
Reform and Refresh:  
MTA Annual Meeting 
Highlights

Setting the stage for tax reform was the 
featured topic at MTA’s 86th Annual 

Meeting of Members held at the St. Paul River 
Centre on October 3rd. Approximately 100 
MTA members and guests heard state and 
national perspectives on the motivations, 
approaches, and budget considerations in-
volved in embarking on state tax reform.

The Minnesota Context
The program began with Department of Rev-
enue Commissioner Myron Frans providing 
an overview of the department’s initiatives 

and some perspective 
on reform in 2013. Not 
surprisingly, disclosure 
of specific proposals will 
have to wait until the 
legislative session com-
mences. However, the 
Commissioner did dis-
cuss three “tax-related 
trends that he described 

as “notable” – which we interpret as poten-
tial targets for reform related efforts.

One trend has been the change in consumer 
spending habits and its effect on the sales 
tax base. Commissioner Frans noted that 
60 years ago goods comprised 61% of con-
sumers’ purchases with services making up 
the balance. Today that ratio has more than 
flipped with services comprising two-thirds 
of consumer purchases. The combination of 
this change in consumption patterns and 
changing demographics – older Minneso-
tans tend to make fewer taxable purchases 
– will continue to stress the integrity of the 
sales tax base.

A second and related trend is the growth 
of preferential treatments in the tax code. 
Commissioner Frans noted that in the in-
dividual income tax alone the number of 
adjustments and credits has risen from 9 to 
50 in 25 years. Such tax expenditures found 
throughout Minnesota’s tax code repre-
sent approximately $11 billion in forgone 

revenue per year according to the Depart-
ment. Broadening bases and lowering rates 
through expenditure reform will likely be a 
theme of any reform proposal.

The third trend is the persistent regressivity 
of the collective state-local tax system com-
bined with a shrinking middle class. The De-
partment’s Tax Incidence Study shows effec-
tive tax rates peak at incomes ranging from 
$41,000 - $53,000 and this is considered 
prima facie evidence of a fairness problem. 
As readers know, we believe there is ample 
evidence to suggest the notion of a struc-
tural fairness problem in the state and local 
tax system is grossly overstated.1 However, 
it is clear that a “fair share” reevaluation and 
redistribution of tax burden will be part of 
any reform initiative.

The Commissioner noted the administra-
tion’s proposal will also be informed by over 
100 listening sessions on tax reform which 
have been held around the state. Among 
the recurring themes citizens are expressing 
are the importance of having a true bipar-
tisan reform effort, the need to modernize 
the sales tax and the need to both simplify 
property taxation and make it more under-
standable. If popular wisdom carries the day, 
reducing local reliance on property taxation 
will almost certainly be a major element in 
the administration’s reform proposal.

He concluded with a recap of departmental 
updates including the plain language initia-
tive, technology upgrades and a streamlin-
ing of the appeals process. Reciprocity, he 
noted, is still a work in progress, with ne-
gotiations ongoing between Minnesota and 
Wisconsin.

A National Perspective
Doug Lindholm, executive director of the 
Council on State Taxation (COST) was next 
up to provide a national perspective on state 
tax reform with an emphasis on business 
taxation. He began by noting state tax col-
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public interpretation of the incidence study is at best 
incomplete and at worst distorting.
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lections are rebounding, narrowing budget 
gaps and creating surpluses in many states. 
However, state budgets still face major chal-
lenges compared to historical norms be-
cause of the unprecedented severity of the 
“Great Recession”. Overall, states would 
need revenue growth of 8.3% per year just 
to eliminate the revenue gap created by de-
partures from pre-recessionary collection 
norms by 2019. In addition, because of the 
unique nature of this balance sheet reces-
sion, retail sales recovery rates are lagging 
far behind their post recessionary norms.

