7

1981 42.2% 21.4% 36.4% 28.4% 82.0

1982 41.8% 24.4% 33.8% 26.4% 86.7

1983 41.2% 23.5% 35.4% 28.1% 85.2

1984 40.9% 25.6% 33.6% 27.9% 88.3
1985 37.6% 26.0% 36.4% 29.9% 89.0
1986 33.8% 27.5% 38.7% 31.9% 91.3

1987 36.1% 26.9% 37.0% 30.3% 90.3

1988 36.8% 27.4% 35.8% 29.7% 91.1

1989 33.9% 28.1% 37.9% 30.9% 92.2

1990 35.5% 26.9% 37.6% 31.2% 90.3

1991 35.5% 26.9% 37.5% 30.6% 90.4

1992 34.3% 27.5% 38.2% 31.5% 91.2

1993 35.0% 27.6% 37.4% 30.7% 91.4

1994 34.0% 28.0% 37.9% 30.9% 92.1

1995 34.1% 28.6% 37.3% 30.1% 92.9

1996 35.1% 28.5% 36.4% 29.5% 92.8

1997 37.0% 27.8% 35.2% 29.0% 91.6

1998 35.8% 28.5% 35.6% 29.1% 92.8

1999 38.1% 28.7% 33.2% 29.3% 92.9

2000 38.1% 30.2% 31.7% 26.8% 92.8

2001 39.2% 29.7% 31.1% 27.0% 91.2

2002 35.5% 29.5% 35.0% 29.3% 94.3

2003 36.7% 31.9% 31.4% 25.6% 95.0

2004 36.6% 30.9% 32.5% 26.5% 95.1

2005 38.1% 29.7% 32.3% 26.1% 92.9

2006 38.7% 29.1% 32.2% 25.9% 91.9

2007 38.7% 27.8% 33.5% 27.2% 91.7

2008 39.1% 26.6% 34.2% 28.3% 90.0

2009 36.1% 26.1% 37.8% 31.3% 89.1

2010 33.6% 26.6% 39.8% 32.9% 89.9

2011 36.0% 26.3% 37.7% 31.1% 89.4

2012 36.5% 26.7% 36.8% 30.5% 90.0

2013 37.5% 26.1% 36.4% 30.1% 89.2

2014 38.3% 26.3% 35.5% 28.9% 89.4

2015 39.2% 26.1% 34.6% 28.3% 89.2

2016 40.3% 25.8% 33.9% 27.9% 88.7
2017 40.4% 25.9% 33.7% 27.8% 88.8

Note: FY 2014-2017 are forecasted based on End of Legislative Session Price of Government Report; FY 1980-2013 
based on actual collections.

Source: Minnesota Department of Revenue Tax Research Division.

1 “The Great Recession and Volatility in the Sources of 
Personal Income”, Tax Foundation, Washington DC, 
June 2012



gate, but also within each year from firm 
to firm and investor to investor. In any 
one year, almost half of businesses are 
unprofitable. Depending on the type of 
business, it is not uncommon to switch 
between profitability one year and un-
profitability the next, e.g. due to large 
one-time expenses or the fact that new 
product lines always carry the risk of 
losses as well as the potential for profits…

It follows then that high-income earner 
status is volatile and fleeting. For in-
stance, about half of millionaires are mil-
lionaires for just one year, largely due to 
the volatility of capital gains.

According to the Department of Revenue, 
for those with income high enough to be 
subject to the new 4th tier rate, nearly 40 
percent comes from capital gains and busi-
ness flow through income.2

The upshot of the tax changes is that the 
unbalanced stool has now morphed into 
more of a rocking chair. We have become 
more susceptible to big revenue and budget-
ary swings marked by moments of euphoria 
(see the November forecast) followed at 
some point by agitated hand wringing.

