
To Members o f  the F isca l  D i spa r i t i e s  Committee 
Ci t izens League 

The repor t  o f  the Fiscal  D i spa r i t i e s  Committee has 
mi t ted  t o  the Ci t izens League Board and t o  you. 

As you know, t h i s  has been a complex problem and, on many points,  
there has been sharp disagreement. The enclosed mater ia l  represents 
a d issent ing m inor i t y  repor t  which,i t  i s  hoped, w i l l '  be considered 
by the Board along w i t h  the ma jo r i t y  repor t  next Thursday, March 20 
a t  4:00 P.M. 

I f  you care t o  j o i n  i n  the m inor i t y  repor t  o r  i n  par ts  of the 
m ino r i t y  repor t ,  i t  i s  suggested tha t  your op in ion be made known 
before that  ti-me so that  the Board might consider i t .  

Your w r i t t e n  comnents may be sent t o  the undersigned. 

/SOO-L i ne Bu i 1 d i ng 
507 Marquette Avenue 
Minneapol i s ,  Hi  nnesota 55402 



March 14, 1969 

The Board o f  D i  rec tors  
Ci t izens League 
545 Syndicate Bui ld ing 
Minneapol i s ,  Minnesota 55402 

This w r i t i ng ,  together w i t h  the attached mater ia l ,  presents a d issent ing 
opinion t o  the major i  t y  report  o f  the League's F isca l  D i spa r i t i es  
Committee. 

As of now t h i s  m inor i t y  view i s  on ly  tha t  o f  t h i s  one member though i t  i s  
bel ieved tha t  i t  might have f u r t he r  support o f  o ther  comnittee members if 
some addi t iona l  time were ava i lab le .  It should be noted tha t  the ma jo r i t y  
report  was adopted only l a s t  n igh t  and the few intervening hours have not 
af forded an opportuni ty t o  acquaint a l l  committee members w i t h  t h i s  minor- 
i t y  report .  t t  i s  respec t fu l l y  requested that  the ma jo r i t y  repor t  be 
received but not formal ly  accepted and adopted by the Board u n t i l  o ther  
m ino r i t y  views can be determined. 

The committee's work has been extremely d i f f i c u l t  w i t h  sharp disagreement 
on many po in ts  and, i n  f ac t ,  adoption o f  the ma jo r i t y  repor t  i n  p r i n c i p l e  
was ac tua l l y  defeated i n  committee on a vote previous t o  the adopting vote. 
(At t h i s  po in t  i t  should be said tha t  through the many, long meetings M r .  
Earle Colburn, Chairman, demonstrated utmost fa i rness,  patience and 
f o r t i t u d e  and i s  t o  be commended. Also, M r .  Paul Celge o f  the League s ta f f  
rendered va l i en t  service i n  providing complete reports o f  committee act ions 
and he, also, should be commended.) 

If addi t iona l  time cannot be a l l o t t e d  f o r  a r t i c u l a t i o n  of o ther  m ino r i t y  
view points,  then i t  i s  asked tha t  the attached mater ia l ,  which was 
ac tua l l y  w r i t t e n  on January 6 t h i s  year before the ma jo r i t y  repor t  was 
formulated, together w i t h  addenda attached, be considered as a d issent ing 
minor i t y  repor t  f o r  your consideration. , 

gest S t .  Paul, Minnesota 

RLE: j r 
Enc 1 osu res 



S p e c i f i c  Addenda t o  the M i n o r i t y  Committee Report of the 
F i sca l  D ispar l  t i e s  Committee, C i t i zens  League 

Th is  addenda sets f o r t h  some dissenting views t o  the  s p e c i f i c s  o f  the  
F i sca l  D ispar l  t i e s  h m m i  t t e e  Report. I t  quest ions some major concluslons 
and recommendations and does no t  purpor t  t o  a t t a c k  some, i n d i v i d u a l l y  less  
important bu t ,  cumulat ive ly ,  very important po in ts  i n  the  m a j o r i t y  repor t .  

( 1 )  S u b s t i t u t i o n  o f  u t i  1 i t y  gross earnings taxes f o r  l oca l  p roper ty  taxes - .  

