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NOTE TO THE READER 

This Background Report was prepared to supplement the League's policy report, "A More Rational 
Discussion of Taxes and the Economy." It was prepared by the League's 1978-1979 Tax/Economy 
Committee and approved by the Citizens League Board of Directors on October 31,1979. 

In preparing this background document, the committee relied extensively on several existing studies of 
Minnesota's tax system and the Twin Cities' economy. Of particular importance were the following: 

Hatfield, Rolland F. "Report to Governor's Minnesota Property Tax Study Advisory Committee," Minne- 
sota State Planning Agency, Saint Paul, Minnesota, November, 1970. 

Knaff, Gene. "The Structure of the Twin Cities' Economy: An Input-Output Perspective," Metropolitan 
Council of the Twin Cities Area, Saint Paul, Minnesota, March, 1976. 

Maki, Wibur R et al. "Employment Trends and Projections for Minnesota and Its Substate Development 
Regions," Department of Agricultural and Applied Economics, University of Minnesota, Saint 
Paul, Minnesota, February, 1979. 

Minnesota Tax Study Commission, State of Minnesota, "History of Taxation in Minnesota, Staff Research 
Report #2," Saint Paul, Minnesota, December, 1978. 

Minnesota Tax Study Commission, State of Minnesota, "Staff Progress Report: A Collection of Staff 
Work Papers," Saint Paul, Minnesota, January, 1973. 

State of Minnesota, "Report of the Governor's Minnesota Tax Study Committee," Saint Paul, Minnesota, 
1962. 

State of Minnesota, "Report of the Governor's Minnesota Tax Study Committee," Saint Paul, Minnesota, 
1956. 

Midwest Research Inc., North Star Division, "Manufacturing and Services in Minnesota," Minnetonka, 
Minnesota, 1978. 

"Helping the Metropolitan Economy Change," Citizens League, Minneapolis, MN, 1977. 
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PART I: THE DEVELOPMENT OF MINNESOTA'S TAX SYSTEM 1 

MINNESOTANS PAY A RELATIVELY LARGE from state taxes and charges will increase slightly 
SHARE 62&? TkWR INCOME IN STATE AND 74% ($7.8 billion) while the share from local 
WCAL'raJtEd is expected to decline to about 26% ($2.8 billion). 

Far the bkarlrr ad@ ia June 1979, revenues from stab 
and local taxes and other public charges are expected to b, 
$8.7 billion. 

Together the State of Minnesota and its local governments 
are expected to have collected $8.7 billion during the 
biennium that ended in June, 1979. This includes revenues 
from all state and local taxes as well as revenue from 0 t h  
mandatory charges, excluding workers and unemployme~t 
compensation payments. Also excluded are revenues from 
the federal government. 

$6.3 billion or about 72% of the total came from state 
taxes and charges. The remaining $2.4 billion (28%) wa 
cdkcted by locrl pvcrrawatr. 

For fiscal yeus 1980 and 1981,' totd revenues from taxer 
and charges are projected at $10.6 billion, an increase of 
about 22% over the current biennium. The expected 

The growth in total revenues and the decline in the share 
raised by local governments reflect established t ends. 
Graphs 1 and 2 show that total revenues have been gr wing 
quite rapidly since the early 1960s. The increase ha been 
particularly dramatic since 1972. Similarly, since th early 
1960s, the share of total revenues raised directly b local 
governments has been declining, going from 52% in 1 62 to 
3 1% in 1977. (See Graph 3 .) 1 
By c o r q d o n  witla dLcr ataim, ct.Bs d 
&sorb a relatively large share of 

were by comparison with 

TABLE 1 

STATE AND LOCAL TAX COLLECTIONS RANK 
YEAR PER $1,000 PERSONAL INCOME (1 =HIGHEST) 

SOURCE: FBcts d F W s  on Government Finance, Tax Foundation Inc., NY, NY. 



TOTAL REVENUE FROM STATE ANI) LOCAL 
TAXES AND CIIARGFS 1922-1962' 

T n t a l  revcnuc ' 
lr13r11 i axcs  a n d  
c l t : ~~ges  

3 2 0 0  

2 4 0 0  

T o t a l  r c v e n ~ ~ c  
,,# f r o ~ n  taxes ;IIIII 
' charges ill 

1967  do l lars  

1 6 0 0  

ROO 

,..,..,. Licet~scs a ~ ~ d  .......................................................................... fees o l ~ l y  
1 9 2 2  1 9 3 2  I 9 4 2  1 9 5 2  1 9 6 2  1 9 7 1  1 9 7 7  19R2 

Graph 3 
TAX REVENUE OF LOCAL GOVERNhlENTS AS A 

PERCENT OF TOTAL STATE AND LOCAL TAX REVENUES. 1922-1977' 

Graph 2 
PER CAPITA REVENUE PllOhl STATE AN[) LOCAL 

TAXES ANI) CHAIICES 1922-1976' 
Per cap i ta  
revetiue f r o m  
tartqs atlrl 
licenses a t ~ ( l  
Ce es I 

I 

'SOURCE: Report o i  the Governor's Tax S u ~ d y  Committee. 1951. Tabie I l l .  I : for subsequent years. Report ofrhe S tnr  
Audiror on rhe Revenues. Expendirlrre and Debrs of Srare a~rd Local Govemmenrs in hlinnesoro. 

' ~ o t a l  revenue lncludes all re\.cnue i r om tax sources as well as revenue from spec~al assessments. llcenses and fees. 

'Local property tax revenues are used t o  estlmate total lax revenue ralsed by local governments 

SOURCE: Report o f  the Governor's Tax Study Comm~ttce, 1954. Table Ill. I. for subsequent years. Reporr of rhe ! 
A & m c ~ ~ ~ R n m u r . E ~ . n l D a b n o f S m r r . n l L o a l C o r r m n n n k ~ .  



In the early 1940s, Minnesota stund its 'high tax' status 
with three of its neighbors-Wisconsin, Nath and South 
Dakota. This comparability continued through the early 
1960s. By 1975, however, both of the Dakotas had b r o d t  
their expenditures in line with the other four s tam 
that make up the north central region of the country. (Sa 
Tabk 2.) 

Tax burdens in Minnesota and Wimmrin have, by contrast, 
continued to be higher. The burden in both states has in- 
creased at a relatively constant rate. (See Graph 4A.) Both 
the level of tax burden and the rate at which it is changing 
in Minnesota and Wisconsin are more similar to western and 
eastern states than to the other six north central states. (See 
Graphs 4B and 4C.) 

SOURCES OF TAX REVENUE HAVE 
CHANGED SINCE STATEHOOD. 

Sources of tax revenues have changed, going from a tax 
- - 

system based almost exclusively on property taxes to one 
that now includes income and sales as wen as property 
taxes. 

Between 1858 (statehood) and 1933, property taxes were 
the major sources of revenue for both state and local 
government. A gross earnings tax was added in 1871 and 
an inheritance tax in 1905. Both required constitutional 
amendments. The amendment proposed in 1905 and rati- 
fied in 1906 fundamentally changed the state's system. 

Prior to the ratification of the "wide open" amendment in 
1906, the state's constitution required that all taxes be 
"as nearly equal as may be,"' and that all property be 
assessed uniformly at its market value. The effect of this 
provision was to make unconstitutional all taxes other than 
a general and unclassified property tax and, in lieu of this, 
the gross earnings tax. A graduated inheritance tax, such as 
that passed in 1905, would have been unconstitutional 
without the amendment. The current classified property 
tax system would also have been unconstitutional because 
different classes of property are taxed at different rates. 

TABLE 2 

RANKING OF NORTH CENTRAL STATE (l=HIGHEST) 
STATE AND LOCAL TAXES AS A PERCENT OF PERSONAL INCOME: 

1942,1959,1970,1975,1977* 

1942 1959 1970 1975 1977 

lllinois 40th 46th 29th 23rd 33rd 

Iowa 25th 9th 19th 18th 25th 

Minnesota 9th 7th 10th 6th 7th 

Missouri 42nd 49th 48th 44th 48th 

Nebraska 36th 29th 26th 32nd 18th 

North Dakota 1 st 2nd 4th 34th 30th 

South Dakota 2nd 1 st 7th 28th 23rd 

Wisconsin 7th 6th 2nd 6th 9th 
- - -- - - 

SOURCE: Facts and Figures on Government Finance, Tax Foundation Inc., NY, NY. 



The "wide open" amendment lifted tL W m e n t  I h t  - Food and clothing products. 
taxes be equal. Instead it dd, ' T a m  ld bt uniform 
upon the same class of s u m . . "  - Drugs and medication. 

Even with the "wide open" amendment, the Legislatmn - Cigarettes and gasoline (both taxed through separate 
continued to rely on the property tax. However, with its taxes). 
new authority, the Legislature restructured the tax in 1913 
by adopting a classification system. Initially the classif- - All materials used or consumed in agricultural and indus- 
tion system called for four classes of property. The clasrcs trial production of personal property, including materials 
and the rates of assessment were: used in research, development and design. 

- Class I: Property with iron ore deposits or mines-be - Rolling stock used by railroad and other freight com- 
assessed at 50% of its full market value. panies, including aircraft used for commercial purposes. 

- Class 11: Household goods and personal effects-assesd 
at 25% of market value. 

- Class III: Unplatted real estate, livestock, farm produce; 
inventories and manufacturers tools-assessed at 33-1/38 
of market value. 

- Class IV: All other property-assessed at 40% of full 
market value. 

Since its creation, the classification system has beem 
amended several times (See Appendix A) shows the curreat 
classifications. The first significant changes came in 1933 
when the Legislature created three new classes. In order 
to provide property tax relief for homesteaded property 
and agricultural equipment. 

The 1933 changes also established a precedent for treating 
homesteaded property (i.e., owner occupied residentid 
property) differently from non-homesteaded property 
(including commercial/industial property). Under the new 
system commercial/ industrial property was still assessed at 
40% of full market value. However, homesteaded property 
was to be assessed at 25% of full market value on the fiM 
$4,000 in value and at 40% on all value in excess of $4,009. 

In addition to major changes in the classification systaa, 
the Legislature also added both the personal and corporate 
income taxes to the state's tax system. A graduated struc- 
ture was adopted in both cases. However, in 1937, iLt 
graduated corporate income tax was replaced with a flmt 
rate. Table 3 shows the effect of those new additions to the 
system. Property tax revenues accounted for almost 7 p 0  
of state and local revenues in 1932. In 1966, they were the 
source for about 48% of revenues. 

The last major addition to the tax system came in 1967 
when the Legislature added a 3% general sales tax. The rate 
was increased to 4% in 1971. From the start, a number of 
items have been exempt from the sales tax. Exempt i t em 
include : 

- Grinding equipment used in the production of taconite. 

- Tools and equipment used in agricultural or industrial pro- 
duction which has a useful life of 12 months or less. 

- Textbooks which are used in a course of study in a public 
or private school, college, university, business or trade 
school. 

Table 3 summarizes the effect of the addition of income 
taxes and the sales tax on the distribution by source of 
state and local revenues. 