As a result, the tax changes have created 
a continuing need for strong discipline in 
state fiscal affairs. We’ve read encourag-
ing statements by those who supported the 
tax changes about not becoming too giddy, 
about refraining from creating new long 
term spending commitments, and about rec-
ognizing the importance of creating a rock 
solid budget reserve for the inevitable times 
when the chair rocks backward. Whether 
these aspirations can withstand the tests of 
the 2014 election cycle, the full court press 
of spending lobbies, and quarterly MMB 
reports containing sunny revenue forecasts 
remains to be seen. 

The Big Divorce

For decades a prominent and influential 
measure of government inflation mirrored 
general consumer inflation. Then something 
happened. A closer look at the split and why 
it matters for Minnesota.

Look under the hood of every major govern-
ment fiscal study or report in Minnesota and 

you will find technical issues or assumptions 
of major consequence. By themselves, these 
issues may seem arcane and insignificant. 
But as with a car engine, tweaking these el-
ements can have a major effect on output 
– and ultimately impact how the state oper-
ates and runs.

Measuring government inflation is one of 
those issues. In addition to their roles in and 
contributions to economic forecasts, pension 
valuation studies, and other fiscal reports, 
inflation measures are also pervasive in stat-
ute. In a 2009 information brief, the always-
helpful House Research Department identi-
fied 44 statutes that reference which specific 
price index to use when adjusting dollar val-
ues in various state programs and laws. The 
brief also summarizes the three classes of in-
flation indexes and provides guidance on the 
appropriate applications for each. However, 
political squabbles still occasionally break 
out about which inflation measure ought to 
be used for this or that purpose. It’s defini-
tive proof (if you needed it) that there truly 
is no topic, no matter how technical or mun-
dane, that can’t be politically controversial 
under the right circumstances.

When evaluating government activity with-
in the overall economy, analysts most com-
monly employ the “implicit price deflator for 
state and local government” (or mercifully 
“IPD” for short) as an inflation measure. 
Like the far more familiar Consumer Price 

Index or CPI produced by the federal Bu-
reau of Labor Statistics (BLS), the Bureau 
of Economic Analysis (BEA – also a federal 
agency) calculates the IPD using national 
data. Unlike the CPI though, the calcula-
tions aren’t based on a “basket” of purchases 
made by government that’s held constant 
over time, but instead is based on actual 
government spending data.

The IPD is generally regarded as a “better” 
measure of government inflation for that 
simple reason: it captures actual government 
purchases. For a very long time, though, 
that distinction didn’t really matter. As Fig-
ure 1 shows, for three decades the CPI and 
IPD were largely indistinguishable, tracking 
each other exceptionally closely. But begin-
ning around 1999, the trajectory of the IPD 
relative to consumer inflation trends began 
to change dramatically. Since then, the av-
erage annual growth rate in the government 
inflation measure has been nearly 1.5 times 
that of the measure for consumers (3.65% 
vs. 2.49%). In 13 of the last 15 years, the 
IPD has grown faster than the CPI and 
sometimes almost twice as fast. Over time, 
compounding that differential really starts 
to add up – as the figure also demonstrates.

The questions are obvious. Why is this hap-
pening? Is this differential temporary? Or 
have we entered a new era where inflation 
in the cost of government services grows 
faster than overall inflation? If so, why and 
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Figure 1: Cumulative Change in Consumer Price Index and Implicit Price Defl ator for State and 
Local Governments: 1973 to 2012

2 Memo by Dr. Paul Wilson, Director of Research, Min-
nesota Department of Revenue, May 1, 2013
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what might be the consequences for the fu-
ture of state and local government budgets 
and spending?

Two Roads Diverged

Answering the basic question “why” isn’t 
easy. A big drawback – at least from a policy 
analyst’s point of view – of the IPD com-
pared to the CPI is the lack of additional 
detail. Robust CPI data is available for re-
gions of the United States and selected large 
metropolitan areas, such as Minneapolis-
St. Paul. IPD data is only available for the 
country as a whole – creating a “one size fits 
all” measure that makes comparisons to na-
tional averages. Given that state and local 
governments across the country face vary-
ing degrees of inflationary pressures, local 
inflation rates can differ substantially from 
national averages – limiting the usefulness 
of the measure.

