About the Minnesota Center for Fiscal Excellence
The Minnesota Center for Fiscal Excellence was founded in 1926 to promote sound tax
policy, efficient spending, and accountable government.
We pursue this mission by:


educating and informing Minnesotans about sound fiscal policy;



providing state and local policy makers with objective, non-partisan research about
the impacts of tax and spending policies; and



advocating for the adoption of policies reflecting principles of fiscal excellence.

MCFE generally defers from taking positions on levels of government taxation and
spending believing that citizens, through their elected officials, are responsible for
determining the level of government they are willing to support with their tax dollars.
Instead, MCFE seeks to ensure that revenues raised to support government adhere to
good tax policy principles and that the spending supported by these revenues
accomplishes its purpose in an efficient, transparent, and accountable manner.
The Center is a non-profit, non-partisan group supported by membership dues. For
information about membership, call (651) 224-7477, or visit our web site at
www.fiscalexcellence.org
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Introducing How Does Minnesota Compare?
For nearly 50 years, MCFE’s How Does Minnesota Compare served as a one-stop
resource for comparing Minnesota’s tax collections and spending to other states. Using
data from the Census Bureau – the most reliable and comparable available – the report
ranked state revenues and spending in various categories on a per-person basis (to control
for differences in population) and on a per-$1,000 of personal income basis (to control for
differences in incomes). Through 2015 (FY 2013 data), the report captured how
Minnesota’s reliance on particular revenue sources and its spending priorities compared to
other states. The report also offered a unique and valuable perspective on how Minnesota
tax policy and government spending priorities evolved and changed over time.
But the most common desire has always been to use these measures and accompanying
rankings to judge the adequacy and competitiveness of Minnesota’s tax and spending
policies. Comparing one state with other states is irresistible, and these ratios (populationbased and personal income-based) allow comparisons in ways that are both very simple to
grasp and to communicate to the public.
Population-based measures and personal income-based measures, however, have
limitations that often obscure complex underlying issues and can make state comparisons
misleading:
 Per capita comparisons of revenues measure differences in per capita income
between states more than they measure differences in revenue collections. In 2020,
the Minnesota Department of Revenue calculated that differences in per capita
income explained 78 percent of the difference in tax revenue per capita for FY 2018
(excluding the District of Columbia and energy-dependent states Alaska, North
Dakota and Wyoming).1
 Per capita spending comparisons implicitly suggest every person everywhere has
an identical need for every public service. That is clearly not the case. Population,
age, degree of urbanization, poverty rates, and many other demographic
characteristics have huge implications on the demand for (and ultimately spending
on) a wide variety of public services, such as education, health care, and
transportation. For example, two states with similar populations will have very
different per capita spending on education if one state is significantly “younger”
than the other – resulting in a much higher proportion of school-age children.
 Personal income comparisons show government revenues and spending in relation
to a broad measure of state economic activity, some components of which don’t
produce income that a taxpayer can actually use to pay taxes (i.e. a “broad measure
of economic activity” doesn’t pay the bills). A significant portion of personal
income includes what we call “non-cash” income – like the value of medical
benefits provided by government, the rental value of owner-occupied housing, and
the contributions employers make toward employee retirement plans and health
insurance. Conversely, personal income doesn’t include cash income sources that
can be used to pay taxes – like capital gains and retirement income outside of Social
Security.
 Personal income-based comparisons are also complicated by the fact that
purchasing power varies significantly across the country. Spending $1,000 on
schools goes a lot farther in Nebraska than it does in New York or California.
1

https://www.revenue.state.mn.us/sites/default/files/2021-01/rankings_faq.pdf
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With these issues in mind, we redesigned How Does Minnesota Compare in 2016 (FY
2014 data) and now present the seventh year of providing a more accurate result. We’ve
replaced the per capita and personal income comparisons with new measures that allow for
more meaningful comparisons of spending and revenues. Our changes are as follows:
1. “Total State Cash Income” metric is now the basis for comparing revenues
To better match government revenues with the public’s ability to finance state and local
government, we created a “total state cash income” statistic to better measure the actual
resources available to households for funding government. We calculate cash income by
starting with the state personal income amounts the Bureau of Economic Analysis
generates and subtract the following items:









Employer contributions to pension and insurance plans
Employer payments to the government for Social Security and Medicare
The value of government-sponsored medical benefits (mainly Medicare and
Medicaid)
Imputed interest2
Imputed rent3
The value of Supplemental Nutrition Assistance Program (food stamp) benefits
The value of education and training assistance benefits 4
Government transfers to nonprofit institutions

We then add the following items that people can and do use to pay for government
operating costs (at the state, local, and federal level):





Employee payments to the government for Social Security and Medicare 5
Distributions from IRAs
Pension and annuity benefits
Capital gains

As a way to benchmark and compare states, cash income provides a better estimate of
government claims on the collective income of any state and what that state’s residents
actually have available to pay for government operating costs; while personal income
includes non-cash values that are not intuitively understood as part of “income” – precisely
because they can never be turned into actual cash.
2. On the spending side, we use “units served” as the basis for comparison
To improve state spending comparisons, we replaced simple “per capita” comparisons
with proxy measures that better align government spending with its ultimate users and
beneficiaries. For some spending areas, the beneficiaries or users can be readily identified
2

This is the value of investment income earned on life insurance and the value of services that depository
institutions provide without an explicit charge for doing so.
3
This includes the value of things such as the rental value of owner-occupied housing, the value of farm
products consumed at home by the producers, and pay-in-kind in the form of meals and lodging.
4
Largely federal fellowship payments and interest subsidy on higher education loans, Pell Grants, Job
Corps payments, education exchange payments, and state education assistance payments.
5
Except for one-half of the self-employment taxes, which are essentially a mandatory business expense.
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(such as “number of pupils” for K-12 spending or “1,000 miles of road” for transportation
spending). Other spending areas represent classic “public goods” benefitting society as
whole. In these cases, we use total households in a state as the preferable “economic unit
served” because most of these services benefit households as a whole (for instance, a fire
or police call to a home will benefit everyone in the home at the same time, even if they
are not all present at the time).
For “public welfare” spending, we define the unit served as individuals at or below 150%
of the federal poverty guidelines. There is significant variability in the income eligibility
standards for the safety net programs funded by these spending numbers, however, all of
the eligibility thresholds for major programs on the federal level are between 100% and
200% of the poverty level, so we believe that 150% of poverty represents a reasonable
standard for defining “poor and near-poor”.
3. Comparisons now account for differences in state purchasing power
We adjusted spending to accommodate state-to-state differences in the price of goods
and services. Some states are more (or less) expensive than others, and this filters through
to the costs governments incur in providing public services. To account for these cost
differentials, we modify the spending numbers based on the federal Bureau of Economic
Analysis’ Regional Price Parity data. Making this adjustment provides a better comparison
of the cost structures each state has in providing public services.
We have also made a minor modification to the data on sales and excise taxes to improve
interstate comparability. Most states report the tax on motor vehicle sales as part of their
sales tax. However, seven states – including Minnesota – report that tax separately, and
for those states the Census includes it in the excise taxes instead of the sales taxes. To have
consistent treatment we moved all motor vehicle excise taxes into the sales tax total, 6 which
leaves excise tax totals in this study primarily made up from gasoline, cigarette and alcohol
tax collections.

Key Issues in Interpreting the Findings
Even with these adjustments, the report’s findings should still be interpreted with some
caution. Readers should keep in mind the following.
Separate vs. Combined State and Local Data
The Census Bureau does provide financial information separately for state
governments and for local governments. Although state government-only and local
government-only comparisons are possible, combining state and local data provides the
best measure for making comparisons between states for two reasons.
First, state and local taxes together best reflect the total burden governments impose on
citizens. Second, states differ significantly in allocating responsibility between state and
local governments to provide and pay for government services. For example, according to
Census data Minnesota had the eighth-most state-reliant public education finance system
in the nation in FY 2020, with 64.2% of K-12 funding coming from state government.
6