The future of business 
taxes and state busi-
ness tax reform, Lind-
holm noted, begins with 
issue of nexus and its 
relevance to the contin-
ued integrity of states’ 
corporate income and 
sales taxes. According 

to Lindholm, states have been emboldened 
by the U.S. Supreme Court’s failure to act 
on cases concerning the definition of sub-
stantial nexus. The result is that nine states 
and New York City have enacted more ex-
pansive “economic nexus” standards since 
2007. Similarly, 13 states have enacted 
“click through” or affiliate nexus provisions 
and another 11 considered such provisions 
in 2011.

If the nexus issue creates an element of 
uncertainty for approaching business tax 
reform, the incidence of business taxation 
raises the more fundamental question about 
the rationale for taxing businesses at all. 
Noting that all incidence studies (including 
Minnesota’s) are based on the fundamental 
concept that business taxation eventually 
resides with individuals in the form of lower 
wages, higher prices, or lower returns on in-
vestment, Lindholm argued that policy mak-
ers must be wary of the “false dichotomy” 
of taxing individuals versus taxing business. 
Moreover, since all taxes represent costs to 
businesses, the goal should be to design 
state business tax systems that do the least 
damage to growth and investment and set 
collection levels based on benefits received 
by business. The least harmful, he noted, 
are property taxes on real property and con-
sumption taxes while the most harmful are 
income and franchise taxes, business input 
taxes, and business personal property taxes. 
Citing academic experts from across the na-
tion, Lindholm noted there is little if any 
sound economic justification for taxing cor-

porate income, especially at the state level.

Where do the best opportunities for state 
business tax reform exist? Somewhat ironi-
cally, Lindholm noted they reside at the 
federal level. Greater uniformity in business 
tax treatment across state boundaries can 
be especially beneficial to create consistent 
thresholds and definitions while reducing 
the considerable administrative burden es-
pecially in multistate filings. Commenting 
“there is a pressing need for Congress to 
get involved,” he highlighted several bills 
designed to address these concerns which 
either have been or are expected to be in-
troduced.

He concluded by noting policymaker educa-
tion on these complex issues has never been 
more critical. As a result of turnover, term 
limits, and redistricting, it is estimated that 
after the 2012 elections at least 50% of all 
state legislators will have two years or less 
experience.

The Future of Fiscal Federalism
The annual meeting lun-
cheon address featured 
Tracy Gordon, a Fellow 
in Economic Studies at 
the Brookings Institu-
tion, discussing the 
changing federal–state 
relationship and the im-
plication for state tax 

systems. Gordon began by highlighting the 
continuing leading role of state and local 
governments in citizens’ daily lives and the 
economy – providing most public services, 
employing almost four times the number of 
workers than the federal government, and 
making significant contributions to real GDP 
growth. But state and local governments 
suffered the “Great Recession” with cumula-
tive employment losses since 2008 rivaling 
and often exceeding the private sector.

Gordon noted that, as in previous reces-
sions, the federal government helped ad-
dress the state and local government bud-
get gaps by providing over a quarter trillion 
dollars for such things as increased Medicaid 
payments, cash for fiscal stabilization, in-
frastructure support, public safety support, 
unemployment compensation and educa-
tion. However, this state and local assis-
tance was different in several ways from the 
assistance offered during earlier recessions – 
specifically faster, more targeted, and much 

more scrutinized. Even with this federal as-
sistance, real state and local spending per 
capita still dropped.

All this brings into question the future of 
the federal/state relationship and its im-
plication for state and local budgets going 
forward. Facing mammoth budget deficits, 
the federal government may be pressured to 
target tax provisions benefiting states and 
localities while at the same time reforming/
reducing aids and assistance. On the near 
term horizon, last year’s debt deal resulted 
in a $917 billion reduction in discretionary 
spending. An additional $1.2 trillion in au-
tomatic spending cuts is due to take effect 
over a nine-year period from 2013 to 2021; 
for 2013 this includes $38 billion in non-
defense discretionary spending of which 
about 30% was intended to go to state and 
localities. Looking ahead there are proposals 
to eliminate or curtail federal tax exemptions 
for municipal debt, make changes to the fed-
eral deductibility of state and local taxes, 
and alter the home mortgage interest deduc-
tion. Passage of the Affordable Care Act and 
optional Medicaid expansions adds yet more 
complexity to this complicated landscape.