I t  i s  n o t  t r u e  t h a t  the "possessors" o f  t h i s  v a l u a t i o n  rece ive  a bonanza 
o r  a c l e a r  bonus i c  t h a t  l oca l  school a ids  i n  those d i s t r i c t s  (which levy  
most o f  the taxes i n  a community) are sharp ly  reduced and a d d i t i o n a l  school 
a ids  are  thus made a v a i l a b l e  t o  those communities which do n o t  have such 
p l a n t s .  I t i s  - n o t  a case o f  winner take a l l .  Moreover, i n  p r i n c i p l e ,  
u t i l i t i e s  are  n o t  the l e a s t  b i t  d i f f e r e n t  from, say, a Dayton s t o r e  
whose customers (who come from a wide area) ac tua l  l y  pay the taxes l e v i e d  
on Dayton proper ty .  

Homogenization o f  new i n d u s t r i a l  and comnercial v a l u a t i o n  

This recommendation, i f  adopted, would severely harm those communities which 
are  i n  the expensive fo rmat ive  stages and whose development w i l l  be - new 
as opposed t o  those communities which a l ready have t h e i r  i n d u s t r i e s  and 
commercial establ ishments on t h e  tax  r o l l s .  It w i l l  be e s p e c i a l l y  unfavor- 
a b l e  t o  the core c i t i e s  whose o n l y  hope f o r  growth i n  t a x  base i s ,  not  i n  
r e s i d e n t i a l  growth, but  i n  cons t ruc t i on  o f  new i n d u s t r i a l  and commercial 
growth. 

( 3 )  Property taxes are no t  so h igh  as t o  requ i re  new replacement taxes 

The m a j o r i t y  repo r t  and indeed p r a c t i c a l l y  a l l  the d e l i b e r a t i o n s  o f  the 
committee center  around a l leged unresponsive, d i s p a r i t y  and regress ive  
features o f  p roper t y  taxes, and p r a c t i c a l l y  no account was taken o f  the  
t o t a l  tax  mix i nc lud ing  a s teep ly  graduated, q u i t e  h igh  income tax. When 
these f a c t o r s  are  taken i n t o  account, the  t o t a l  present tax  mix i s  q u i t e  
'Iprogressive". Moreover, I t  i s  assumed t h a t  p roper ty  taxes a re  negat ive  
(bad). 

The f a c t  i s  t h a t  su th  taxes are  a way o f  buying se rv i ce  which d i r e c t l y  
p ro tec ts  and enhances the  value of p roper t y  (pol i c e  and f i r e  p ro tec t i on ,  
s t r e e t  maintenance, cour ts ,  zoning, admin i s t ra t  i ve ,  b u i l d i n g  inspect ion) .  
Thus, - value o f  p roper t y  i s  a p a r t i c u l a r l y  appropr ia te  i nc iden t  on which 
taxes can be and should be imposed, 

Contrary t o  the  m a j o r i t y  repo r t ,  t h e  proper ty  t a x  has proven t o  be a t a x  
very  responsive t o  the  money needs o f  the l o c a l  government. 



Property and taxes on property form the on ly  tax base on which loca l  
governments can i den t i f y  and, whatever i t s  f a u l t s  ( less than commonly 
supposed), defense o f  property taxes i s  a defense o f  local  government 
and Minnesota loca l  governments have proven t o  be remarkably e f f e c t i v e  
i n  provid ing f o r  the needs and wants o f  t h e i r  c i t i zens .  

To the extent the property tax  base i n  the metro area i s  homogenized and 
shared by a l l ,  local  governments w i l l  be weakened and t h e i r  a b i l i t y  t o  
make t h e i r  own local  decisions w i l l  have been impaired. 

I t  may wel l  be tha t  the reason f o r  the high leve l  o f  education and 
loca l  pub l i c  serv ice i n  Minnesota and the metro area i s  the very 
competitiveness and "fragmentation" which the ma jo r i t y  repor t  so deplores. 

Strong, independent loca l  governments may be a reason why Minnesota ranks 
so high i n  the nat iona l  scale i n  q u a l i t y  o f  l i f e .  



January 6 ,  1969 

Minnesota Local Government: 

Uniformity of Taxes and Services 
By Robert L, Ehlers, West St. Paul 

1969 finds Minnesotans presented with a host of "solutions" 

to metropolitan and local government "problems". In fact, from the 

clamor of diverse groups repeated numerous times to millions of people 

by the news media, the impression might be gained that local govern- 

ments are completely unable to cope with modern problems. 