We were encouraged to make this change by Minnesota Department of Revenue staff. The Department
makes a similar adjustment in preparing its own set of rankings.
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Many other states remain highly dependent on local property taxes for K-12 education, and
nationally only 47% of K-12 funding comes from state governments.
Focusing on state or local tax burdens independently leads to inappropriate and
misleading “apples to oranges” comparisons. States that transfer substantial sums of the
revenue they collect to local governments will overstate state government-only tax
rankings and understate local government-only tax rankings.
Other Considerations
 Tax Importing and Exporting: We cannot account for taxes paid by consumers
(think Mall of America) and nonresident workers (a significant issue in the sevencounty metropolitan area). In both cases, these tax dollars are included in the
Census tax data, but the people paying them are not included in the cash income
totals. To some extent, including these revenues paid by non-residents makes the
governments’ claim on Minnesotans’ cash income seem higher than it actually is.
This misalignment is somewhat mitigated by Minnesota residents paying out-ofstate taxes to other states, but measuring the aggregate effect to include in this study
would be very difficult.
 Interaction with Federal Taxation: Many state and local taxes (income or sales and
property taxes, for example) are deductible from federal taxes. This effectively
exports part of the state-local tax burden to the federal level, although the degree of
this exporting is now greatly reduced due to the 2017 federal Tax Cuts and Jobs
Act. This report does not measure the effect of such exporting.
 Influence of Business Severance Taxes on Rankings: Several states have unusually
high tax and/or spending numbers that affect their rankings, but do not accurately
reflect costs imposed by governments on residents in that state. Alaska is the most
prominent one; while its gas and oil industry generates substantial revenues for the
state, most of those taxes are exported to consumers across the country as part of
the price of gasoline or other petroleum-based products. Other examples include
Wyoming and Montana, which tax their coal industries very heavily, thus shielding
the average taxpayer from the cost of higher than average spending. Consider data
from natural resource-rich states with this in mind.
For more information on our findings and methodology see the Frequently Asked
Questions section at the end of this report.
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Revenues: Summary of Results and Historical Data
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Expenditures: Summary of Results and Historical Data
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Frequently Asked Questions
If this is 2022, why are you looking at 2020 financial data?
It is the most recent data available. The Census Bureau goes to great lengths to
rigorously survey local governments to create as accurate a financial picture as possible.
But the time involved in the data collection and verification process creates a long time lag
– essentially 2 years or so.
The financial information for the state and school districts is for fiscal year 2020, which
ran from July 1, 2019 through June 30, 2020. The financial information for cities, counties,
townships, and other local governments covers calendar year 2019. It’s important to
understand this time lag, since the numbers in this report will not reflect the decisions
elected officials have made over the past 2 to 3 years.
Does this report include every dollar state and local governments collect and spend?
It includes almost all of those dollars. The only things left out are revenues and
spending relating to utilities (water, electric, gas, or transit), liquor stores, and employee
retirement and insurance trust (examples include workers compensation and
unemployment compensation) systems. The basic rule is that if government runs it like a
business, it’s not included in the report.
Importantly, the report does include the contributions governments make to employee
retirement plans.
Why does this report combine state and local finances? Why not look at local
governments separately from the state?
States make different choices about whether state or local governments should provide,
and pay for, various public services. For example, according to Census data 64.2% of the
funding for Minnesota’s K-12 school system comes from the state. Nationally, state
governments provide about 47% of K-12 funding – meaning that in most states the schools
raise a lot more of the money they spend from local sources, rather than depending on the
state. If you looked at local government finances only, you would leave out a lot of school
revenues, especially compared to other states.
What are “General Revenues” and “Direct General Expenditures”?