Gordon concluded by noting three key ques-
tions will guide the future of fiscal federal-
ism. The first is, do states really want the 
federal government out of the way? Despite 
the political rhetoric surrounding this de-
bate, for reasons noted above, Gordon be-
lieves the answer is clearly “no.” Second, 
what activities should solely remain within 
the purview of the federal government? 
Gordon noted that the federal government 
is positioned to accomplish three types of 
activities much better than state and local 
governments – redistribution, stabilization, 
and risk management – and that this un-
derstanding should guide fiscal federalism 
going forward. Finally, do we have the right 
fiscal architecture to promote policy innova-
tion? That remains to be seen and will be 
tested like never before in the coming years.

Business Session: Embarking on a 
New Era

At the annual meeting’s business session, 
members received an overview of the many 
developments surrounding the Second Cen-
tury initiative. Included was a preview of the 
new organizational website and its func-
tionality; an overview of the new “opera-
tions and strategy committee” to guide our 
research, education and advocacy work; and 

Douglas Lindholm

Tracy Gordon



a discussion of the marketing and develop-
ment initiatives underway.

As part of this overall effort the MTA board 
of directors recommended a change in the 
name of the organization, from the Minne-
sota Taxpayers Association to the Minne-
sota Center For Fiscal Excellence, by unani-
mous consent at its September meeting. 
MTA’s membership voted on and approved 
the change at the annual meeting. Our 
501c3 supporting research and education 
arm will undergo a similar name change to 

become the Minnesota Foundation for Fis-
cal Excellence. The accompanying “From the 
Director” column in this issue discusses the 
background, rationale and motivation be-
hind this change in additional detail. If any 
member has questions about these changes, 
please don’t hesitate to contact the office.

Officers elected for 2012-2014 are 

President:  John Kinsella, U.S. Bank
Vice	President: Susan Haffield, PriceWater-
houseCoopers

Treasurer:	Mike Nelson, McGladrey
Assistant	 Treasurer:	 Jerry Geis, Briggs and 
Morgan
Secretary:	Jim Girard, Cook Girard

Special recognition and thanks goes to Mike 
Engelmeyer, Immediate Past President, for 
his leadership and efforts overseeing this 
process over the past year. n
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From the Director: A New Chapter  

Mark Haveman

As the annual meeting recap in this issue 
notes, this was not a typical MTA annual 
meeting business session. 

Thanks to the tremendous support and gen-
erosity of our members through the Second 
Century campaign, we have been able to 
make some organizational investments that 
were long overdue. One was a comprehen-
sive brand assessment and strategic audit to 

evaluate MTA’s communications, activities, messaging, and posi-
tioning in light of the realities of how public policy is made today. 

What did we learn through this year-long process? At the top 
of the list is that the landscape of public policy development in 
Minnesota has transformed over the last several decades. Tech-
nological developments, cultural shifts, and the growth in the 
number of organizations filling advocacy niches and competing 
for attention and resources create a very challenging and com-
petitive environment. More than ever it is imperative for an or-
ganization to demonstrate value-added with respect to its public 
purpose mission while also delivering a strong value proposition 
for membership support. We will be implementing a number of 
recommendations over the course of the next several months re-
lated to these findings including greater general public access to 
more of our work, stronger engagement of membership in set-
ting the organization’s research agendas, and a more prominent 
public profile.

But clearly the most notable and visible change is the adoption 
of a new name for the organization. Obviously, dropping a name 
that has established considerable equity over 86 years is not 
something you undertake casually. Why did we ultimately feel 
this was important to do? 