It is said that the Twin Cities metropolitan area must be 

recognized as a single economic and social unit. "We must recognize 

. that all metropolitan communities have common interest in the develop- 
ment of the metropolitan area", is the refrain. To accomplish this 

community of interests, the following proposals are urged by various 

people: 

1. The numerous separate governments should be merged into 

one metropolitan government; or, 

2. The present school districts should be merged and run 

by one central authority; or, 

3. All taxes for school and local government purposes 

should be levied uniformly on all taxable property in the 

metropolitan area; or, 

4. Public utilities should be taxed by other than the local 

communities in which their plants happen to be located (i.e. 

gross earnings) and these taxes should be distributed to all 

governments on the basis of need, which leads to - 
5. If taxes on utilities are homogenized, why not share, on 

a "need" basis, all property taxes on shopping centers, 



industrial plants, office buildings? 

6. Along with this, taxes on homes and apartments should be 

reduced or eliminated; or, 

7. In the alternative, taxes on residential property should 

be levied at a uniform rate in the metropolitan area: or, 

8. All taxes for education should be homogenized statewide: 

9. The process of creating new governmental units should be 

reversed, or, in other words, (to reverse the process) 

existing units should be combined; 

10. Bonds for local purposes should be issued by some higher 

central authority or by the State. 

In support of centralization and homogenization of taxation, 

financing, government and service, these arguments are put forth: 

1. Present "fragmented" governments in the metropolitan area 

are not suited to a comprehensive plan of metropolitan 

development: 

2. Relatively independent local governments do not involve 

suburban people in the social and racial problems of the 

core cities; 

3. Suburban residents do not share in the cost of the 

unusual core cities8 problems; 

4. The cost of welfare is an exceptional burden of the core 

cities which should be shared by all taxpayers; 

5. Property taxes are "regressive"; 

6. Taxes on residential property vary substantially from 

community to community, - "fiscal disparity" it is called: 



. .  

7. Because of individual taxing authorities, local govern- 

ments "zone out" low cost housing and over-zone for industrial 

and commercial developments; 

8. Interest costs on local bond issues are too high; 

9, Other metropolitan areas are doing it-merging into 

larger units. 

Actually, this urge toward a homogenized, central financing 

and administration of local affairs comes when other large population 

centers are exploring - decentralization as a way to solve their press- 

ing problems. It is put forth in the face of some respectable, contem- 

porary professional thought that many local governments should be 

smaller. It ignores the fact that alienation of many people from 

society occurs in those societies so large that the individual cannot 

relate. 

Strong local governments characterized by strong financial 

independence and power to solve local problems are a uniquely American 

institution. fn Minnesota, especially, the legislature haso over the 

years, given local governments the legal and financial means to effec- 

tively carry out their purposes. Only in the last few years has the 

progressive development of local "Home Rule" been asserted by and 

granted to Minnesota municipalities. 

Have these diverse local governments performed badly? Are 

they really an anachronism in the modern world or are they a part of 

the successful modern experiment called American democracy? 

How has their stewardship been managed? By adopting central 

administration, are we likely to trade good local government for some- 

thing worse? Does the existence of some common metropolitan problems 

demand a metropolitan solution of - all local problems? 



"Fragmented Government"; What it Has Done 

Allegedly, the numerous governmental units in the Twin Citiess 

Metropolitan area have led to inefficient government, failure to pro- 

vide proper service, non-involvement of suburban residents in core city 

problems, excessive reliance on "regressive" property taxes, "zoning inn 

high value, low service requirement valuations, "zoning out" low value, 

high service requirement increments, "fiscal disparities" in property 

taxation, poor education in some areas, bad metropolitan planning, and 

failure to solve metro problems. Has the case been proved? 

Efficient Government 

It is said that a host of local governments duplicate many 

services which could be provided by a central government. However, 

by and large, local officials in local governments are effectively 

occupied solving local problems, and this function is generally done 

in an efficient manner. Also, local communities have a huge reservoir 

of free, unrewarded, but willing, services in the host of school board 

members, city council members and members of a variety of other local 

boards and commissions. Some local subdivisions are too small; but 
care should be exercised not to "prove" a case for homogenized local 

government by citing the exceptions. 

Provision of Proper Community Services 

It is said that individual communities cannot furnish the 

services their residents need which disregards the great accomplish- 

ments which local governments have achieved. By their own initiative, 

most have provided or are providing adequate sewer and water systems, 

surface drainage facilities, streets, police and fire protection. 

And, without exception, partly because of Minnesota's ingenious School 

Foundation Aid program, metropolitan suburban communities have provided 

excellent education for their youngsters, 
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A number of special authorities and districts created to 

solve special technical problems, of which the Metropolitan Airports 

Commission is an example, have done a marvelous job of providing special 

services to the Metro area. If present arrangements are so deficient, 

how is it that Minnesota ranks second (to California) in the nation in 

quality of living? 