While we will not present data back to 1922, 
changes similar to those in Minnesota have occurred in the 
tax systems of the other seven north central states. (See 
Table 4.) The property tax has declined as a source of rev- 
seue in all states except South Dakota. Income and sales 
taxes have been introduced to provide additional revenue. 

n e r e  are differences among the north central states in 
1Le degree of change in their tax systems. More so than 
my of the other states, Minnesota has moved away from 
cLe property tax, shifting burden mainly to the personal 
mcome tax and using the sales tax, relatively speaking, 
rparingly. By contrast, lllinois, Missouri, North Dakota, 
md South Dakota collect almoot 2511 d thir t d  
avenues from tLc drr tax. 

BUSlNESB TAXES: INCREASING DOLLAR& 
DECREASING SHARE OF TOTAL COLLEC 
THINS. 

Ylnesota businesses pay more now in taxes than ever, 
h e v e r ,  their share of the total state and local tax bill h a  
&lined slightly since the mid-1950s. 

h 1957, Minnesota businesses paid about $238 million in 
rtrte and l o d  taw, or abert 4046 of dl tax nrmua 



collected in that year. In 1977, b d n c ~ s '  h u e  w r  about 15% of busineus' totd state a d  local tu biH. (b h p h  
$1.14 billion, or about 30% of the total. (See Graph 5.) 6.) 

hsinesses in Minnesota are taxed directly through p r o p e e  
k on non-homestead property, corporate income trr, 
rverance taxes, and sales and 'use' taxes. 

Since the mid-1950s, business taxes in Minnesota have 
i i f t ed  away from property taxes and toward the sales and 

-income taxes. In 1957, property taxes accounted for about 
59% of all state and local taxes paid by business. In 1977, 
property taxes accounted for about 45%. Taxes that were 
originally levied in place of property taxes (i.e., gror 
earnings tax, tax on insurance premiums) have also declined 
as a percent of the whole. In 1957, corporate income tax 
revenues accounted for about 15% of all revenue from 
business. In 1977, 23% of the total came from this source. 
In 1957, them wu no olm u. h 1977, it mmmad for 

CLAS!WXATBON OF WSlWB# 
MIR TAX PURPOSES IS NOT UFmPbRM. 

-ugh the classified property tax, the Legislature br 
b able to distribute and redistribute property tax burdn  
b e e n  different classes of property. 

Rvperty owned by business was taxed the same as % 
&r property until the Legislature adopted a classifid 
lroperty tax. With the classified system, the Legislaturr 
d not only make distinctions between homested 
md non-homestead property but also it could subdivilc 
wnlmmstadpcqsrtyfi~trr~rrprrr. Pa-: 

TABLE 3 

DISTRIBUTION OF STATE AND LOCAL REVENUE: 
1922~1932,1941,1953,1962,1967,1972,1977 

SOURCE OF 
REVENUE 1922 1932  1941 1953  1962  1967 1972 1977 

Real property 
Personal property 
Individual income 
Corporate income* 
Gross earnings 
Iron ore (occupation 

and royalties) 
Motor vehicles 
Sales 
Licenses and fees* 
Other. 
Total 

* Includes Bank excise tax. 
Includes special assessments. 
' Includes taxes on motor vehicle fuels, insurance premiums, alcoholic beverages. 

May not total due to rounding. 

SOURCES: Table 111. 1, Report of the Governor's Minnesota Tax Study Committee, 1956; Table 2.1, Report of the 
Governor's Minnesota Tax Study Committee, 1962; The Minnesota State and Local Tar System, 
Minnesota Department of Revenue, Bulletin # 1, page 55; Minnesota Tax Guide, 1978, Minnesota Depart- 
ment of Revenue, pages 59-60. 



PER CENT DISTRIBUTION OF TAX R-S OT STATE mp LO- WENIMENTS, EIGHT STATES, 1953 and 1975' 
(M m n  ir )I-s) 

General Property 
Tax: 1953 47.9% (2)  

42'1% 161 41.6% 3 
37.8% 7) 59.1% (1 )  36.4% 8 ::::: [:I 38.1% (5)  31.9% 8 

47.9% 12) I 45.6% 37.5% 
1975 46.3% ['I 35.9% 16) 49.5% (2 )  32.1% 171 51.0% 1 )  40.1% 37.6% 

Source o f  ~evenue' Ill ino i s  Wisconsin Minnesota Iowa Missouri Nebraska North Dakota South Dakota 

Ind iv idua l  Income 
Tax: 1953 -- 10.0% (1)  8.4% 2) 4.0% (4)  5.5% (3)  -- -- 

1975 14.6% (6)  26.7% (2)  28.3% 11) 19.8% (3)  15.6% (5 )  -- 

Average U.S. 
8 States3 Average4 
I 

- 

Corporate Income 
Tax: 1953 8.0% (1)  2.9% (2)  .5% 4) .8% 3) .l% (5) 

1975 3.91 (4)  4.7% (3)  6.9% (1 )  3.5% 15) 2.3% (7)  3.01 (6 )  5.3% 12) .6% (8 )  

Inheri tance and G i f t  
Tax: 1953 .9% (3) 1.2% 1) .6% (4)  .I% (7)  6 %  14) 1 6 %  .8% 

1975 .9% (5)  1.4% 131 1.6% '.OX [ 2 j  1 .7% (6)  .2% (8)  1.4% 3) 1 .OX 1 .O% 

2.5% 3.2% 
3.8% 4.9% 

General Sales Tax: 
1953 15.3% (2)  -- - - 13.2% (3) 18.9% (1) 10.6% (5) 11.4% (4)  
1975 23.3% (4)  15.5% (7)  13.6% (8)  15.7% (6)  23.6% (3 )  18.31 (5)  24.7% (2)  26.1% (1)  

Severance Tax: 
1953 -- 
1975 -- 

13.8% 9.7% 
20.1% 21.3% 

Gasoline & Motor Ve- 
h lc les :  1953 12.2% (3)  10.4% (8) 11.9% 6) 14.2% 1 )  11.9% 6) 12.0% 4) 8.1% 

1975 9.4% (6) 7.2% (8)  8.1% 17) 12.3% 14) 11.4% 15) ::::: [:I 12.4% 3 )  9.0% 

Other Fees & Licen- 
ses : 1953 8.3% (8)  12.5% (6)  16.7% 2) 13.8% 5) 10.4% (7)  16.0% (3 )  24.4% 1 )  14.3% (4)  

1975 .6% (7)  .8% (4)  .5% 18) -9% 13) 1.5% (1)  .7% (6)  .8% 14) 1.4% (2 )  

'SOURCE: R e p a r t  of  ths Cowncrrta &uuwtQ h S* C b C i t k a ,  1956, Table 111.9, d Taz Ikatth a f t #  S t a b s ,  The Natfonrl  I n s t i t u t e  o f  
Educatfon, 1978, Table 9. 

14.6% 15.5% 
.9% 1.3% 

Other Taxes: 
1953 15.8% (1 )  10.0% 7) 13.2% (3) 71.8% 8) 14.9% (2)  11.8% (6 )  12.8% (5)  13.2% (3 )  
1975 7.2% (3)  5.6% [6 )  7.9% (2)  4.6% 18) 9.1% (1)  6.0% (5 )  5.3% (7) 6.1% (4)  

2 ~ a t a  includes revenue from fees, service charges, i n t e res t  earnings, and rent. As such, the data i s  no t  d i r e c t l y  comparable w i t h  Table 3. 

12.4% 19.2% 
5.2% 7.9% 

3 ~ f  fewer than 8 states impose a tax, the average represents the average f o r  the number o f  s tates imposing the tax 

41953 share f o r  "Other Fees & Licenses" i s  an estimate. 



STATE AND LOCAL lUWEWfS CE. $1,- m M A L  -, 1942-1975 
PDI TUE WER MIDWEST AND SJWXTEP STATES 

$156 I GRAPH 4A 
Minnesota 
Wisconsin 

Nebraska 
South Dakota 
Iowa 
North Dakota 
Illinois 

Missouri 

- .  
SOUR(Z: Fects ad I;lbwcs on Govmrmmt Finonce, Tax Foundation, h. New York, NY I 



GRAPH 5 

BUSINESS' SHARE OF TOTAL STATE AND LOCAL TAX REVENUES 
lH1,1#2,1%7,1972 AND 1977 

$3.8 Billion 

$.9 Billion 

$.6 Billion 

$1.3 Billion 

$2.2 Billion 

I 70% 1 
Individuals 

!HWRCE: Minnesota Department of Revenue and Table 1-14 in Report to Govtrrsor's Mnrtmta Property Tgr Stm@ 
Advisory Committee, Minnesota State Planning Agency, 1970. 



STATE AND LOCAL TAXES PAID BY BUSINESS 
1957,1962,1967,1972,1977 

$658 Million 

$409 Million 

$3 1 1 million 

$238 Million 

Severence and - 

Other: 11% 
Gross Earnin s 
&Insur.: 114 
Corp. Income Tax. 12% 

Property Tax: 
66% 

Severence and 
Other: 10% 
Gross Earnings 
& Insur.: 12% 
Corporate 
Income Tax: 
17% 

Property Tax: 
61% 

A 

& ~ % ~ ~ 4 k ~ ~ ~  
Gross Earnings 
and Insurance : 
1 0% 

Sales Tax: ' 
13% 

Corporate 
lncome   ax: 
17% 

Property Tax: 
56% 

.- 

5 1 .I36 Billion 
7 

Severence and 
Other: 8% 

Gross Earnings 
and Insurance: 
9% 

Sales Tax: 1 5% 

Corporate 
Income Tax: 
23% 

Property Tax: 
45% 

l-l 1977 

Yhnesota Depntment of Revenue .and TABLE 1 - 13 in Rcport to Co-'s Mhemta Roperfy Tac 
Study Advisory Committee, Minnesota State Planning Agency, 1970. 

' For 1972, it is assumed that 30% of the sales tax was paid by business. Subsequent years reflect the impact of 
specific law changes on this proportion. Includes motor vehicle excise tax. 

* Includes penond income tu receipts from farms md proprietorships. 



- In 1933, a separate class was created for agricultural - In 1979, the Governor proposed reducing the classifica- 
machinery and horses. tion rate for non-homesteaded agricultural property from 

30% to 24%. Members of the Senate and House proposed 
- In 1937, a separate class was established for bank stock. reducing the rate on commercial/industrial property from 

43% to 33-113% on the fust $100,000 value and 43% for 
- In 1941, a class was created including all livestock and all value in excess of $100,000. These proposals were 

agricultural tools. not adopted. 

- In 1945, a special class was created for the products of hticuhrfy m mmt , 4 Llyl 
blast furnaces. also been designed to benefit homesteaded property, tlrt 

k, owner occupied residential and agricultural propew. 
- In 195 1, a new class was created for oil refineries. t b r  example: 

- In 1955, a separate class was created for rural property 
used for growing trees for lumber and wood products. 

- In 1957, a special class was created for parking ramps. 
The classification only applied in cities of the first clasr 
with a population under 450,000 (Duluth and St. Paul). 

- In 1959, the Legislature altered the definition of an 
existing class to include stockpiled iron ore in the same 
class as unmined ore. 

- In 1967, the Legislature altered the definition of the 
class applying to rural land so that the class only in- 
cluded agricultural land and bona fide farmers. 

- In 1973, a separate subclass was created for apartment 
buildings of 5 stories or more. 

- In 1974, oil r e k r i e s  w r e  r e c w l e d  ot 43%. 