Simply put, it became clear that the name “Minnesota Taxpayers 
Association” – coined on the eve of the Great Depression – now 
conveys something we are not and at the same time fails to fully 
capture what we are and want to be.

Our research showed that the term “taxpayers” is now primarily 
associated with strongly polarizing and highly political anti-gov-

ernment agendas in the public mind across the nation. But just 
as importantly, other historically important distinguishing de-
scriptors of the MTA such as “non-partisan” and “independent” 
are used by every organization across the ideological spectrum 
and rendered virtually meaningless. Moreover we cannot “mes-
sage our way out” of this box – there is a national ideological 
fight over nomenclature that has impacted MTA’s work. 

The organization’s new name, Minnesota Center for Fiscal Excel-
lence, captures three ideas essential to this organization. First, 
we promote research-based public policy rooted in principle 
rather than politics. Second, we are involved on both sides of 
the budget ledger and interested in the relationship between tax 
and spending policies. Third, we seek an aspirational outcome – 
excellence for Minnesota – through our work. Our new tagline 
defines fiscal excellence and succinctly communicates what we 
stand for:  “Sound	Tax	Policy.	Efficient	Spending.	Accountable	Gov-
ernment”.

If all this sounds very familiar to you as members, it absolutely 
should. The “new” organization fully conforms to the organiza-
tional mission and objectives as stated in our existing articles of 
incorporation which has guided this organization since 1926. It 
fully adheres to principles and core ideas which have been part 
of MTA positioning and messaging for decades. And it fully pre-
serves our focus and involvement in tax policy. It will no doubt 
take some getting used to – for us as well as you. But we look 
forward to an exciting future, and you as members should too.

As you might imagine, there are a significant number of internal 
and external activities surrounding such a change that needs to 
be addressed. We are currently tackling these issues and expect a 
formal launch of the new organization early next year. 

In closing, I want to again thank our board members and con-
sultants who have contributed so much of their time and talent 
to get us to this point.  And thank you for great support and for 
sharing this ride with us.

— MH
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Middle Class Income 
Tax Competitiveness: 
How Do Minnesota’s 
Paychecks Compare?
“The	 best	 prospects	 for	 the	 future	 lie	 in	
places	 that	 both	 experience	 income	 and	
employment	gains	but	remain	relatively	af-
fordable…Maintaining	 affordability	 and	a	
wide	 range	 of	 high-paying	 jobs	 many	 not	
be	as	glamorous	a	metric	for	success	as	the	
number	of	hip	web	startups	or	 the	concen-
tration	of	educated	people.	But	over	time	it	
is	likely	to	be	about	as	good	a	guide	to	fu-
ture	prospects	as	we	have.”	

— “The Cities Where a Paycheck Stretches 
the Furthest,” New	Geography, July 2012

I t’s generally accepted that labor force is-
sues are always near or at the top of the 

list of site factors businesses consider when 
locating or expanding operations. Labor cost 
and workforce education are the two factors 
most commonly cited, and a substantial 
body of academic research has explored the 
relationship between these factors and eco-
nomic growth.

But according to the always interesting web-
venture “New Geography”, rapid population 
growth, strong domestic in-migration, and 
resulting gains in technology, manufactur-
ing and business service jobs don’t always 
correlate with where the cheapest or the 
smartest sources of labor are. Often, this 
economic growth is occurring instead where 
wage income can go the furthest. From both 
an employee and employer perspective, it’s 
easy to see how this can be a very powerful 
consideration for siting decisions and for at-
tracting top talent.