Involvement in Central City Problems 

It is argued that the only way suburban residents can be 

made to become involved, financially, socially, and politically, in 

central city problems is to merge them into one metro unit, 

Then, it is said, the voters, especially those in the suburban areas, 

would gain for all the same quality of education an.d government now 

enjoyed by the outlying communities, This ignores these facts: 

1. Per capita, the central cities have a tax base much 

greater than practically any of the suburbs; 

2, Communication of the communities of interest becomes 

increasingly difficult as community size increases; 

3. Larger cities are finding their governments unable to 

cope with local problems. New York City, for example, is 

finding that it must decentralize its school system within 

its area; Minneapolis is even trying to set up "little" 

city halls; 

4. Planners are telling us that smaller cities are more 

desirable; 

5. Suburban residents -- now are supporting the financing of 

central city governments and services. Taxes are collected 

on every office, on every working place, on every store in 

which they work and do business. 



There is a great doubt that a metro government, with domain 

over some 2 million people and, later, some 4 million people, could 

more effectively communicate central city problems than can Minneapolis 

now with some 460,000 people. Are minority groups more likely to achieve 

success in a smaller population center in whizh they are a larger 

minority than in a large population where their voting strength will 

be diluted? 

Because the central cities have an unusual share of low 

income and aged people and because of the alleged regressivity of the 

property tax, core city voters defeat their financial measures consist- 

ently. 

If this is true, then the future of metropolitan financing 

referendums would also be in great trouble. It has been estimated 

that if all seven county property taxes (1967) had been levied on a 

metropolitan base, Minneapolis' taxes would have gone up about 50 

mills - and this without adding the cost of needed improvements to the 
central city's school system. Noting the close majorities of some 

suburban bond elections, adding the alleged built-in negative vote in 

the central cities, and anticipating the size of bond issues required 

by a metropolitan government, there is great reason to doubt that 

metropolitan progress would continue at its present high level. 

Solution to central citiesP problems would seem to lie in 

their people becoming better-educated to their needs and the availa- 

bility of their own tax resources together with the legislative elimina- 

tion of old, unduly restrictive limitations under which they must operate. 

Referendums on operating cost levies are particularly limiting. 

Welfare Costs: 

The cost of welfare, especially burdensome to the central 



cities and a rising expense of the counties,, is one problem which 

might not be considered -- local and might, properly, be supported entirely 

or substantially by all the state's citizens. Removal of this burden 

plus providing the central cities with the required legal and financing 

machinery would enable them to better cope with other problems. 

Property Tax, ' Gressivity: 
It is claimed that the local property tax is "regressive" in 

that, as a percent of income, it strikes lower income groups the hardest. 

Except for apartment dwellers, the property tax is not as 

regressive as is sometimes thought, especially when the homestead 

classification and the 35% tax reduction (up to $250) and the special 

credit given to homeowners over age 65 are taken into account. Fiscal 

disparities are often proved by citing an example of the various taxes 

paid on an $18,000 (or $20,000) home in the respective suburban comrnun- 

ities; but commonly overlooked is the fact that a higher income tax- 

payer usually pays taxes on a higher priced home. What is more, when 

benefit is given weight, the property tax may be progressive, 

Suppose two cases in the same community: one home with a 

market value of $18,000, a family with four children with $7,000 annual 

income and a property tax rate of 300 mills of which 50 mills is for 

bonds; and another home with a market value of $40,000, a family with 

two children, and an annual income of $20,000, 

Case I: 

Market value 

Full and true value (assume 1/3) 

Assessed value 

Times mill rate (exzept bonds) 

Less 35% 

Tax 



Add tax for bonds ($1800 x 50 mills) 

Total tax 

Divide by income 

Property tax as % of income 

Case 11: 

Market value 

Full and true value (1/3) 

Assessed value 

Times mill rate (except debt service) 

$40,000.00 

$13,333.00 

$ 4,733.00 

x 250.00 

$ 1,183.25 

Less 35% or $250 whichever is smaller -- 250.00 

$ 933.25 

Add debt service for bonds ($4, 733. x 50 mills) 236.65 

Total tax $ 1,169.90 

Divide by income 920,000.00 

Property tax as % of income 5.85% 

In this example, sociologists would say the property tax is 

slightly progressive, but adding some other facts could make the tax 

appear quite "progressive". For example: 

With an assumed annual per student cost of $700, a four- 

child family will have received $33,600 worth of education when the 

fourth child graduates from high school. Assuming 50% of the property 

owner's tax is for schools, he would have paid $2750 school property 

tax in 20 years at the stated tax rate. 