- In 1975, the Legislature adopted a "flexible" homestal 
base value. The homestead base value is a specific part d 
the value of an owner occupied residential property. Al 
value up to the base (e.g., the first $17,000 value in 193Y) 
has a classification rate which is lower than that for v a l r  
in excess of it. The 1975 law allowed the base value O 
increase at a rate of $500 for each 3?4% increase in th 
cost of homestead property. 

- In 1977, the Legislature changed the classification rate r 
homestead property from 25% on the first $13,000 v a l r  
and 40% on all value in excess of $13,000 to 22% on th 
first $15,000 value and 36% on all value in excess d 
$15,000 for taxes payable in 1978. For taxes payable m 
1979, the rate would be 20% on the first $17,000 v a l r  
and 33-1 13% on all value in excess of $17,000. 

- The 1979 tax bill further reduced the classificaba r3t, 
o n ~ ~ . g r r k Y I S . )  

TABLE 5 -- 

1979 CHANGES IN THE CLASSIFICATION RATES FOR 
HOMESTEAD PROPERTY 

OLD LAW 1979 TAX BILL 
(TAXES PAYABLE 1980) (TAXES PAYABLE 1980) 

- 

agricultural homestead 
-base: 
-excess: 

non-agricultural homestead 
, -base: 20% 

-excess: 33-113% (1980) 



.a " Most of the changes in classification have shifted property 
tax burden between classes of property. Lowering tlrc 
classification rate for one class has the effect of raising t& 
burden on classes that remain the same. For example, t& 
1951 change with respect to oil refineries provided &t 
their real property would be assessed at 27% of m a w  
value and their personal property at 17% of market v a b .  
For communities with oil refineries, these changes m a t  
that their total tax base was decreased. And, in order to 
raise the same amount of money as before the change h 
classification, a higher mill rate was necessary. The addi- 
tional burden caused by the higher taxes fell on all the com- 
munity's non-oil refinery property. 

The 1970 Report to the Governor's Minnesota Property 
Tax Study Advisory Committee found that the classifia- 
tion system, in effect, exempted two-thirds of the value af 
all property in the state from property taxation. As a result, 
tax rates are roughly twice as high as they would be if tlw 
full market value of taxable property was taxed. (Sr 
T b k  6.) 

The special taxes in lieu of property taxes fall into two 
categories: gross earnings taxes and others. The gross 
earnings taxes are levied as a percent of a company's 
total revenues in Minnesota. The other special taxes vary in 
the way they work. 

From a practical point-of-view, the special taxes are an 
extention of the classification system. Like the classi- 
fication system, they identify specific types of property 
and makes special provisions for its taxation. The major 
difference is that these types of property are treated 
separately in the statutes. 

The gross earnings tax is the oldest and most common tax 
in lieu of property tax. The tax dates back to before state- 
hood. Originally, it was applied only to railroads built on 
land granted to the railroads by the federal government. 
This was changed in 1887 to require that all railroads come 
under the gross earnings tax. In later years, the gross ., jsarnings tax was also applied to insurance, telephone and 
telegraph companies. 

h earlier years, companies paying the gross earnings tax ' 
Some classes of property are subject to special taxes in lia rere  usually exempt from all other forms of state and 
dm**dblmmm-- bcal taxation. However, this is no longer the case. Com- 

- . -- 

TABLE 6 1 
INCREASES IN MINNESOTA STATEWIDE AVERAGE PROPERTY TAX RATE 

RESULTING FROM CLASSIFICATION 

Mill Rate Without Mill Rate Owing To 
Classification Classification 

Year Total Taxes Average * (Col. 4 divided (Col. 5 minus 
of Levy Market Value Taxable Value Levied Mill Rate by Col. 2) Col. 6) 

- 

* All $$$ in millions. Market values for 1957,1962, 1967 and 1972 were estimated by the Citizens League. 

** All mill rates in "new mills". I 

SOURCE: Updated from Table 11-3 in Report to Governor's Minnesota fioperty Tar Study Advisoy Cbmmittee, 
Minnesota State Planning Agency, 1970. 1974 and 1977 data from Minnesota Department of Revenue, 
fioperty Tax Bulletin, # 7, Tables 1 and 7. 



panies now paying the gross earnings tax are subject to all 
other state and local taxes on business except the property ' 
tax. 

The rate varied with the type of company. For example, in 
the late nineteenth century, the rate for telephone and 
telegraph companies was 2% of gross earnings. For rail- 
roads, it was 3% of gross exniqs. In tbe late 193Ck, the 
gross euninp tax rates were as fdm: 

- n i l r d n :  9% 
- freight companies: 7% 
- sleeping car companies: 6% 
- express companies: 9% 
- trust companies: 6% 
- telephone companies: 4% -for companies serving 

communities with less 
than 10,000 

7% -for companies serving 
communities with more 
than 10,000 

- telegraph companies: 7% 

With the exception of the rate for railroad companies, 1 
could be changed directly by the Legislature. Increases L 
the gross earnings tax on railroads have to be ratified by 
the voters. 

Between the late 1930s and 1979, there were no m a j r  
changes in the gross earnings tax. No additional groups af 
businesses were placed under the tax. And, with f a r  
exceptions the rate remained unchanged. At the same 
time, the use of other taxes increased. As a result, the shan 
of state revenue collected through the gross earnings tax 
has declined significantly, going from 6.3% of the total h 
1922 to 2.9% in 1977. (0.c TlYI 3.) 

Looking to the future, the gm earning tu is k l y  to 
continue declining as a source of revenue. The federal 
Railroad Revitalization and Rehabilitation Act of 1976 
prohibits states from taxing railroads in a discriminatory 
fashion relative to other businesses. As a result, the Legis- 
lature is now acting on Legislation that would place the 
operating property of railroads under a statewide property 
tax. 

In addition to the gross earnings tax, the Legislature has, 
over the years, adopted some special taxes in lieu of pro- 
perty taxes. Each one applied to specific types of busi- 
nesses. For example: 

- A 1927 law exempted forest land from the property tax 
except for a $.OS/acre charge. In 1957 a similar provision 
was adopted for tree farms. 

bw provide4 h t  &flight pr~perty 
for tax purposes at 40% of &t v b .  

- Grain was taxed md t r  the Grain Tax Lsn d not under 
the pnerd  prqrrty tax r t i l1971 .  

- The distribution hu for lu@l electric caapfathrn OW- 
side of incorporated areas are separately taxed at a rate 
based on the number of members and not on market 
value. 

. Some types of property are totally exempt from property 
taxes or taxes levied in lieu of property taxes. Historically, 
the property of non-profit and government organizations 
has been exempt. Since 1960, the Legislature has also 
exempted: 

- Household goods (in 1959 the Legislature authorized 
oun ty  boards to exempt personal property). 

I - Uvestoct md -- --'"--- in agriagricuftare (1967). 
I - Tools or inventories of manufacturers (since 1967, manu- 

Bctures could choose one or the other). 

- Inventories, tools, and machinery for all taxpayers (1971). 

- Attached machinery for all property Wqayers (1973). 

i; 
L n r r - ' w t a ! q ) ( $ C *  

r land value (site value) tax. 

m e  property tax can be divided into two parts: a tax on 
Lnd or site value and a tax on improvements. For example, 
for any piece of commercial property, a value can be deter- 
mined for the land and a separate value can be determined 
for the building or any other improvements. With the tra- 
ditional property tax, both values are determined and a 
single tax rate is levied against them. With a land value tax, 
the levy would only be applied against the land value. In 
effect, any jurisdiction using a land value tax would be 

t t fF Ipmpty- .w,  
i o r d c r f i b l t h e ~ ~ t o r a i n t k m l l ~ l l l t o f  
* v e # c r r L r W L r l d ~ ~ ~  
taxed, a higher tax rate would be necessary. (See Table 7.) 

m e  concept of land value taxation is not new. It was used 
r early as the 13th century in Denmark. During the 19th 
mtu ry ,  Henry George, an American journalist, advocated a 
Qr on land values as a replacement for all other forms of 
tuation. Pittsburgh and Scranton, Pennsylvania have had 



forms of land value taxation since 1901. More recently 
Harrisburg started using a form of land value taxation as 
have some communities in Western Canada. Land value 
taxation has been adopted at the national level in both 
Australia and New Zealand. 

- Since the burden of taxation falls on land value more 
heavily, land value tax is more equitable than the tradi- 
tional land/improvement tax. Proponents point out that 
land or site value usually increases as a result of factors 
beyond the control or even without the presence of any 
individual landowner. So, some, if not all, of the benefit 
from increasing land values should accrue to the public 
and not to individual landowners. For example, a de- 
cision to locate a freeway increases the value of the land 
adjacent to the right-of-way. People fortunate enough to 
own the adjacent land benefit substantially. Proponents of 
site value taxation argue that the public should receive for 
public purposes the benefits that it creates rather than 
give most of them to individual landowners. 

- Land value taxation encourages the most efficient use of 
land as the free market dictates. It provides incentive to 
use and maintain sites for their highest value use. It is 
also disincentive for premature or excessive urban sprawl. 

With a site value tax, the landowner's property tax bill is 
not adversely affected by the way the site is developed. 
For example, if one of two adjacent parcels of property 
of the same size is used as a parking lot and the other for 
an office building the tax bills would be the same under 
site value taxation. Under traditional property tax, the 

g lot owner's bill would be substantially lower, and 
since his taxes will increase if he improves his property, 
the traditional property tax acts as a disincentive for 
improvements. A similar situation exists with residential 
property; if a home owner faces higher property taxes 
after making an improvement, he is less likely to make 
it. 

Taxes on land located at the fringe of the metropolitan 
area are likely to decrease under a site value system. By 
comparison with the traditional property tax system, 
there would be less pressure on landowners to develop 
such land prematurely. Furthermore, because of high 
taxes on central city sites, the greatest demand for invest- 
ment crpitd would prokWy be ia Cb csntral city. 

-Unliletlwrnlithd)roprtytrr,OLrlwofrbnl 
value tax cannot be shifted from the landowner to r 
tenant. Theoretically, the rent that a landowner charges 
is hased on the real market value of his property-the 
~ i a ~ u ~ u ~ ~ ~ ~ .  

TABLE 7 . ~ 
TRADITIONAL PROPERTY TAX COMPARED WITH LAND OR SITE VALUE TAXATION 

I 

TAX 
METHOD MARKET VALUES TAX RATES TAXES ASSESSED 

- - -- - 

Overall I 
Land Improv. Total Land Improv. Rate Land Improv. Tot4 

Traditional 
Property Tax $8,000 $20,000 $28,000 3% 3% 

Land Value 
Tax $8,000 $20,000 $28,000 10.5% ---- 

Pittsburgh 
"Graded" 

i 
Property Tax $8,000 $20,000 $28,000 8.7% .7% 3% $699 $141 $84d 

"Minnesota" 
Property Tax $8,000 $20,000 $28,000 3% 3% 3% $240 $600 



If a tax is imposed on the value of his land, then he must 
pay the tax with his own resources because his rent is 
already as high as his land value will allow. With a tradi- 
tional property tax, the tax burden can be shifted onto 
the tenant by increasing the "rent" on the improve- 
ments. 