Moreover, data is available for the indi-
vidual components within the CPI – for 
instance, if you want know the annual 
inflation rate between 1999 and 2012 
for women’s footwear (0.35%), chicken 
(2.52%), pet food (3.01%), or practically 
any other consumer good – you can find 
it in the CPI data. In contrast, no one will 
drown in IPD-related data. In fact, you’d be 
lucky to fill your glass. Based on our own 
best efforts, the most anyone can do with 
the information the BEA makes available is 

to break the IPD down into its major com-
ponents back to 1999.

Table 1 presents that perspective. The over-
all change in government inflation between 
1999 and 2012 was 58.2% – or 3.6% per year. 
The single biggest component of the IPD – 
employee compensation – acted as an “an-
chor” and sat almost exactly at the overall 
average. Two of the other individual com-
ponents, purchase of nondurable goods and 
gross investment instructures, have grown 
faster than the overall average.

The most difficult numbers in the table to 
interpret are the changes in “own account 
investment and sales to other sectors”, a 
term which requires a little unpacking. 
“Own account investment” represents 
spending by government on structures and 
software that it will use in future production. 
“Sales to other sectors” are largely charges 
for tuition and health/hospital services, but 
include other unspecified sales as well. BEA 
statisticians subtract these amounts when 
calculating net state and local government 
spending, and so growth in user fees and 
other charges for public goods actually act as 
a brake on the overall growth in government 
inflation. Put another way, growth in tuition 
and health care-related charges are working 
to keep government inflation in check.

How do government purchases match up 
with consumer purchases of the same gen-

eral classification? As previously noted, IPD 
data limitations mean that comparisons of 
its components to other inflation measures 
can only go back to 1999, but conveniently 
that happens to be the era of concern. And 
the comparison provides some insights into 
the CPI-IPD differential. Inflation in the 
purchase of nondurable goods rose twice 
as fast for governments while inflation for 
the purchase of government durable goods 
fell more slowly than for consumers. Infla-
tion in government purchases of services 
also topped growth in similar purchases for 
consumers, but here the differential is much 
smaller. 

Obviously interpreting these figures requires 
major caution. After all, governments have 
different purchasing patterns than consum-
ers do. But even if we throw food and bev-
erages out of the CPI change– representing 
a very large portion of consumer purchases 
with very low inflation rates – the change 
in nondurable goods over this period climbs 
only to 55.4%. The differentials in these 
inflation figures provide real concern that 
inflation in government purchases of goods 
and services may be growing at faster rates 
than elsewhere in the economy. And the re-
sults do mirror related research findings of 
others. Noted labor economist Barry Blue-
stone found that between 2000 and 2008, 
the price of state and local public services 
nationally increased 50 percent faster than 
private services.

The People Factor

IPD figures also offer some insight into the 
effects of public employee compensation on 
government inflation, which is by far the 
largest component of the IPD, with some-
where between 50% to 60% of total state 
and local spending. As Table 1 indicates, in-
flation for compensation expenses – which 
includes not just salaries but also the cost 
of benefits such as insurance, pensions, and 
Social Security/Medicare – has grown at an 
average rate of 3.6% per year since 1999 
for state and local governments across the 
country. During the period of relatively high 
IPD growth (3.5% or higher in every year 
but one) between 1999-2000 and 2007-08, 
compensation-related inflation was growing 
at a clip of 3.5% to 5.6% annually. Unfortu-
nately, the BEA data doesn’t provide any in-
sights into how much of the growth is attrib-
utable to wage pressures and how much to 
higher costs for health care and the effects 
of significantly higher contributions to pub-

Table 1: Changes in the Implicit Price Defl ator for State and Local Governments and Major Com-
ponents, 1999-2012

Component Cumulative Annualized

Purchase of nondurable goods 100.1% 5.5%

Gross investment in structures 82.2% 4.7%

Compensation of general government employees 58.3% 3.6%

Purchase of services 47.4% 3.0%

Consumption of government fi xed capital 46.1% 3.0%

Purchase of durable goods (2.3%) (0.2%)

Gross investment in equipment and software (8.6%) (0.7%)

Less own account investment and sales to other sectors* (56.4%) (3.5%)

Overall Change 58.2% 3.6% 
Source: Bureau of Economic Analysis; calculations by MCFE.
* Underlying numbers are negative, percentage change represents growth away from zero.