The Case I1 family with two children (assuming they attend 

public schools) would have received $16,800 worth of education and, 

assuming that 50% of the property tax is for schools, he would have 



paid $11,699 school property taxes. If the Case I1 homeowner happens 

to own a business, the tax on it would make the property tax even more 

progressive. 

And if Minnesota's high, steeply graduated income tax (all 

of which goes to education) is figured for the respective homeownerso 

Minnesota's tax & is probably quite progressive. 
Property Tax, Renters: 

In the past, it must have been thought that, by imposing a 

heavy tax on rental dwellings, society would tap the "unconscionable" 

profits of landlords and, for that reason, rental property is assessed 

entirely at 40% of Nfull and true" value. (For homeowners, the first 

$4,000 of "full and truew value [itself about 1/3 of market value] is 

assessed at 25%), In the light of more modern thought, it should be 

clear that this succeeds only in sharply increasing rent, and, in most 

cases, assuming most renters are in the lower income segments, this 

tax is "regressive", 

Property Tax, Fiscal Zoninq: 

Reliance on local property taxes to support local government 

is said to lead to "fiscal" zoning. That is, local governments "zone 

in" high tax base developments and "zone out" those low tax base devel- 

opments which bring in people, especially children. It is said this 

leads to bad planning - wrong things in the wrong place - for "good" 
metropolitan development. Also, it is said, this leads to "zoning out" 

minority and low income populations from the suburbs and that those 

suburbs which have developed with lower cost housing are saddled with 

exceptionally high taxes. There is another side. 

If local communities derived no tax base from commercial and 

industrial developments, who would want them? Would they then be 



"zoned out"? Up to now, it does not appear that fiscal zoning has 

actually led to notable instances of "wrong things in the wrong 

place" 

Those communities which do have a large tax base per capita 

and.per child do have their school aids reduced and those who have a 

low tax base do receive substantially greater foundation school aids 

and, beyond that, distressed school aids. The central cities, even 

now, with their higher tax bases, receive substantially greater pupil 

unit school aids than they would under the valuation formulas which most 

suburban districts use, 

Much of the low cost housing population is transitory, That 

is, people tend to move into larger, more expensive homes as they 

become more affluent. For this reason, it cannot be said categorically 

that residents in low cost housing, low tax base communities are con- 

demned to a lifetime of high taxes and "poor" schools. 

"Zoning out" minorities and low income groups is probably 

not a real fact. Many suburbs have older "low" cost houses available 

which are sold from time to time and probably none say, "if you are 

black or poor, you cannot move here". Rather, the reason many such 

people have not moved out are, first, simply the economics of buying 

any house, even an older, low-priced home, by some persons; second, 

the cost of transportation from suburb to employment; third, lingering 

prejudices; fourth, desire of some people to live among others of 

similar circumstances. "Liberal" zoning and building codes will not 

solve these problems, On the other hand, abandonment of zoning and 

building requirements might well create future slums, 



Property Tax; Fiscal Di~parities: 

It is said that great property tax disparities exist between 

communities because of: 

1. differences in industrial and commercial tax bases; 

2. differences in assessment ratios; 

3. differences in mill rates; 

4. differences in needs and costs; 

4. differences in individual community methods of paying 

for improvements; 

6, presence or absence of revenue pro3ucing enterprises. 

Some disparities cancel out others; for example, a low 

assessment ratio cancels out much of the curse of a high mill rate. 

Electing to pay for capital improvments(or debt service) from property 

taxes will cause a higher tax rate than in another community which 

elects to pay more of it's improvements from special assessments, 

utility revenues or other sources. 

Indeed, the Foundation school Aid Program developed around 

the idea of equalizing taxes for, and the quality of, education, an6 

to a large extent, it has done so though the base cost figure in the 

formula might be, and is, argued every legislative year. 

There - are differences in taxes paid by taxpayers in different 

communities. There always have been; hut it was never thought a 

serious problem until advocacy of a central metropolitan government 

began and the fact that one community's taxes are higher than another's 

has not inhibited construction of local improvements, Those who have 

wanted improvements have approved them and passage of bond issue after 

bond issue proves it. 

Because "fiscal disparities" may be the vehicle on which 

metropolitan taxation and government is to be ridden, it might be 
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asked:  How bad is  t h e  d i s p a r i t i e s  problem? Has it b e e n  proved?  