There are three major arguments in opposition to land value 
taxation: 

- A land value tax will encourage over building. In general, 
the density of development will increase in both commer- 
cial and residential areas. For example, the taxes on lake- 
front property will preclude all development except high- 
rise apartments. Proponents respond by suggesting that 
site value taxation be used only for non-residential prop- 
erty. 

- There are public costs associated with land improvements. 
Based on a "benefits received" principle of taxation, the 
improvements should be taxed. 

- The site or land value cannot be accurately determined 
separately from the improvement value. 

Some advocates of site value taxation recommend that it 
be used in combination with a tax on improvement value. 
For example, h e  1973 report of the Minnesota Tax Study 
Commission recommended that, "Some tax on improve- 
ments should be retained to reflect the cost of public 
services to those improvements. Complete abolition of 
taxation on improvements would encourage over-develop- 
ment."4 Pennsylvania, for example, permits a tax to be 
levied against both land and improvement value. (In Janu- 
ary 1979, the Pittsburgh City Council voted to  increase the 

TABLE 8 

CORPORATION INCOME TAX 
RATES, CREDITS, AND FILING REQUIREMENTS 

SINCE 1933 

Specific Credit 
Normal Additional Total  Against 

Calendar Years Rate  Tax Surtax Rate  Taxable Income 

Tax Table* 
7% 
6 
6 
6 
6 
6 
7.5 
7.5 
8.5 

12 

The filing requirement for a corporation was $5,000 gross income or taxable income of $500. The minimum 
tax for a corporation filing a return was $10 for taxable years beginning on or before December 3 1,1972, and 
$100 for taxable years beginning after that date. 

From 1937 through 1956 there was a property-payroll credit against the tax. 



tax on land value to 115 mills while leaving the tax on im- 
provements at 23 mills. Thus, 83% of the city's overall levy 
is against land value while only 17% is against improvement 
*.) ( b e  T* 7.) 

\ 
@ 

THE STRUCTURES OF THE SF'Al!!?B 4 S &  
PORATE INCOME AND GENERAL SALES 
TAXES SIGNIFICANTLY REDUCE THEIR 
BURDEN ON CERTAIN KINDS OF COMPANIEl 
AND PURCHASES. 

Nominally, Minnesota's corporate income tax is the highes) 
in the country, but because of the way it is structured, 
many businesses do not feel that the tax is onerous. 

The Legislature adopted the corporate income tax in 1933. 
At the same time, it established the personal income tax. 
Initially, the corporate and personal income taxes used t b  
same graduated rates. (The rate ranged from 1% on the first 
$1,000 of net income to 5% on net income in excess oi 
$10,000.) However, starting in 1937, the graduated rata 
on corporate income was replaced with a flat rate. ( S a  
Table 8.) The current rate is 12% on all Minnesota mt 
taxable income. Corporations are required to file a return # 
their gross income exceeds $5,000 or their taxable mt 
iacemePy.'""dP$%tQ. This@--:-'--------bwei3109. 

Exc- the rate dtrrrllkd m TIYI 8,  thcre have 
been five major changes in the state's corporate income 
tax: 

- In 1937, the state adopted a "property-payroll credit," 
all- corporatiom a cnlit of up to 10% b a d  on the 

amount of property and payroll in Minnesota. (The ( 
credit was eliminated in 1957.) I 

- In 1939, the adoption for use by manufacturers in compu- i 
ting their Minnesota taxable income of a weighted three : 
factor formula. 

- In 1953, non-manufacturers were given the option of 
using the weighted three factor formula. I 

- In 1971, corporations were prohibited from deducting I 
federal income taxes paid in computing their Minnesota ! 
taxable income. I 

i 

- In 1973, the basis for determining a sale attributable to I 
Minnesota was changed to a "destination sales" definition. ) 

The "property-payroll" credit allowed corporate taxpayers ~ 
to reduce their tax liability by a fraction equal to one-tenth ( 
of the average of two ratios: i 

- Tangible property in Minnesota to the corporation's total ~ 
tangible property. ! 

- Minnesota payroll to the corporation's total payroll. ~ 
For example, a company with 20% of its property and 40% 
of its payroll in Minnesota would qualify for a credit equal 
to: [(.2+.4)/2] .1=3%. The purpose of the credit was 
to encourage companies to locate facilities in Minnesota. 
The 1956 Report of the Governor's Tax Study Committee 
was critical of the credit because it did not take into con- 
sideration market and other real limits that might prevent a 
company from expanding in Minnesota. The Report 
o b r t ~ t h t i a ~ c a m s i t ~ b e  c for a 

TABLE 9 I ~ 
PERCENT OF CORI'ORATE INCOME SUBJECT TO 

MINNESOTA CORPORATE INCOME TAX USING EQUAL WEIGHTS 
S I  

PERCENT OF ACTlVlTY PERCENT SUBJECT TO MINNESOTA ~ 
FACTORS IN MINNESOTA WEIGHT CORPORATE lNCOME TAX I 
sales 20% 33-1 13% 6.6% I 
property 80% 33-11396 26.4% ~ 
payroll 90% 33-11396 29.7% i ! 

total percent of company's 
income subject to Minnesota tax= 62.7% 

7 



"naticmd'' mrnufacturiq firm to brre more than a s d  
portion of its production in the state. Furthermore, the 
committee felt that the credit was inequitable because it 
resulted in different tax rates for corporations with similar 
Minnesota incomes. The committee recommended that the 
credit be e h h a t d  TLr -hue Y1 no in 1957. 

In 1939, Yirmcsota adoQtad a tiro flctar fmmuls for use 
in determining the portion of a manufacturing corpora- 
tion's income subject to Minnesota corporate income tax. 
The three factors are: 

- Sales in Minnesota as a percent of the company's total 
sales. 

-Payroll in Minnesota as percent of the company's total 
payroll. 

-Property in Minnesota as a percent of the company's 
total property. 

Companies are given an option in weighting the factors: 
They can weight them equally (i.e. 33-113% each). Or, 
they can weight them as follows: 15% for property, 15% 
for payroll, and 70% for sales. For example, assume that a 
company has 20% of its sales, 80% of its property, and 90% 
of its payroll in Minnesota. Table 9 shows the percent of 
the company's income that would be subject to Minnesota's 
corporate income tax using the formula with equal weights 
and with the optional weights. 

In the example, the effect of using the optional weights 
is a substantial reduction (39.5% as opposed to 62.7%) 
in the percent of corporate income subject to the 
Minnesota tax. 

The use of a three factor formula significantly reduces the 
percent of total corporate revenues paid in Minnesota 
corporate tax for many businesses. Using the example in 
Tables 9 and 10, assume that the company in that exam- 
ple has total revenues of $1,000,000. 

- With no formula for separating Minnesota revenue from 
that from outside Minnesota, the tax would be $120,400 
(1 2% X 5 1 ,ooO,000). 

- With the thm factor formuln md equal wi@ts ,  the 
tax would be $75,240 (62.9% X $1,000,000 X 12%) or 
7.5% of toid nra- 

- With tlrc tBsw fdor -a* 
weights, the tax would be $47,400 (39.5% X $1,000,000 
X 12%) or 4.7% of total revenues. 

The optional formula is most beneficial to corporations 
having a large share of their sales outside of Minnesota 
(e.g. corporate headquarters). Like the property-payroll 
credit, it is an incentive for corporations to expand their 
facilities in Minnesota while, at the same time, it encourages 
them to expand their sales outside of Minnesota. 

Originally, the 70%-15%-15% formula could only be used 
by manufacturers. In 1953, non-manufacturers were given 
the same option. However, because Minnesota defined a 
"Minnesota sale" according to where the sale originated, 
the number of companies benefiting from the optional 
formula remained limited. 

In 1973, the Legislature replaced the "origination" defini- 
tion with one based on "destination". Under the old law, 
a sale to an out-of-state customer made through a sales 

TABLE 10 

PERCENT OF CORPORATE INCOME SUBJECT TO 
MINNESOTA CORPORATE INCOME TAX USING OPTIONAL WEIGHTS 

PERCENT OF ACTIVITY PERCENT SUBJECT TO MINNESOTA 
FACTORS IN MINNESOTA WEIGHT CORPORATE INCOME TAX 

sales 20% 70% 14% 
property 80% 15% 12% 
payroll 90% 15% 13.5% 

total percent of company's 
income subject to Minnesota tax' 39.5% 



office in Minnesota had to be counted as part of the corpor- corporate income taxes paid as a percent of total Minnesota 
ation's Minnesota taxable income. Under the new law, only income (i.e. the effective tax rate) would be about 6% 
those sales with a Minnesota destination must be counted. instead of 12%. 

The alternative weighted formula (i.e. the 70%-157~15% 
formula) has been criticized as inequitable. Under the 
formula, companies with equal profits and using equal 
public services can pay different amounts of corporate 
in- tu, &pd&g om ih patkm of glt ales in 
Minnesota. This criticism is similrr to t h t  against 
the property-payroll credit. S a m  comprrier rre more 
limited than others with respect to locating facilities and 
sales territory. As such, they will never benefit from the 
weighted formula. Furthermore, increased use of th 
weighted formula may cause the Legislature to incream 
the corporate income tax rate. Any such increase would In 
felt moot by cumpa& w t  YfiPe b W t e d  f o r d .  

In 1971, the Lcmture elidluted federal deductibility 
from the state's corporate income tax law. As a result, 
companies filing corporate income tax returns in Minnesota 
could no longer use the federal income taxes they paid as a 
deduction. According to former Commissioner of Revenue, 
Arthur Roemer, the 1971 change almost doubled the effec- 
tive rate of Minnesota's corporate income tax. In other 
words, if the state still had federal deductibility, Minnesota 

With the exception of the property-payroll credit, all other 
major changes in the state's corporate income tax have been 
designed to change the size of the "base" for the tax; that 
is, to increase or decrease the portion of a company's total 
hcoras tw u t o I b ~ * s i . c o r c t u . ~  
effect of these changes is not unlike thnt of chmging the 
classification rate on r type of property.) Two chmges, 
the weighted three factor formula and the "destination" 
based definition for sales, reduced the share of corporate 
Lcome subject to the Minnesota tax. The third, eliminating 
federal deductibility, increased the state's corporate income 
tax ha. 

to exclude i n c a r  frg t8c oorpante 
tax base, Mhnesota's corporate income tax burden is 
among the highest in the nation. (See Table 11 and 12.) 

A "due added tax" is an alternative to the corporate 
income tax. 

'The value added tax (VAT) is a levy on the value a busi- 

TABLE 11 I 

1977 CORPORATE INCOME TAX PER $1,000 PERSONAL INCOME, 
MINNESOTA AND SELECTED STATES 

COLLECTlONS PER $1,000 RANK 
STATE PERSONAL INCOME (l=HIGHEST) 

Minnesota $10.53 3rd 
lllinois 4.66 30th 
Iowa 5.13 27th 
Missouri 3.71 43rd 
Nebraska 4.44 35th 
North Dakota 5.80 26th 
South ~ a k o t a  .7 1 46% 
Wisconsin 8.93 7th 
California 10.67 2n d 
Arizona 3.93 40th 
Massachusetts 10.38 4th 
Texas no tax no tax 

SOURCE: Minnesota Taxpayers Association, How Does Minnesota Compare? 



ness f m s  adds to goods and services it purchases from 
other firms. The firm adds this value by handling or proc- 
essing these purchases with its labor force, machinery, 
buildings and capital. Value added is the difference between 
a firm's sales and its purchases during an accounting period 
or, alternatively, the sum of its wages, profits, rent, interest, 
and royalties."5 For example, the value added by an 
computer manufacturer would be the difference between 
the cost of raw materials (including any tools or machinery 
necessary to make computers) and the selling price of the 
company's "finished product." For a computer company, 
the value added per unit of "finished product" is substan- 
tial. By contrast, for a warehouse, the value added per unit 
of "finished product" is quite small. 