It’s easiest to think of “general revenues” as the money that supports government’s
day-to-day operations. The things that are not included are liquor stores and other
operations that government accounts for on a business basis (water and sewer or transit
services, for example) and the funding systems for pensions, unemployment, and worker’s
comp and disability benefits.
“Direct general expenditures” leaves all the above-listed items out too, but also
excludes aids state governments pay to cities, counties, schools, and other local
governments. Since these local governments turn around and spend this money
themselves, this practice prevents dollars from being “double-counted” for spending
purposes, which would distort the comparisons.
When other groups publish this information, they show revenues and spending per
person or per $1,000 of personal income. Why don’t you do that too?
As the introduction to this report discusses, we used those measures for many years,
but both of them have their limitations. Per capita comparisons are complicated for many
25
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reasons. Some services – like education – aren’t delivered to the entire population, but
only to a certain group of people. Other services – like transportation – don’t have a strong
relationship between the amount of spending and population size. And other services –
like police and fire protection – are delivered more often to property than individuals.
Measuring spending and revenues relative to personal income is also problematic.
“Personal income” is a statistic that federal economists use to measure economic activity.
It does a very good job of that. But it doesn’t do a good job of telling you how much money
people have to spend. Why not? Because it includes a number of non-cash income streams
– like the value of medical benefits that government provides, the rental value of owneroccupied housing, the value of farm products consumed at home by the producers, and
“payment-in-kind” for things like meals and lodging. Moreover, it doesn’t include capital
gains – the money people make when they sell an asset – or retirement income other than
Social Security.
Why do you adjust the spending numbers for price differences but not the revenue
numbers?
We adjust spending numbers because some states are simply more expensive than
others and a better comparison will account for these cost differentials. For example,
government spending of $1,000 provides more services in Idaho than it will in
Massachusetts.
On the revenue side, since we are comparing collections to cash income, the results
already control for income (and therefore, cost/price) differentials.
“Other Taxes” represents a significant amount of revenue. What kinds of taxes are
included in this category?
“Other Taxes” defies categorization as it is literally made up of a wide variety of tax
differences between all the state and local governments in the U.S. that do not fit in the
areas prescribed by the Census Bureau. Most noteworthy are the states with high levels of
production taxes that sometimes replace another major tax (states such as Alaska, Montana,
North Dakota, West Virginia and Wyoming are all in the top 10). Minnesota’s taconite
production tax would be captured here.
There are likely to be many examples, however, that don’t line up categorically with
taxes in other states. MinnesotaCare Provider Taxes, for example, are included in “Other
Taxes” and may not have a parallel in any other state.
What sources do you use to prepare this report?
We detail our sources on the next page.
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Sources
Government finances: Survey of State and Local Government Finances, U.S. Census
Bureau (various years)
K-12 and higher education enrollment: Current Population Survey – School
Enrollment in the United States, U.S. Census Bureau (various years)
Persons with income at or below 150% of poverty line: Current Population Survey
(customized table), U.S. Census Bureau (various years)
Number of households: American Community Survey, U.S. Census Bureau (various
years)
Regional Price Parity data: U.S. Bureau of Economic Analysis (various years)
Cash Income data: Computed by MCFE using data from U.S. Bureau of Economic
Analysis and Internal Revenue Service (various years)
Road mileage data: Highway Statistics, Federal Highway Administration Office of
Highway Policy Information (various years)
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Definitions of Spending Categories
The Bureau of the Census collects revenue and spending data from state and local
governments on an ongoing basis. The Census Bureau provides definitions for each
spending category in order to provide consistency in reporting, and therefore
comparability, between different jurisdictions. We provide the definitions below that are
most pertinent to the tables in this study as a matter of convenience.
Air Transportation:
facilities.