V a r i o u s  p u b l i s h e d  r e p o r t s  have shown t a x  d i s p a r i t i e s  a p p a r e n t  

from t h e  d i f f e r e n t  m i l l  rates from p l a c e  t o  p l a c e ,  o t h e r  r e p o r t s  show- 

i n g ' d i s p a r i t i e s  caused  by v a r y i n g  a s s e s s m e n t  ra t ios  (which, i f  watched 

c l o s e l y ,  c a n c e l  o u t  t h e  a p p a r e n t  d i s p a r i t i e s  caused by  d i f f e r i n g  m i l l  

r a t e s ) .  O the r  r e p o r t s  show s t i l l  some d i s p a r i t i e s  ( b u t  n o t  so g r e a t )  

even a f t e r  t h e  1967 t a x  r e f o r m  l a w  p r o p e r t y  t a x  c r e d i t s  are c o n s i d e r e d ,  

I t  h a s  been  no ted  t h a t  some d i s p a r i t i e s  c a n c e l  e a c h  o t h e r  o u t .  

I t  shou ld  a l s o  b e  noted  t h a t  t h e  p u b l i s h e d  r e p o r t s  have  compared t h e  

new t a x i n g  d i s t r i c t s  i n  t h e  ex t reme  h i g h  t a x  r ange  w i t h  t h e  few t a x i n g  

d i s t r i c t s  i n  t h e  ex t reme  low t a x  range  t o  a r r i v e  a t  ex t reme  d i s -  

p a r i t i e s .  However, t h e  g r e a t  b u l k  o f  t h e  communit ies  f a l l  i n  a 

r a t h e r  narrow midd le  r a n g e  and,  s t a t i s t i c a l l y ,  " d i s p a r i t i e s "  shou ld  

be f i g u r e d  u p  or down from t h e  median t a x .  When t h i s  is done,  t h e  

d i s p a r i t i e s  become much less s e v e r e .  

Al so ,  many of t h e  f i s c a l  d i s p a r i t y  r e p o r t s  f i g u r e  t h e  t a x  

on an $18,000 o r  $20,000 home which is n o t  a t  a l l  i n d i c a t i v e  o f  t h e  

a c t u a l  t ax  p a i d  by  homeowners on h i g h e r  c o s t  hous ing  i n  t h e  a c t u a l  

communit ies .  N o r  do  t h e  p r o p e r t y  t a x  d i s p a r i t y  s t u d i e s  f i g u r e  any 

o f f s e t  f o r  t h e  s t a t e  income t a x e s  ( f o r  s c h o o l s )  p a i d  b y  homeowners i n  

t h e  r e s p e c t i v e  communit ies  t o  show t h e  whole t a x  mix, 

What i s  more, t h e  d i s p a r i t i e s  a r e  f i g u r e d  f o r  a s i n g l e  y e a r  

(1966 u s u a l l y )  d u r i n g  which i n d i v i d u a l  communities c a n  b e ,  and are, 

h i t  w i t h  u n u s u a l  e x p e n s e s  caused  by  an  i n i t i a l  y e a r o f  bond i s s u e  d e b t  

s e r v i c e  o r  t h e  making u p  of  a  p r e c e d i n g  y e a r P s  d e f i c i t ,  A t r u e  d i s -  

p a r i t i e s  s t u d y  s h o u l d  c o v e r  a  t i m e  p e r i o d  of n o t  less t h a n  f i v e  y e a r s .  



Property Taxes and Local Government 

It is imagined by some that the power to tax and the power 

to govern can be divorced - that substantially the present form of 
local governments might be retained while the taxes to run those 

governments are levied and collected by another agency. Distribution 

of municipal state aid street money, sales tax receipts and school 

aid funds are said to be examples. 

However, it is one thing to receive aid payments to supple- 

ment taxes levied by local governments, but something else for local - 
governments to receive substantially - all their taxes from some other 

taxing authority. Even now, as to various state aids, taxing authori- 

ties distributing funds to local communities - do direct how they will 

be spent. Most surely, if, say, a metro authority (or the state) were 

to levy and collect taxes for municipal or school purposes,that autho- 

rity would have to supervise it's spending. One of the main ideas of 

a single taxing agency is to "equalize" service and taxes within it's 

jurisdiction, - That metro (or state) taxing authority would become the 
local government, 

It is argued by some that local governments ought not have 

to rely on the property tax for their revenues and, to that end, various 

proposals are put forth to substitute various other taxes - metro 
income taxes, wheelage taxes, gross earnings taxes, piggy back sales 

tax, entertainment taxes, hotel and motel taxes and probably others - 
to be distributed to the metro local governments so that they might 

eliminate or reduce property taxes. 