The basic difference between the corporate income tax and 
the value added tax is that the former works on an "ability 
to pay" concept while the VAT works on a "benefits re- 
ceived" principle. Businesses only pay corporate income tax 
when they have income. As their income (or ability to pay) 
increases, their tax bill also increases. With a VAT, tax is 
paid regardless of income or profits. The rationale is that 
all businesses, regardless of their profitability, benefit from 
public services. As such, the cost of public services should 
be included in their cost of doing business. 

Supporters of value added taxation usually make their case 
on the following points: 

- As a revenue source, the VAT is more stable than a tax on 
profits (i.e. the corporate income tax.) Revenues do not 
fluctuate as much with changes in the economy because 
the tax base is business activity and not profits or income. 

- The VAT encourages capital investment and efficient use 
of labor. Value added is usually defmed as the sum of a 
company's wages, profits, rent, interest paid, and royalties 
received. As such, companies with high wage bills are 
likely to have higher tax bills. Investment in new plant 
and equipment is not counted in the base for tax pur- 
poses. Companies wishing to minimize their VAT have a 
direct incentive to  reduce labor costs by automating. And, 
when they use labor, the incentive is to use it efficiently. 

- A tax on profits or income ,"...acts as a disincentive to the 
efficient use of resources because efficiency increases 
profits which in turn increase the tax liability ... A related 
argument is that a heavy profits tax could discourage 
capital investment because profits are a major source of 
investment funds. The VAT would reduce the tax on 
profits, thereby freeing more funds for job creating 
capital inve~tment."~ 

Opponents of value added taxation build their case around 
the following arguments: 

Labor intensive businesses are discouraged from develop- 
ing because their tax liability increases. (See Table 13.) A 
state adopting a VAT may loose opportunities for devel- 
oping its service and other labor intensive businesses. 

- Since the tax is not based on "ability to pay," it may dis- 
courage the start-up of new businesses and place an un- 

h v y k r l r a r p r i r t 4 -  \ . 
meVATiri.fLLk.rrly.ydrrlrJIJtruratb 
a sales tax. lhey are applied as a percent of the tax base, 
which, in this case, is roughly equal to the selling price of 
a goods or service. As such, the tax is easily passed onto 
l e  consumer in the form of higher prices. 

?be VAT is used extensively by European countries. Un- 
Ybe the corporate income tax, it is relatively easy for a 
ampany to determine the VAT on each item sold. In fact, 
m y  counties apply the VAT in the same way that we use 

sales tax-as a fmed percent of the price of an item. 
?his makes it easy for the tax to be deducted when an item 
is exported. In Europe, where commerce is more interna- 
tbnal, this deduction gave the countries that were early 
r e r s  of the VAT a competitive advantage over those which 
Ld some other form of corporate tax. However, the early 
wer's advantage has been largely reduced as more and more 
countries have adopted VATS. 

Ychigan is the only state using a VAT. The state first 
dopted a form of VAT in 1953. In 1967, it replaced the 
"business activities tax" (as the VAT was known) with a 

TABLE 12 

MINNESOTA CORPORATE INCOME TAX 
COLLEcllom ISI $1- ?EmmNu nlcom: 

COLLECTIONS PER $1,000 
YEAR PERSONAL INCOME 

SOURCE: Maaoata T u p l y n s  Anoociotion, 
H D w a o a H l w u w t u ~ ?  



conventional corporate income tax. There were two major 
reasons for the change: 

- Michigan was about to adopt a personal income tax. It 
was thought that a corporate income tax was necessary 
to gain labor support for the personal income tax. 

- Small and service businesses were opposed to the VAT. It 
was not based on ability to pay. Businesses, large and 
small, resented the idea of paying taxes in loss years. 

The VAT was reintroduced and enacted in Michigan in 
1975 as the "single business tax." The VAT was designed to 
replace a number of separate business taxes including the 
corporate income tax, property taxes on intangibles rrl 
k m t m b a , r l a I d d i k . d l r .  

TheporitircfierGrrroftkVATrrrrprticulutyper~ 
sive in Michigan. The state had growing budget problem 
due to fluctuating revenues, a continued dependence on th 

auto industry for economic growth and increasing concern 
about the structure of the state's tax system and its effects 
on the overall business climate. With a corporate income 
tax, revenues fluctuated with the rise and fall of the auto 
industry profits. For example, between 1970 and 1971, 
revenues from the state's corporate income tax fell by 
about $1 50 million (44%). In addition, Michigan's share of 
new investment by the auto industry had been declining. A 
VAT might provide some incentive for the auto manufac- 
turers to increase their investment in plant and equipment 
located in Michigan. Finally, the state was being criticized 
regularly because of the number of taxes levied against 
businesses. The VAT was seen as an opportunity to "clean 
up" the tax system. 

htkhigan does not have a "pure" VAT. Small businesses 
n d  labor intensive businesses are eligible for some special 
credits. These adjustments were necessary to make the 
tax acceptable to these business interests. 

TABLE 13 

PERCENTAGE CHANGE IN TAX LIABILITY 
AS A RESULT OF REPLACING THE CORPORATE INCOME TAX 

WITH A VALUE ADDED TAX 

CHANGE IN TAX LIABILITY AS A 
INDUSTRY PERCENTAGE OF INITIAL TAX LIABILITY 

Agriculture 
Transport 
Oil and Gas 
Services 
Construction 
Trade 
Auto Repair 
Rubber Manufacturing 
Miscellaneous Manufacturing 
Printing 
Paper Products 
Machinery Manufacturing 
Finance 
Chemicals 
Automobile Manufacturing 
Communications 
Utilities 

SOURCE: Henry Aaron, Differential Price Effects of  a Value Added Tax, 
National Tax Journal, Vol. XXI, No. 2, June 1968, p. 162-175. 



Minnesota businesses also pay a sales and use tax; however, 
the tax is not of major concern for most companies. 
Business often cites the sales tax as preferable to  other 
types of taxation. 

In 1967, the Legislature enacted a 3% general sales tax. The 
rate was increased to 4% in 1971. By comparison with 
other states, Minnesota was late to institute a sales tax. 
For example, all of our neighboring states except Wisconsin 
and Nebraska had a general sales tax by 1954. (See Table 
4.) 

More resistance to the general sales tax has come from 
consumers than from the business community. Consumer 
opporit i lmhtr~Waatro.1"rult8:  

- The tu is erdly prrrd cm to caarrar. It m y  be levied 
on purchases by business, but a firm can build the tax into 
the fmd price of its product. 

-The tuisnotbmdaa"rLlfitrt~~.~RmycmempIIC 
less of income pays the same rate. Furthermore, upper 
income people have a better chance of avoiding the tax 
by purchasing goods outside of Minnesota. 

Those who favor the general sales tax question the validity 
of each of these concerns. Regarding the first, they agree 
that the tax is added to the cost of finished goods and 
services. But they also point out that the higher prices 
which result may lower demand for the product. As a 
result, business absorbs part of the impact of the tax 
through reduced sales (i.e., demand). As to the second 
argument, they contend that by adjusting the tax rate as 
well as credits and exemptions, the sales tax (or any tax) 
can work, at least to a certain extent, on an ability to pay 
basis. 

The Minnesota sales and use tax has been influenced sig- 
nificantly by the second argument. A number of items 
(including food, clothing and all purchases by "tax 
exempt" organizations) are totally exempt from the tax. 
Others are exempt when they are used for "exempt pur- 
poses." These include: 

- All raw materials used in agricultural or industrial pro- 
duction of personal proper ty... including raw materials 
used in research, development and design. 

- Tangible personal property, except paper or ink products, 
used in producing a publication at intervals of less than 
three months. 

- Rolling stock used by railroads, sleeping car or express 
companies. 

- Equipment used in the production of taconite. 

- Aircraft for which a commercial use permit has been 
issued. 

- All equipment and other materials used in industrial 
and agricultural production having a useful life of less 
than twelve months. 

- Textbooks used in conjunction with a course of study in a 
public or private school. 

- Materials designed to advertise the sale of merchandise or 
services if purchased for the purpose of being transferred 
outdde the states (e.g., commercials). 

- Building materials used in construction or remodeling of 
a residence for disabled veterans. Construction must be 
financed by the United States. 

The exemptions have dramatically reduced the size of 
Minnesota's sales and use tax base. For example, the 
Department of Revenue estimates that the total value of 
all "sales" in Minnesota in 1977 was $44.9 billion. Of 
that, only $12.3 billion (27.3%) was subject to sales 
and use tax. Action taken by the Legislature in 1979 to 
exempt purchases of farm machinery from the sales 
tax will reduce the size of the base by approximately 
$350 million ... to about $1 1.9 billion. 

Since its inception in 1967, revenues from the sales tax 
have grown from approximately $283 million (7.8%) 
of total state and local revenues to about $493 million 
or 14.2% of total state and local revenues in 1977. 

MINNESOTA TAXES MINING SEPARATELY 
FROM ALL OTHER BUSINESS ACTIVITY. 

Like other states, Minnesota taxes mining separately 
from other business activity. 

Separate taxation of minerals stems mainly from the special 
nature of mineral wealth. Mineral wealth is thought of as a 
"gift of nature." The value of which greatly exceeds the 
human costs of mining and processing. In addition, once 
mined, the wealth is lost. On this basis, it is thought that 
there should be some special means for recovering some 
portion of the wealth. This approach to mineral taxation is 
usually referred to as the "natural heritage principle." 

Most mineral taxes are levied by the state as opposed to 
local government. While there may be some special costs to 
persons living near mineral deposits, this the state argues 



does not give them the exclusive right to tax mineral 
deposits. 

Iron mining has been taxed separately since 1881. In that 
year, the Legislature substituted a tax of 16 per ton of 
mined iron ore for the property tax. The favorable rate was 
granted to protect and stimulate what was then an "infant" 
industry in Minnesota. This form of special treatment was 
declared unconstitutional in 1897. 

Since the early 1900s, mining has been subject to four 
major taxes: 

- Property Tax: Between 1897 and 19 13, unmined iron ore 
was taxed at 100% of value, at least in theory. Since 
1913, 50% of the full market value has been subject to  
property taxation. Mineral rights owned separately from 
surface real estate may be taxed separately from surface 
interests. Currently, mineral rights are taxed at an annual 
rate of 256 per acre, with a minimum tax of 106 per 

parcel. 

Some mineral deposits and mining equipment are totally 
exempt from the property tax. The exempt deposits and 
equipment include taconite, semi-taconite, copper-nickel 
ore, and iron sulphides. 