New	Geography identified the average wage 
for the top 50 metropolitan statistical areas 
(MSA) in the country and the District of Co-
lumbia, and then adjusted those wages us-
ing cost of living data – which accounts for 
items such as consumer prices and services, 
utilities and transportation costs and, most 
importantly, housing prices. The results 
provide a purchasing power perspective on 
wage income. Not surprisingly, the cost of 
living can have major effects on the rela-
tive economic attractiveness of a location. 
For example, the average wage for the San 
Francisco MSA ranked third in the nation 
at nearly $70,000. But thanks to legendary 
housing prices, San Francisco’s cost of liv-

ing-adjusted average wage rank plummeted 
36 spots to 39th in the nation.

Living up to its reputation as a high-income 
state, the Minneapolis-St. Paul MSA aver-
age wage ranked 12th nationally. That’s cer-
tainly not surprising given that we are the 
10th in most college educated metro area 
in the nation.2 However, according to New	
Geography, Minnesota’s relatively high cost 
of living takes a major bite out of our wage 
competitiveness pushing us to the middle of 
the pack – 23rd nationally.

But there is another paycheck-related consid-
eration that this cost of living analysis does 
not include:  the state individual income tax. 
To include this important factor, we scaled 

the taxpayer profiles supplied by the Minne-
sota Department of Revenue for MTA’s bien-
nial income tax burden comparison study to 
the wage amounts used by New	Geography. 
We subtracted the state-level income tax 
burden from wages and then applied the ap-
propriate cost of living adjustment to derive 
the after-tax adjusted wages.

The accompanying table shows that after 
factoring in the effect of state income taxes, 
Minnesota’s ranking falls an additional 6 
spots to 29th in the nation. With the 8th 
highest individual income tax burden on the 
average wage, Minnesota’s new adjusted 
average wage of $47,522 is now about 1.5% 
less than the unweighted average of all the 
MSAs. In fact, the drop of 6 spots in the 
ranking is the largest income tax-induced 
decline in the nation.2 “A Gap in College Graduates Leaves Some Cities Be-

hind”  New York Times, May 30, 2012

Metropolitan Pay Per Job 2011 - Adjusted for Cost of Living and  
State Income Taxes*

Metro Area Average 
Wage

State 
Income 
Tax

Average 
Takehome 
Wage

COL Adjusted 
Average 
Takehome 
Wage

Rank

Birmingham, AL 46,381 1,553 44,828 50,596 16

Phoenix, AZ 48,022 1,154 46,868 48,568 20

San Jose, CA 92,556 4,816 87,740 58,377 2

San Francisco, CA 69,041 2,719 66,322 44,407 40

San Diego, CA 54,985 1,947 53,038 40,611 46

Los Angeles, CA 55,191 1,957 53,234 40,085 47

Riverside, CA 41,825 1,354 40,471 36,006 49

Denver, CO 54,991 2,012 52,979 50,456 17

Hartford, CT 61,551 2,878 58,673 47,393 31

Washington, DC 71,180 3,709 67,471 49,575 19

Tampa, FL 44,218 0 44,218 48,168 21

Jacksonville, FL 44,840 0 44,840 47,753 27

Orlando, FL 41,932 0 41,932 43,096 41

Miami, FL 45,022 0 45,022 41,286 44

Atlanta, GA 50,273 2,172 48,101 49,743 18

Chicago, IL 56,246 1,627 54,619 50,903 14

Louisville, KY 45,832 2,250 43,582 47,526 28

New Orleans, LA 50,046 1,346 48,700 50,941 13

Baltimore, MD 54,980 2,014 52,966 44,547 39

Boston, MA 66,438 3,182 63,256 46,071 35

Detroit, MI 53,424 2,167 51,257 54,703 5

Minneapolis, MN 55,300 2,765 52,535 47,522 29

St. Louis, MO 48,638 1,760 46,878 51,458 12

Kansas City, MO 49,390 1,788 47,602 47,889 23

Rochester, NY 47,228 2,324 44,904 45,542 36
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Caveats for interpretation and conclusions 
abound. Income taxes are obviously not the 
only taxes that individuals pay, and includ-
ing the full range of taxes on individuals – 
sales, property, and the like – would likely 
jumble the findings further. Ironically, from 
an individual taxpayer’s perspective, Min-
nesota’s primary source of tax advantage 
nationally is likely to be the property tax – 
something you would never expect listening 
to the political rhetoric today.