Taxes on property have been attacked for several hundred ' 

years for various alleged weaknesses. However, property, at least 

real property, is a non-transitory, very visible tax base availabie to 

the local community in which it is situated. 

The property tax is, and probably will continue to be, the 

most significant support of local government. Without a tax base of 

it's own, it is difficult to see how any local community can have its 

own government. Total financial dependence on revenues collected by 

some other authority must necessarily submit control of local affairs 

to such other authority. Without power to levy it's own taxes,' it is 

difficult to see how local government could continue in it's present 

form and taxes on property are t.he only taxes available now on which a 

local community can base its identity. 

Property Taxes: Uniformity, Quality of Service: 

It is said by officials and other interested citizens that, 

because of its regressivity and because of fiscal disparities, 

reliance on the property tax should be reduced or eliminqted. And 

so, some of the arguments go, the metropolitan area (maybe the entire 

state school system) ought to have a common tax source, or if the 

property tax is to be used, it ought to be levied on at a uniform 

rate over the entire area. In these ways, it is said, every community 

will have the same level of municipal services and education, 

What is not made clear is whether the quality of service and 

education would be better or worse than now prevails. 

Manifestly, if all taxes, say, for education were levied on 

a common base, whether income taxes, property taxes or other taxes, 

the important reasons for local school districts would be eliminated. 



The whole educational program would. have to be established and admini- 

stered by the central taxing authority in order to assure uniformity 

of education. In other words, if the state (or metropolitan taxing 

authority) were to provide - all the funds for education, that 

higher authority would have to assume all the functions of the present 
local school boards and administrators. No school district could be 

better (or worse) than another. Local citizens' voice on the kind of 

education available to their own children could not be heard. The 

same would be true of other public services supported entirely by 

common tax sources, No community would accept less service than its 

neighbors and none could provide more, 

So, if not by name, adoption of a single tax base taxable at 

a uniform tax rate would require a central government for uniform 

administration of local affairs. Would this uniformity result in 

better or worse education and public service? The performance of other 

large centers of population is not reassuring. 

Homoqenizinq Taxes on Industrial and Commercial Properties: 

It is alleged that the "windfall" taxes to a local community 

favored with, say, an electric generating plant, should be shared with 

those not so favored, In answer, it is said, "if you are to share 

taxes on our power plant, we should also share in the taxes on other 

types of industrial and commercial plants, of which we have little." 

The fact is that, as to school taxes, this is now the case. 

It is exactly what the foundation school aid formula was designed to 

do. Indirectly, but very substantially, more money is made available 

to every school district because state aids to the district with a 

power plant or shopping center or office building or industrial plant 

are substantially reduced. 



Without some t ax  advantage,  t h e  metro  area could  run  i n t o  

ano the r  s e v e r e  problem: Who would want a power p l a n t  or a n  i n d u s t r i a l  

p l a n t ?  

C e n t r a l  Borrowinq: Bonds 

It is  s a i d  t h a t  bonds f o r  l o c a l  purposes  i s sued  by  a metro- 

p o l i t a n  government o r  even by t h e  s ta te  would s ave  s u b s t a n t i a l  i n t e r e s t  

c o s t s .  The r ea son ing  i s  t h a t ,  w i t h  a l a r g e r  t ax  base ,  t h e  bonds o f ,  s a y o  

t h e  s ta te  o r  of  a l a r g e  metro  government would have a b e t t e r  r a t i n g  

and would s e l l  a t  lower i n t e r e s t  rates. 

On November 18, 1968, a v a r i e t y  o f  f e d e r a l l y  guaran teed ,  AAA 

r a t e d  ( h i g h e s t ) ,  tax-exempt bonds, s o l d  f o r  a net i n t e r e s t  rate of  

over  4.82% a t  a t i m e  when t h e  fo l l owing  Minnesota m e t r o p o l i t a n  communi- 

t ies  s o l d  bonds. 

D a t e  (68) Community R a t  i n q  Purpose Amount -- R a t e  - 
11/14 No. S t .  Pau l  Baa Schools  $1,750,000 4,9596 

11/18 Bloomington B a  C i t y  4,545,000 4.84% 

11/18 Ed i n a  A a  C i t y  2,000,000 4.00% 

11/18 Shoreview B a  C i t y  640,000 5,18 

11/25 S t i l l w a t e r  A Schools  4,110,000 4.64 

11/26 Mon t i ce l l o  Baa Schools  765,000 4.72 

The S t a t e  o f  C a l i f o r n i a  sel ls  l a r g e  bond i s s u e s  from t i m e  

t o  t i m e ,  and no twi th s t and ing  a n  A a  r a t i n g ,  i t s  i n t e r e s t  rates approach 

o r  exceed t h o s e  of most Minnesota communities, as do t h e  C i t y  of  Mew York 

i n t e r e s t  r a t e s .  