- Occupation Taxes: Anyone engaged in the business of 
mining or producing iron ore or other ores in Minnesota is 
subject to an occupation tax on the value of all ores 
mined or produced. The tax is paid in lieu of corporate 
income tax. The gross tax is currently 15.5% for iron ore, 
1% for copper-nickel ore and 15% for taconite, semi- 
taconite, and iron sulphides. Credits may be applied 
against the gross tax for certain labor expenses, low grade 
research, experimentation, and exploration. 

- Royalty Taxes: The occupation taxes are supplemented 
with taxes on royalties received by landowners for per- 
mission to permit exploration and mining. The royalty 
tax is 15.5% on iron ore royalties, 15% on royalties 
from taconite, semi-taconite, and iron sulphides, and, 
1% on copper-nickel and other ores. 

- Production Taxes: A production tax has been levied on 
processors of taconite, semi-taconite, copper-nickel, and 
iron sulphides. The production tax is paid in lieu of 
property taxes. In 1977, the production tax was set at 
$1.25 per gross ton of merchantable iron ore concentrate. 
The rate is indexed so that it will increase or decrease at 
the same rate as the Wholesale Price Index for steel mill 
products. An additional tax is imposed on ore of particu- 
larly high iron content. 

deposits and production are slightly different from that 
used by other states. Most states tax mineral through a 
severance tax-that is, a tax based on the amount of ore 
that is mined or produced. If there is no production, then 
no tax is paid. Minnesota has two such taxes. These pro- 
duction taxes apply only to the processing of taconite and 
iron sulphides. On the other hand, the state's occupation 
taxes apply to all mineral deposits. 

Unlike some states, Minnesota exempts some mineral 
lands and production facilities from the property tax. 
Currently, the taconite industry is the principle beneficary 
of this exemption. In future years, the copper-nickel 
industry may also benefit. The rationale for the exemption 
is best explained by this 1956 statement: 

"The exemption of taconite processing from the ad valorem 
property tax is a conscious and direct effort to encourage 
the development of this new industry. The property tax 
would be particularly burdensome because this levy is a 
fixed charge against the firm regardless of the current level 
of production or profitability. Taconite operations are 
subject to the occupation tax but no appreciable burden 
is currently involved because no liability is incurred until 
production has begun and a substantial margin over opera- 
ting costs has been achieved."' 

Despite the separate system of taxation and the state's large 
mineral deposits, the severance and royalty taxes accounted 
for only about 2% of total state and local revenues in 1977. 
As a share of the whole, receipts from special mining taxes 
peaked in the early 1950s, reaching just over 5% of total 
state and local revenues. 

Unlike any other business activity, the structure for taxa- 
tion of taconite is set in the state's constitution. 

Special tax consideration for the taconite industry goes 
beyond exemption from the property tax. In 1963, the 
state's constitution was amended such that the structure 
for taxation of taconite and semi-taconite can not be 
changed until 1989. The so-called "taconite amendment" 
provided that existing laws, "...relating to the taxation of 
taconite and semi-taconite, and facilities for the mining, 
production, and benefication thereof shall not be repealed, 
modified or amended, nor shall any laws in conflict there- 
with be valid until November 4, 1989."~ The amendment 
does not prohibit increases in the occupation or royalty 
taxes as long as the increases apply to all other forms of 
mining in the states. The production tax or any other tax 
which is imposed in lieu of property tax is not considered 
(for the purposes of the amendement) to be an occupation 
or royalty tax. As such, it may be increased or decreased or 
even restructured without violating the amendment. 

The special taxes that Minnesota levies against mineral 



DIFFERENCES IN TOTAL TAX BILLS 1L 
TWEEN MINNESOTA AND NEIGHBORIMS 
STATES HAVE BEEN RELATIVELY S M A U  
AND ARE GETTING SMALLER. 

By comparison with other states, a company's Minnescll, 
tax bill is high. This has been the case for at least the Y 
twenty years. 

Table 14 compares the total tax bill for a business located 
in Minnesota with the bill for a similar company located in 
other midwestern states. The table was constructed from 
two different studies the 1956 Report of  the Govemor'r 
Tax Study Commission and a 1975 study by Price Water- 
house for the State of Missouri. ' Both studies compute the 
taxes for a hypothetical manufacturing firm located in e d  
of several states. Index numbers were computed by taking 
the tax bill in each state as a percent of the bill for Minnc- 
sota. 

Because the manufacturing firms used in each study wen 
not "identical," the comparisons should be considered 
qprOxiumte. 

Comparing only state and local taxes, the table illustrates 
two important points: 

- Minnesota's business taxes have been significantly higher 
than those in surrounding states since at least 1954. 
Wisconsin is the only exception. 

- The difference between the business's Minnesota tax bill 
and the bill in the other states has decreased .l.lrtm- 
tially, except in Wisconsin where the disparity bu in- 
creased. 

- - 

When total tax bills are compared, differences are nCr 
d. 

The compuinons for 1954 dmmatidy whea the 
company's total tax bills are compared-that is, w k  
federal taxes are added to the state and local bill. In 1954, 
there was little disparity between total bills. The index 
number for Minnesota was 100. For Wisconsin it was also 
100. For Illinois it was 95. For Iowa it was 97. For 
Missouri it was 95. For Nebraska it was 94. For South 
Dakota it was 95. And, for North Dakota it was 97. (North 
Dakota was deleted from the Table because it was not 
i a ~ l u 4 s d i a t i w P r i c s ~ ~ . )  

The pp in total tax bill8 decreuts be- the cunpanh 
can deduct the state and local taxes they pay from their 

income in computing their federal corporate income 
tax. The greater the state and local tax bill, the greater the 
federal deduction, and the lower the federal income tax 
bill. 

Unfortunately, most recent comparisons of business tax 
bills (including the Price Waterhouse study) do not 
compute and compare "total bills." Instead, they compare 
only state and local taxes. (See Table 14.) 

However, using data from a table developed by the 
Minnesota Business Partnership and the current federal 
corporate income tax brackets and rates, estimates can be 
made of the total tax bill for a hypothetical "average" 
company when it is located in different states. Table 15 
compares the total bill in Minnesota with that in neighbor- 
ing states. C o m p a m  the results in 1978 with 1954 alwnrr 
thet the difftnna m total tax bill8 (at W m &me amn- 
ples) was not that ai@icrnt in 1954 ad rgpenr to be 
even less s@ificmt in 1978. In addition, the comparisons 
h o w  that with the exception of Wisconsin there is less 
difference between the total bill in Minnesota and that for 
each of the other states in 1978. 

h addition to tarr, brrLurr i! d ather 
states face gome additional mandatory puMic charges. For 
example, businesses must make payments for unemploy- 
ment and disability insurance for their employees. 
Minnesota requires that most employers also provide their 
full-time employees with health insurance. While these 
'charges' are not taxes in the traditional sense, they are 
publicly determined costs that every business must pay in 
order to do business in Minnesota. If mandatory public 
charges were included in the total tax bill for our hypothe- 
tical companies, it is likely that the differences between 
Minnesota and neighboring states would increase. The 
magnitude of the increase would depend on which manda- 
tory public charges were included. For example, the 
workers compensation rates in Minnesota are significantly 
higher than those in neighboring states. (See Table 17.) By 
contrast, the employer's contribution for unemployment 
insurance is lower than that for all neighboring states ex- 
cept Nebraska. (See Table 16.) 

N- HAY A t a  It 7Aaew PlQK 
lECTLY THROUGH TAXES PAID DIRECTLY 
BY INDIVIDUALS. 

m e  largest share of state and local revenues is collectd 
h m  individual taxpayers. 

Currently about 70% of all revenue from state a& l o d  



TABLE 14 

COMPARISON OF MAJOR BUSINESS TAXES FOR A HYPOTHETICAL CORPORATION 

LOCATED IN MINNESOTA AND NEIGHBORTNG STATES 

Minnesota Wisconsin Illinois Iowa Missouri Nebraska South Dakota 
Taxes 1954 1974 1954 1974 1954 1974 1954 1974 1954 1974 1954 1974 1954 1974 

Property Taxes as a 
% of Minnesota: 100 100 77 101 50 95 72 90 42 73 46 123 51 138 

State corporate income 
taxes as a % of 
Minnesota: 100 100 359 94 0 54 13 61 5 1 21 0 45 0 -. 
State and federal 
corporate income tax 
as a % of Minnesota 100 100 106 -- 105 -- 102 -- 106 -- 105 -- 105 -- 
Total state, and 
local as a % of 
Minnesota total: 100 100 101 80 47 83 67 76 45 50 42 74 46 89 

Total state, local and 
fJ6nlrrld m 100 100 100 -- 95 -- 97 -- 95 -. 94 -- 95 - 



taxes is paid by individuals. In 1957 they p i d  only 60J6. fmed from one state to another. Table 19 shows the 
(See Table 18 and Graph 5 .) wiance in tax load for family of four at 19 locations. It 

a be substantial. Within any income grouping, tax bills 
Personal taxes are of concern to business because they may Yffer by more than 100%. Looking at the cities by region, 
affect wage rates-especially when an employee is trans- M y  tax bills are generally higher in the north than in the 

TABLE 15 

TOTAL TAX BILL FOR A COMPANY IN MINNESOTA COMPARED WITH 
THE TOTAL BILL IN SEVEN SURROUNDING STATES* 

Minnesota Illinois Iowa Missouri Nebraska North Dakota South Dakota Wisconsin 

Federal Income After 
All Deductions, Except 
State and Local Taxes 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 5,000,000 

State and Local Taxes 
Per $100 Investment . 1.40 1 .SO 1.42 1.15 .9 1 .65 .45 1.23 

State and Local Taxes. 280,000 300,000 284,000 230,000 182,000 130,000 90,000 246,000 

Federal Adjusted 
Income 4,720,000 4,700,000 4,716,000 4,770,000 4,818,000 4,870,000 4,910,000 4,754,000 

Federal Income Tax* 2,151,950 2,142,750 2,150,110 2,174,950 2,197,030 2,220,950 2,239,350 2,167,590 

Total Tax Bill 2,431,950 2,442,750 2,434,110 2,404,950 2,379,030 2,350,950 2,329,350 2,413,590 

Total Tax Bill as a 
Percent of Minnesota 100% 100.4% 100.1% 98.9% 97.8% 96.7% 95.8% 99.2: 

YTotal tax bill includes federal corporate income tax; state corporate income tax and all property taxes. 

qo ta l  investment is assumed to $20,000,000. State and local taxes=(taxes/$lOO investment) (200,000). 

+Federal income tax rates: First $25,000: 17% 
Next $25,000: 20% 
Next $25,000: 30% 
Next $25,000: 40% 
All Income 
Greater Than 
$100,000: 46% 

.SOURCE: The Minnesota Economy: How Does it Compare? Minnesota Business Partnership, March 1979, p. 57. The 
Partnership arrived at this statistic by having 14 companies compute the tax expense for one of their Minne- 
sota manufacturing plants assuming it was "relocated" in each of 25 states. The plants involved covered a 
wide range of product lines. Investment ranged from $1.1 million to $25.6 million. The statistic is a weight 
average. 