The rankings also would likely be differ-
ent at different income levels as the unique 
structure of each state’s income tax system 
comes into play. And, of course, there is 
the never-ending debate over societal and 
quality of life returns from the public sector 
spending that this taxation makes possible. 
Undoubtedly, many Minnesotans would 
never want to embrace the more libertarian 

lifestyle of, for example, Houston, regardless 
of potential pocketbook gains.

But as another round of tax reform debate 
looms on the horizon, findings such as these 
deserve consideration. The competitiveness 
principle, most often associated with busi-
ness taxation, applies no less to individual 
income taxation. We will have much more 
on this in a forthcoming study on state 
competitiveness in January.

To date, the debate surrounding higher indi-
vidual income taxes has seemingly centered 
around the narrow issue of whether or not 
Minnesotans would leave the state. What 
New	Geography and a number of academic 
research studies suggest is that our focus 
should be the other side of highway – the 
implications for potential talent and busi-
nesses entering the state. 

As one study has described it the effect 
of the personal income tax on econom-
ic growth is a potential “double edged 
sword.”3  All else equal, higher individual 
income taxes create an incentive for indi-
viduals to apply their talents elsewhere. But 
if employers compensate employees for the 
higher burden with higher pre-tax wages to 
level the playing field, their labor costs go 
up and the case for expanding and growing 
business within Minnesota becomes that 
much more challenging. n

Metro Area Average 
Wage

State 
Income 
Tax

Average 
Takehome 
Wage

COL Adjusted 
Average 
Takehome 
Wage

Rank

Buffalo, NY 46,210 2,255 43,955 44,579 38

New York, NY 69,029 3,486 65,543 42,352 43

Las Vegas, NV 44,910 0 44,910 44,865 37

Charlotte, NC 51,143 2,869 48,274 51,741 11

Raleigh, NC 47,577 2,694 44,883 47,850 25

Cincinnati, OH 49,886 1,444 48,442 53,000 9

Columbus, OH 48,483 1,384 47,099 52,158 10

Cleveland, OH 49,531 1,429 48,102 47,438 30

Oklahoma City, OK 44,852 1,866 42,986 46,980 34

Portland, OR 49,472 3,106 46,366 40,815 45

Pittsburgh, PA 49,717 1,526 48,191 50,834 15

Philadelphia, PA 57,745 1,773 55,972 47,840 26

Providence, RI 47,862 1,568 46,294 36,859 48

Memphis, TN 48,025 0 48,025 55,908 3

Nashville, TN 48,343 0 48,343 53,595 8

Houston, TX 59,838 0 59,838 66,933 1

Dallas, TX 53,453 0 53,453 55,564 4

Austin, TX 50,422 0 50,422 54,393 6

San Antonio, TX 43,920 0 43,920 47,175 33

Salt Lake City, UT 47,064 2,315 44,749 47,304 32

Richmond, VA 50,198 2,215 47,983 47,935 22

Virginia Beach, VA 46,934 2,096 44,838 42,581 42

Seattle, WA 60,123 0 60,123 53,874 7

Milwaukee, WI 50,183 2,668 47,515 47,850 24

*New	Geography had no data available for Indianapolis and Sacramento MSAs.  Source: New 
Geography with tax calculations by MTA

3 Mark Rider, The	 Effect	 of	 Personal	 Income	Tax	Rates	
on	 Individual	and	Business	Decisions	–	A	Review	of	
the	Evidence, Working Paper 06-15,  Andrew Young 
School of Policy Studies, Georgia State University.



85 East Seventh Place
Suite 250
St. Paul, MN  55101

(651) 224-1209

Periodical
Postage

Paid
St. Paul, MN