What happens is t h a t  t h o s e  bond i s s u e s  ( c a l i f o r n i a ,  New York 

Housing A u t h o r i t i e s )  become s o  l a r g e  t h a t  t h e  market  is t e m p o r a r i l y  

g l u t t e d  w i t h  one i s s u e  and t h e  compet i t ion  f o r  t h e  bonds is  s h a r p l y  

reduced.  It could  a l s o  happen, and probably  would, t h a t  t h e  r a t i n g  o f  



the Stateq s bonds (now Aa) would be reduced if it were to issue all 

or most of the bonds required to finance local improvements. 

Were Minnesota to finance all local capital improvements, 

the legislature would be called upon to appropriate or authorize the 

borrowing of over $400 million per biennium (assuming the same level 

of construction). Even though the present legislatures might liberally 

provide this funding, one cannot be assured that future legislatures 

would adequately fund the capital needs of local communities, Along 

with such funding, the legislature would have to establish the neces- 

sary added administration to approve building and construction standards 

and priorities, 

The same difficulty would exist with a seven county metro- 

politan borrowing authority. Forgetting for now the difficulties in 

getting them authorized, the mammoth size of its bond issues could 

well result in interest rates as high or higher than those now paid 

by individual communities. 

Past legislatures have shown great reluctance to allow local 

communities to issue general obligation bonds without voter approval 

and there is no reason to believe that future legislatures will be 

any less reluctant. Viewing the difficulties which the central cities 

have in passing financing elections, considering the difficulty in 

effectively communicating needs and programs to large populations, and 

adding the huge bond issues that would have to be submitted, one 

wonders if a metropolitan government could actually provide necessar) 

facilities in as good a manner as now provided by the "fragmented" 

local governments. 

Other Metro Areas are Merqin~: 

Many sociologists and other students of government view the 



seemingly erratic and overlapping municipal county, school district 
I I L 

and special district boundaries and governments in the metro area 

with alarm. Because it is difficult for them to make sense of it, they 

are often disposed to change it. But the people who live in the many 

communities seem to know who's who, what's what and where's where in 
I I 

their communities. They are able to relate themselyes to their communi- 

ties and their governments and they often do effect changes and improve- 
4 , ;  

ments. In these smaller local communities individuals do count. 

On the other hand, it is in the larger population centers, 

where the individual counts far less, that the United States has 

experienced its big civil eruptions. Thus, the advantages of merging 

into large metropolitan governments are not clear. While a few large 

population centers are combining, others, including Minneapolis, are 

seeking solutions to human problems by decentralization; further frag- 

mentation, if you will. 

Special Districts for Special Purposes: 

While some students of government deplore even the present 

number of special service districts and special authorities, the fact 

is,most have performed very well. And it makes sense, where there is 

a highly technical, boundary transcending problem, to have a special 

authority with power and financial means to act. It probably is a much 

better way to zero in on specific technical problems than to try to 

solve thousands - hundreds of thousands - of local problems with a 
single metro government or statewide tax pool. 

Current metro problems can be fairly readily identified - 
transit, zoos, sewerage, open spaces, welfara to name the most prominent. 

These would appear to be capable of solution by special districts or 



authorities with the financial power to act without disturbing existing, 

functioning governmental structures. 

Rapid transit is a highly technical problem and probably 

demands a special solution by a limited, qualified governing body. 

Sanitary waste problems are even now being solved by the 

creation of a limited nuniber of independent, regional sewer districts 

under the supervisory control of the Minnesota Pollution Control 

Agency. Even much of the parks and open space problem is being solved 

by local community initiative assisted by Federal and State grants. 

In sum mar\^: 

Most of the present local governments have provided and are 

providing solutions to most of their local problems in an admirable 

way. While at first glance it might appear desirable to have unifor- 

mity of taxation in the metro area (and, for education, in the entire 

state), the very independence, diversity and competitiveness deplored 

by some may well be a prime reason why, on the whole, Minnesota 

communities have performed as well as they have - why the quality of 
life in Minnesota ranks so high. 

The metropolitan problems which transcend local boundaries 

are capable of solution by specific remedies without destroying or 

emasculating existing local governments. 