TABLE 16 for additional rrpt. Taxes may also foroe q be- 
cauee they require d tupmycn to pay for v i r t d y  all  

1976 UNEMPLOYMENT INSURANCE RATES public rcnio#..wktbr they tLm or mot. If tura ' 
FOR EIGHT MIDWESTERN STATES wen lomd a if tlwn wen mme at all, some families 

would undoubtedly have more disposable income then they 
AVERAGE EMPLOYER now have. And, since families would be purchasing services 1 

STATE CONTRIBUTION RATE (%) individually, there might be more competition and better 
~ o a c a u t r a l ~ ~  I 

Minnesota 
Illinois 
Iowa 
Missouri 
Nebraska 
North Dakota 
South Dakota 
Wisconsin 

U.S. Average 2.6 

SOURCE: Table 537, Statistical Abstracts of the 
United States, 1977 Edition, 
United States Department of 
Commerce, p. 340. 

south. This is particularly true for upper income families 
living in larger cities. For example, using a slightly larger 
sample of cities, the average tax bill for a family of four 
with an income of $50,000 living in a large northem city 
was $4,814 (9.6% of income). The average for large south- 
em cities was $2,199 (4.4% of income). By comparison, the 
same family living in a medium size city would pay an aver- 
age of $4,888 (9.8%) in the north and $3,090 (6.2%) in 
the south. Similar differences are found for small cities; 
however, the differences are slightly more pronounced than 
in the medium sized cities. As incomes decrease the difisr- 
ence in tax bills between north and south also decrea se... 
but for each income group the average bill in the south is 
lower than that for the north. 

Tht p r e d  affect of permad tua cia the c a t  of doing 
buaincrr, L ~~. Ibn trt two lmjor ides  to thc 
debate. One side says that personal taxes have no effect on 
wage rates. Those who take this point-of-view argue that 
the demand for services remains whether they are provided 
by state and local government or purchased directly by 
each individual. Table 20 supports this point-of-view. 
There is considerable difference in the tax bill for eadt 
location. But, there is not as much difference in the total 
family budget between locations. The other side says that 
personal taxes affect wages directly-as taxes go up so do 
wages. Unlike other parts of the family budget, taxes am 
not o p t i d .  k 8 d, tu i.crrrr t e  &mm& 

T h e e f k c t o f t a x a a n ~ a s a y k  
cant for employees being transferred to this community 
from outside of Minnesota. The employee expects to have 
at least as much and perhaps more disposable (or after-tax) 
income after the move. Most will not be entirely satisfied 
by the claim that Minnesota provides more public s e ~ c e s .  
They will still want their after-tax income to be equal or 
higher. 

LInnesota has had a personal income tax since 1933. The 
tax was adopted to supplement the property tax revenues. 
With the depression, a growing number of property ownen 
were unable to pay their taxes. Any increase in the proper- 
t y t a x ~ f d y d k r a , ~ . Y o t , t h t  

TABLE 17 

1977 WORKERS' COMPENSATION RATES 
FOR EIGHT MIDWESTERN STATES 

AVERAGE PREMIUM PER 
STATE $100 PAYROLL 

Minnesota $2.83 
Illinois 2.17 
Iowa 2.72 
Missouri 1.88 
Nebraska 1.40 
North Dakota 1.80 
South Dakota 1.43 
Wisconsin 1.44 
U.S. Average 2.57 

SOURCE: Report to the Minnesota Legislature 
and the Governor, Minnesota 
Worker's Compensation Study 
Commission, St. Paul, MN, 1979, 
p. 165. 



state needed additional revenue. The income tax was cho- 
sen as an alternative source mainly because it could easily 
be structured such that citizens paid on an "ability to pay" 
basis. Persons with no or little income would pay little or 
no personal income tax. By comparison, property t axa  
were computed strictly on the basis of property value. A 
person with no income might have a substantial tax bin. 

The Minnesota Legislature began debating personal i n c o h  
tax proposals in the late 19th century. The Senate enacted 
an income tax in 1891. The House passed a proposal in 
1907. However, the poor performance of the tax in the five 
states which had the tax kept the two houses from reach- 
ing agreement on the need for an income tax. 

The major problem was administration. The states using the 
tax were administering it through local assessors. As a re- 
sult, administrative costs were high and the quality of ad- 
ministration was uneven. In 191 1 Wisconsin introduced an 
income tax that was centrally administered. With its suc- 
cess, several other states enacted income taxes. Eleven 
states had the tax by 1922. Encouraged by Wisconsin's 
success and the impact of the Depression, 18 other state, 
added income taxes between 1929 and 1937, bringing the 
total to 29 states. Between 1937 and 1968, nine more 
states adopted income taxes. Since 1968, there has been 
another wave of support with six states adopting the 
income taxes, bringing the total to 42 states. 

Table 21 shows how the structure of the personal in- 
come tax has changed since its enactment in 1933. Be- 
tween 1937 and 1960, there was very little change in the 
tax. A surtax was added in 1949 and renewed regularly un- 
til 1964. In 1964, the rates were changed permanently 
and the concept of "temporary" increases (via the surtax) 

was dropped. SiPee 1964, hmwer, t)r mtc reb*lalc 
haban wwld tisas. 

With the exception of the addition of brackets for higher 
and very low incomes, the tax brackets used to compute 
personal income tax have not been changed significantly 
since 1937. (See Table 22.) However, until the high infla- 
tion rates of the last decade, the brackets worked as they 
were intended. After a taxpayer's income increased sig- 
nificantly (i.e., $1,000 in 1937), the tax rate on his last 
dollars of income would be greater than the rate on his 
h t  dollars of income before the increase. There was no 
need to overhaul the structure. 

These rates and brackets make Minnesota's personal income 
tax burden one of the highest in the nation. In 1977 per- 
aonal income tax collections per $1,000 of personal income 
were $39.03. The 4th highest in the nation. In 1957 collec- 
tions per $1,000 of personal income were $10.50 ... the fifth 
highest in the nation. Focusing on the eight states in our 
region, we see that five states (including Minnesota) had 
personal income taxes in 1957. Only Wisconsin's collec- 
tion per $1,000 personal income was higher than Minne- 
mta's. In 1977, all of the states except South Dakota had 
personal income taxes. Minnesota's collections per $1,000 
personal income were higher than that in any of the other 
states, except Wisconsin. (See Table 23.) 

Ilinnesota's personal income tax was designed from the 
start to be progressive. That is, the tax rate on the last 
dollars of taxable income was greater than the rate on the 
first dollars of taxable income. With this kind of structure, 
the burden of the tax was greatest for persons with higher 
taxable incomes. For example, in 1954, persons with 
taxable incomes greater than $40,000 accounted for .2% of 

TABLE 18 

PERCENT OF STATE AND LOCAL REVENUES PAID 
DIPECTLY BY INDIVIDUALS 

1 AMOUNT (IX PERCENT OF TOTAL STATE AND 
YEAR BILLIONS) LOCAL TAX REVENUES 



'I' ABLE 19 I 
1977 PER FAMILY STATE AND LOCAL TAX LOAD FOR SELECTED CITIES ~ 

PERCENT PERCENT PERCENT 
TAXES INCOME TAXES INCOME TAXES INCOME TAXES PERCENT INCOME 1 

POPULATION 
OVER 500,000 

Atlanta 
Boston 
Chicago 
Denver 
Houston 
Indianapolis 
Milwaukee 
Pittsburgh 
Phoenix 
Seattle 
San Francisco 

POPULATION 
500,000-200,000 

Birmingham, AL $ 694 9.3% $1,055 * 7.0% $1,668 6.7% $3,000 6.0% 
Des Moines, IA 867 11.6 1,352 9.0 2,194 8.8 4,301 8.6 1 
Minneapolis, MN 475 6.3 1,282 8.6 2,534 10.1 5,688 11.4 
Nashville, TN 563 7.5 782 5.2 1,007 4.0 1,483 3.0 
Omaha, NE 766 10.2 1,315 8.8 1,969 7.9 4,055 8.1 

POPULATION 
UNDER 200,000 

Fargo, ND $ 597 8.0% $ 955 6.4% $1,820 7.3% $3,758 7.5% 
Little Rock, AR 633 8.4 986 6.6 1,640 6.6 3,556 7.1 
Sioux Falls, SD 780 10.4 1,110 7.4 1,472 5.9 2,257 4.5 

AVERAGES I 
62 City Average $ 757 10.1% $1,220 8.1% $1,939 7.8 $3,889 7.8% 
Over 500,000 785 10.5 1,262 8.4 1,963 7.9 3,823 7.7 
200,000-50,000 747 10.0 1,242 8.3 2,025 8.1 4,135 8.3 
Under 200,000 734 9.8 1,147 7.7 1,816 7.3 3,693 7.4 ~ 

i 

SOURCE: Chalzging Times, November 1978, p. 27. All data for 1977. All income from one wage earner. Each family 
owns a standard 1975 Chevrolet that it drives 12,000 miles per year. Each family owns a home, the value is 
consistant with its income .... Taxes include all income, sales, property, and special excise taxes. 62 cities were 
sampled-the resulta for 19 ue included here. 



all income tax returns but 11.5% of the total tax liability. 
Persons with taxable incomes between $15,000 and 
$40,000 accounted for 1.2% of the returns but 21 .l% of 
the tax liability. 

The high inflation rates of the last decade have dramatically 
changed the workings of the personal income tax. Incomes 
have increased so much that more and more people are 
being pushed into higher tax brackets. (See Table 24.) Jn 
1954 about 59% of returns filed were for gross incomes of 
$6,000 or less. In 1967, the share of filers with gross in- 
comes of $6,000 or less decreased slightly to 55%. How- 
ever, in 1977, only 33% of the filers had gross incomes of 

$6,000 or less. In 1954, 1.5% of the filers had gross in- 
comes of between $10,000 and $15,000. In 1967, about 
8% of the filers were in this income range. And, by 1977, 
16% were represented in this range. Not only does the rise 
in income mean that more people are paying at rates that 
were originally designed for people who were considered 
financially well off, but it also means that the income tax 
has become less progressive. Once a person's taxable income 
reaches $15,000 there are only two higher brackets. If the 
current rate of inflation persists, that $15,000 income will 
soon be $20,000, putting a large portion of the state's 
taxpayer in the second highest bracket. 

TABLE 20 

1977 FAIQLY =ATE AND LOCAL TAX MLL COMiARED W!'!?! '?WY'AL F m Y  IWfKXI' 
F a  IdJWUl WTIiaYEDUTE, AND hiSWWt lWBaET FAMUS8 

INTERMEDIATE BUDGET 
LOCATION* LOWER BUDGET FAMILY FAMILY HIGHER BUDGET FAMILY 

Tax Bid as Cost of Living Tax Bill as Cost of Living Tax Bid as Cost of Living 
Percent of as Percent of Percent of as Percent of Percent of as Percent of 
Minneapolis Minneapolis Minneapolis Minneapolis Minneapolis Minneapolis 

Minneapolis 100 100 100 100 100 100 
Atlanta 150 92 87 87 74 86 
Boston 276 110 166 116 126 119 
Chicago 169 103 98 97 71 96 
Denver 15 1 97 84 94 72 93 
Houston 114 9 5 5 7 87 3 7 86 
Indianapolis 181 97 103 94 73 9 1 
Milwaukee 199 101 150 102 130 102 
Pittsburgh 22 1 98 131 93 97 92 
Seattle 128 109 62 97 3 9 94 
San Francisco 125 111 78 104 68 105 
Des Moines 183 97 105 94 87 93 
Nashville 119 90 61 86 40 8 5 

SOURCE: Bureau of Labor Statistics, "Annual Costs of a Lower, Intermediate, and Higher Budget for a Four-Person 
Family, Auturan, 1977," and Times, November, 1978, p. 27. 