Table 2: Cumulative Infl ationary Changes for Selected Items, 1999-2012

Purchased Item IPD CPI

Nondurable Goods 100.1% 48.6%

Durable Goods -2.3% -10.5%

Services 47.4% 43.7%
Sources: IPD data from Bureau of Economic Analysis, CPI data from Bureau of Labor Statistics; calculations by 
MCFE.



lic pensions. However, it’s hard to believe 
health care for active and retired employees 
and pension issues didn’t come into play.

All of this leaves more questions than an-
swers with respect to the “big divorce” in 
inflationary measures. One plausible expla-
nation for the differential is that a handful 
of very large (and not well-managed) states 
have dramatically skewed the overall gov-
ernment inflation numbers upwards. Re-
member, the IPD is a national data series 
based on aggregate spending totals in all 50 
states. So actions by fiscally dysfunctional 
states like California can have a dispropor-
tionately major effect on the IPD. As an 
example, California’s 172% increase in pen-
sion expenditures per full-time employee 
between 2002 and 2008 was over 10 times 
Minnesota’s own growth rate. If efforts to 
restore public pensions to sound financial 
footing across the country as well as fund 
other post employment benefit liabilities 
are the primary force behind the divorce in 
trends, we may well be looking at substan-
tially higher IPD inflationary measures for 
many years to come if costs per employee 
continue to climb at relatively high rates.

Why it Matters

One thing we can say with 100% certainty 
is that this issue has a major influence on 
tax and spending decisions in Minnesota. 
The use of the IPD has direct implications 
for levels of taxation and indirect implica-
tions for how Minnesotans perceive the 
adequacy of state and local government tax 
and spending levels. We highlight two areas.

Business and Cabin Property Tax Burdens 
– Since its inception the annual levy for the 
statewide property tax (the “state general 
tax”) on business and cabin properties has 
been adjusted based on the IPD. Based on 
our calculations, business and cabin owners 
have collectively paid $463 million more in 
property taxes since 2002 under an IPD ad-
justed levy than they would have under a 
CPI adjusted levy. If the past average infla-
tion measure differentials remain for intact 
another 10 years, business and cabins would 
pay an estimated $651 million more in prop-
erty taxes than under a CPI adjusted levy.

Public Perception of Spending, Budgets 
and Forecasts – Government inflation 
measures are also commonly used as dis-
count rates to determine inflation-adjusted 
or real government spending changes over 

time. The use of the IPD, especially in the 
last decade, compared to the use of other 
inflation measures has had major implica-
tions for how Minnesotans perceive the ad-
equacy of government spending and invest-
ments. For example, as we discussed back in 
2010, the widely-reported State Auditor’s 
annual report on city finances found a 6.7% 
decline in real government spending over 
the period 1999-2008 using the IPD as an 
inflationary discount rate. If the CPI had 
been used the report would have found a 

6.5% increase in real government spending 
over those same years.

In communicating information and perspec-
tive on government spending to citizens and 
the media, this is not a trivial matter. Nor is 
it limited to local government finance. Un-
settling presentations of declining trends in 
real government spending in areas ranging 
from education to public safety often have a 
small footnote on the slide noting the use of 
the IPD as a discount rate. For proponents 
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From the Director: 
Pitfalls of Evidence Based Policy
I’m an absolute sucker for a catchy headline. So several months ago when I came 
across an article titled “Science Confirms: Politics Wrecks Your Ability to Do Math,” 
I consumed it even before my hallowed morning cup of coffee.