Construction, maintenance, operation, and support of airport

Corrections: Confinement and correction of adults and minors convicted of offenses
against the law, and pardon, probation, and parole activities.
Education, Total: Includes Elementary and Secondary Education (defined elsewhere),
Higher Education (defined elsewhere), and Other Education. State expenditure for Other
Education includes state educational administration and services, tuition grants,
fellowships, aid to private schools, and special programs.
Elementary and Secondary Education: Payments for instructional, support
services, and other activities of local public schools for kindergarten through high
school programs.
Higher Education: Includes local government degree granting institutions which
provide academic training above grade 12. Agricultural extension services and
experiment stations are classified under Natural Resources and hospitals serving
the public are classified under Hospitals.
Financial Administration: Activities involving finance and taxation. Includes central
agencies for accounting, auditing, and budgeting; the supervision of local government
finances; tax administration; collection, custody, and disbursement of funds;
administration of employee-retirement systems; debt and investment administration; and
the like.
Fire Protection – Fire fighting organizations and auxiliary services; fire inspection and
investigation; support of volunteer fire forces; and other fire prevention activities. Includes
cost of fire fighting facilities, such as fire hydrants and water, furnished by other agencies
of the government.
Health and Hospitals: Comprised of two spending categories:
Health: Outpatient health services, other than hospital care, including: public
health administration; research and education; categorical health programs;
treatment and immunization clinics; nursing; environmental health activities such
as air and water pollution control; ambulance service if provided separately from
fire protection services, and other general public health activities such as mosquito
abatement. School health services provided by health agencies (rather than school
agencies) are included here. Sewage treatment operations are classified under
Sewerage.
Hospitals: Financing, construction, acquisition, maintenance or operation of
hospital facilities; provision of health care; and support of public or private
hospitals.
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Highways: Construction, maintenance, and operation of streets, highways, and other
related structures, including toll highways, bridges, tunnels, ferries, street lighting, and
snow and ice removal. Highway policing and traffic control are classed under Police
Protection.
Housing and Development: Construction and operation of housing and redevelopment
projects, and other activities to promote or aid housing and community development.
Interest earnings – Interest earned on deposits and securities, including amounts for
accrued interest on investment securities sold. However, receipts for accrued interest on
bonds issued are classified as offsets to interest expenditure. Note that interest earnings
shown under general revenue do not include earnings on assets of employee-retirement
systems.
Interest Expenditure (Interest on General Debt): Amounts paid for the use of borrowed
money. Does not include payments of principal. Interest on utility debt is included in Utility
expenditure.
Judicial/Legal: Includes all court and court related activities (except probation and parole
activities which are included in the “Correction” function), court activities of sheriff's
offices, prosecuting attorneys’ and public defenders’ offices, legal departments, and
attorneys providing government-wide legal service. Associated activities include law
libraries, prosecutorial and defendant programs, probate functions, and juries.
Libraries: Provision and support for public library facilities and services.
Natural Resources/Parks: Comprised of two spending categories:
Natural Resources: Conservation, promotion, and development of natural
resources, such as soil, water, forests, minerals, and wildlife. Includes irrigation,
drainage, flood control, forestry and fire protection, soil reclamation, soil and water
conservation, fish and game programs, and agricultural fairs.
Parks and Recreation: Provision and support of recreational and culturalscientific facilities and activities including golf courses, play fields, playgrounds,
public beaches, swimming pools, tennis courts, parks, auditoriums, stadiums, auto
camps, recreation piers, marinas, botanical gardens, galleries, museums, and zoos.
Also includes the building and operation of convention centers and exhibition halls.
Public libraries are included under Libraries.
Other Expenditures: Comprised of several spending categories:
General Expenditure, not otherwise classified (NEC): General expenditure for
purposes and activities not falling within any standard functional category and
unallocated amounts relating to two or more functions.
Other Government Administration: Applies to the legislative and governmentwide administrative agencies of governments. Included here are overall planning
and zoning activities, and central personnel and administrative activities. This
function is not applied to school district or special district governments.
Parking Facilities: Construction, purchase, maintenance, and operation of publicuse parking lots, garages, parking meters, and other distinctive parking facilities on
a commercial basis.
29
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Protective Inspection and Regulation: Regulation of private enterprise for the
protection of the public and inspection of hazardous activities except for major
functions, such as fire prevention, health, natural resources, etc. Distinctive
licensing collection activities are classed under Financial Administration.
Sea and Inland Port Facilities (Water Transport and Terminals):
Construction, maintenance, operation, and support of canals and other waterways,
harbors, docks, wharves, and related marine terminal facilities.
Social Insurance Administration: For state and local governments, this consists
of Employment Security Administration activities, which comprise administration
of unemployment compensation programs and employment offices.
Solid Waste Management: Street cleaning, solid waste collection and disposal,
and provision of sanitary landfills.
Veterans’ Services: Cash bonuses to veterans and other financial grants not
contingent on need, administration of bonus payments, veterans’ information and
guidance services, and other veterans’ services not classified under Public Welfare,
Education, Hospitals, or other functions.
Police Protection: Preservation of law and order and traffic safety. Includes police patrols
and communications, crime prevention activities, detention and custody of persons
awaiting trial, traffic safety, and vehicular inspection.
Public Welfare: Support of and assistance to needy persons contingent upon their need.
Excludes pensions to former employees and other benefits not contingent on need.
Expenditures under this heading include: Cash assistance paid directly to needy persons
under the categorical programs (Old Age Assistance, Temporary Assistance for Needy
Families) and under any other welfare programs; vendor payments made directly to private
purveyors for medical care, burials, and other commodities and services provided under
welfare programs; and provision and operation by the government of welfare institutions.
Other public welfare includes payments to other governments for welfare purposes,
amounts for administration, support of private welfare agencies, and other public welfare
services. Health and hospital services provided directly by the government through its own
hospitals and health agencies, and any payments to other governments for such purposes
are classed under those functional headings rather than here.
Sewerage: Provision of sanitary and storm sewers and sewage disposal facilities and
services, and payments to other governments for such purposes.
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