The experiment conducted by a Yale university law professor was 
sheer genius. Give people across the political spectrum some data 
regarding a fake scientific study. For some, have the phony study 
data purportedly measure the effectiveness of a new cream for 
treating skin rashes. For others, have the identical phony data 
pretend to measure the effectiveness of gun control. Ask them 
to identify the right conclusion based on the data presented. 
Not only did respondents perform wildly differently on what was 
really the exact same problem, it turns out the more numerate 
and mathematically adroit the respondents were – regardless of 

political affiliation – the more susceptible they were to letting politics skew their 
reasoning ability. The investigators’ conclusion was that people are very susceptible 
to intuiting an answer that is politically convenient and feels right to them, leading 
them to inquire no further.

We, unsurprisingly, are big fans of evidence-based policy analysis. If you are too, it’s 
another reason why you might like living in Minnesota. Our reputation as a good 
government state is exemplified by the high quality data and analysis that is done as 
a matter of course here by non-partisan legislative staff, state agencies, and others. 
We can speak from direct experience that national awards for education and re-
search are routinely bestowed on public policy organizations around the country for 
work that are routine responsibilities for government agencies and legislative staff in 
Minnesota. It’s easy to take this for granted.

But as this issue highlights, it’s naïve to think the information the state cranks 
out isn’t susceptible to issues like those captured in the Yale study. “Evidence” is 
chock full of context, assumptions, normative judgments and above all interpreta-
tions skewed by political leanings. Sometime we feel more like lawyers than policy 
researchers when we kick the tires of various findings. We do this, though, because 
government data is so incredibly influential in shaping public  opinion especially 
in this state thanks to our good government legacy. If there is additional context, 
counterpoint, or a hidden story that gets lost in the headlines and political spin, we 
believe it’s important to bring it to light. We hope you feel the same way.

On another note, this marks the first year of the “new” organization, and we once 
again want to thank all our members and the many individuals who have donated 
substantial time and effort to get us where we are today. On behalf of Aaron and 
Linda, I want to wish everyone a very Merry Christmas, a joyous holiday season, and 
our very best wishes for a healthy and prosperous 2014. 

— M.H.

Mark Haveman
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of higher levels of government spending, 
the trend divorce has been one of the most 
important and influential advocacy and 
communications-related developments of 
the past decade.

The issue may eventually find its way into 
debates about future levels of taxation and 
spending as well. Since 2002 inflation for-
mally has not been formally included in the 
state’s economic forecasts but rather has 
been shown as a separate line item. Many, 
including the State Council of Economic 
Advisors, have criticized this practice argu-
ing it is intellectually dishonest, mislead-
ing, and inconsistent with sound budgetary 
practices.3 It also has a major budgetary 
impact. For example, the state’s February 
2013 economic forecast projected $854 mil-

lion in estimated inflation (based on CPI) 
for the current FY 2014-15 biennium. Had 
legislators needed to raise an additional 
$854 million in revenues to balance the FY 
14-15 budget, we estimate they would have 
needed to set the new fourth tier income tax 
rate at 11.38%, assuming no change in the 
income thresholds. Yet some argue that the 
use of the CPI actually understates a signifi-
cant amount of government inflation and 
recommend application of the IPD to large 
chunks of the state general fund budget.

To us, the data suggests that policy makers 
and budget officials ought to get a better 

understanding of the reasons for the recent 
divergence between CPI and IPD growth, 
determine whether these trends are likely to 
persist going forward, determine how much 
of government cost inflation pressures are 
actually within government’s own control, 
and build this understanding into a reas-
sessment of the use of inflation measures in 
the state budget generally and the use of the 
IPD specifically. We don’t have the specific 
formula for a “right” inflation measure but 
it seems clear to us that something tailored 
to a Minnesota-specific context that recog-
nizes that some inflationary cost pressures 
are directly within government control are 
vitally important pieces. 

3 We believe a reasonable and fi scally responsible case 
can be made for continuing to exclude infl ation from 
the economic forecast.  See “Infl ation: In or Out?”  Fis-
cal Focus January-February 2007
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