C-ofeLctotr l t lprLPLbn#rkradmul i ry ibRt icd&abu#. Ibvarrr , roa l r r ip .crkm 
together using the Bureau of Labor Statistics' data for family bw@cts end the &In from T* 19 for the t u  bill. ( l h p  
in mind tbrt the data L tho T a b  &a w t  isclde any federal taxes. As &,it io not the "total t?r bill.") Table 20 
shows the results, using tAe bu*t rad tu bill for Minneapolis as the bash for campuieon. 

*The Bureau of Labor Statistics does not sample family budgets in all cities. As a result, the sample of cities is mrl l t r  
in this Table than in Table 20. For Des Moines, cost of living was assumed to be equal to the BLS estimate for Cedar 
Rapids. 



TABLE 21 I 

INDIVIDUAL INCOME TAX RATES, CREDITS, AND FILING REQUIREMENTS 
SINCE 1933 

FILING 
CALENDAR NORMAL RATES REQUIREMENTS PERSONAL EXEMPTIONS I 

YEARS LOWEST HIGHEST SURTAX MARRIED SINGLE MARRIED SINGLE DEPENDENT 1 

PERSONAL CREDITS 1 
MARRIED SINGLE DEPENDENT 1 

5% before 
credits 

5% before 
credits 

5% after 
cred~ts 

10% after 
cred~ts 

i 
10% after 

credits 
i 

15% after 
credlts 

* From 1949-1956 there was an annual filing fee of $5.00. I 
** 1961 and 1962 - Minimum tax was computed by a special step based on 1% of adjusted gross income as defined by the 

1961 Legislature. 
i 

1963, 1964, 1965, and 1966 - Minimlull tax compulation base was revised from adjusted gross income to gross income 
by the 1963 Legislature. 

SOURCE: Minnesota Department of Revenue. I ! 



TAX BRACKETS AND RATES FOR MINNESOTA'S 
PERSONAL INCOME TAX 

1937 AND 1979 

1937 TAX RATES TAXABLE INCOME 1979 TAX RATES 

First $1,000 
Next 1,000 
Next 1,000 
Next 1,000 
Next 1,000 
Next 2,000 
Next 2,000 
Next 3,500 
Next 7,500 
More than 20,000 

1% , First $500 
2 , Second 500 
3 I Next 1,000 
4 Next 1,000 
5 I Next 1,000 
6 Next 1,000 
7 Next 2,000 
8 Next 2,000 
9 Next 3,500 

10 Next 7,500 
Next 7,500 
Next 12,500 
More than $40,000 

*The 1979 Legislature eliminated the 7% bracket making the 16% rate apply to 
all income in excess of $27,500. / 

SOURCE: Minnesota Department of Revenue. 

The combined effect of inflation md thc structure of the 
m c m  tax has been twofold. 

-First, the state's revenue from the personal income tax 
has grown faster than the cost of living. For each 1% 
increase in the cost of living, income tax collections haw 
increased at an average rate of 1.3%. Between 1970 and 
1976, real income in Minnesota increased by 19.4%; 
however, personal income tax collections grew by 146%. 

- Second, taxpayers have found that their real incom 
decreases when they receive a pay raise which is equd 
to or slightly greater than the rise in the cost of living. 
The pay raise increases their income. As a result, their 
taxes go up-even though the pay raise may have been 
nothing more than a cost of living adjustment. The p r o  
blem is compounded when, as a result of the raise, (1 

person's income moves into a higher tax bracket. This 
has been fairly common in Minnesota because most of 
the brackets are fairly close together, changing after 
$1,000 or less in many cases. 

Indexing is the solution most frequently suggested for 
the problems described in the previous paragraphs. In- 

1 

TABLE 23 

PERSONAL INCOME TAX COLLECTIONS 
PER $1,000 PERSONAL INCOLLE FOR 

EIGHT MIDWESTERN 
1957 AND 1977 

Minnesota $10.50 $39.03 
Iowa 5.39 24.96 
Illinois 17.13 
Missouri 4.66' 13.67 
Nebraska 18.05 
North Dakota 3.8 1 14.63 
South Dakota 
W~sconsin 14.61 40.58 

*Includes revenue from both corporate and 
personal income tax. 

SOURCE: Tax Foundation, Facts and Figures 
on Government Finance, 10th and 
19th Editions. 



dexing is an adjustment to the structure of a tax designed 
to prevent taxpayers from paying more of their real income 
in taxes unless 1) policy makers consciously decide that 
taxpayers should pay more, or 2) the taxpayer's real in- 
come increases enough to put him into a higher tax bracket. 

The adjustment may be automatic (e.g., done annually) or 
may be done on an ad hoc basis. 

Another approach would be to restructure the tax. For 
example, a whole new set of brackets and/or rates could 
be adopted from time-to-time. 

Those who favor indexing generally do so for one or all 
of the following reasons: 

- An indexed system is fairer. Taxpayers will not pay mom 
in taxes unless their real income (which reflects their 
standard of living) has increased. 

- Indexing will require policy makers to take direct a c t i a  
if they wish to collect additional revenues. 

- Indexing could help to slow down the overall rate of 
inflation. The loss of real income that may result from a 
salary increase encourages employees to demand larger 
wage increases and this fuels inflation. 

- Indexing will help to preserve the progressivity of our 
income tax. Without it, most taxpayers will end up in 
the highest brackets. 

Rrsons opposed to indexing argue the following: 

- Indexing will, according to G. William Miller, former 
Chairman of the Federal Reserve Board, "create a psy- 
chological climate in which there would be little incen- 
tive to combat the causes of inflation. Indexing would 
remove much of the pain of inflation and thereby reduce 
the pressure on political leaders to deal with it.'' Ba- 
sically, indexing treats the symptoms but not the causes 
of inflation. 

-An indexed lax worY h i t  h i W i t y  wi* r t  to 
fiscal policy. If the tax is not indexed, then the public is 

. -- 
TABLE 24 

DISTRIBUTION OF PERSONAL INCOME TAX RETURNS 
AND TAX LIABILITY BY INCOME: 1954 ,1967 ,1977  

SOURCE: Report of the Governor's Tar Study Commission, 1956, page 276 and The Minnesota Individual Income Tar, 
1967 and 1977. 

GROSS INCOME 
OF FILERS 

@$6,000 
6,0001-10,000 
10,001-15,000 
15,001 -20,000 
20,OO 1-30,000 
30,OO 1-40,000 
40,000 or More 

No-Tax Returns 

Total 
b 

1977 

PERCENT OF 
FILERS 

33.2 
16.6 
15.5 
9.8 
6.7 
1.4 
1.4 

15.4 

100% 

1967 

PERCENT OF 
TAX LIABILITY 

5.0 
11.8 
20.2 
19.7 
20.7 

6.9 
15.7 

------ 

100% 

PERCENT OF 
FILERS 

54.8 
24.2 

7.7 
1.6 
1 .O 
.4 
.5 

9.7 

1 00% 

1954 

PERCENT OF 
TAX LIABILITY 

15.4 
3 1.7 
20.0 

7.7 
7.9 
4.9 

12.4 

------- 

100% 

PERCENT OF 
FILERS 

58.9 
8.2 
1.5 

1.2 

.2 

29.9 

100% 

PERCENT OF 
TAX LIABILITY 

35.9 
20.8 
10.6 

21.1 

11.5 

------ 

100% 



protected against unexpected revenue shortfalls. Sur- 
pluses should be taken care of through permanent tax 
reductions as conditions permit. 

- While indexing will lower state personal income tax 
payments, it could increase the amount that Minnesotans 
pay in federal income tax because they will have less in 
state taxes to deduct in computing the federal tax. No 
one knows if the additional federal income tax that 
Minnesotans pay will be spent in the state. 

- To index each indidmd'u bmbb income relative to the 
rate of inflation. 

- To mbx corhh elrranto of the income tu (e.g., thc 
rates, the brackets, the credits, or the debetions). 

If the individual incomes were indexed, then they would be 
adjusted either up or down by the rate of change in the 
consumer price index. This adjustment would be done as a 
step in completing the Minnesota personal income tax 
form. For example, if a person's Minnesota Adjusted Gross 
Income for 1978 was $12,500 and if he received a 10% 
raised in 1979, then his income would be $13,750. If the 
inflation rate during 1979 is 9%, then his real income would 
have only increased by 1%, going from $12,500 to $12,625. 
A line could be added to the current tax form, instructing 
taxpayers to make this adjustment and to compute their 
tax on the basis of $1 2,625 instead of $13,750. 

If elements of the tax were indexed, an adjustment similar 
to the one above would have to be carried out. The follow- 
i q e l r m m t r c a U k ~  

- Either the ratw or the bncfatl. D d q  bdh would a- 
mount to an overadjustment. Most people appear to pre- 
fer adjusting the brackets. They argue that changing the 
rates on a regular basis would ultimately take the progres- 
sivity out of the tax because as inflation continued, more 
and more taxpayers would end up in the higher brackets. 

- i n & x t b e a r l i t s r l / a t L c ~ . ~ o c l l d b s  
dcme r e g d b  of whether the W b  or inehidorl in- 
comes are also indexed. 

It would be possible to index both brackets and incomes. 
However, this would do more than the stated objective of 
indexing. 

Table 25 shows the effect of indexing on the person- 
al income tax bills, using different methods. The table 
is based on the following assumptions: 

- Family of four, one wage earner, filing a joint return. 
- Family of four, one wage earner 
- No change in real income between 1978 and 1979. 

- A 10% rate of inflation during 1979-the incomes of 
both families going up by this rate. 

- 1978 taxes: Family 1, $866 or 6.9% of the family's 
$12,500 Minnesota Adjusted Gross Income. 

Family 2, $2,714 or 10.4% of the family's 
$26,000 Minnesota Adjusted Gross Income. 

- Family 1 is assumed to take the standard deduction. 
Family 2 itemizes and has deductions roughly equal to 
10% of its Minnesota Adjusted Gross Income. 

As Tabk 25 shows, the 1979 Legislature adopted an in- 
dexing plan requiring that tax brackets, be adjusted annual- 
ly by 85% of rate of change in the consumer price index 
for the Minneapolis-St. Paul metropolitan area. If we 
assume that the consumer price index will rise by 10% 
during 1979, then the tax brackets would expand by 
8.5%. For example, the first bracket would apply to the 
first $543 of taxable income instead of the first $500 of 
taxable income. A similar procedure will be applied to the 
standard deduction, personal credits, and low income 
credit starting in 1981. However, instead of indexing at a 
rate of 85% of the CPI, they will be indexed at 10W0. In 
other words, they will be adjusted for the full effect of 
inflation. 

In addition to  indexing, the 1979 Legislature also made the 
following major changes in the personal income tax: 

- The personal credits were increased to $55 in 1979, and 
to $60 in 1980. Starting in 1981, the credits will be ad- 
justed by the rate of change in the Minneapolis-St. Paul 
CPI. 

- The maximum standard deduction was increased from 
10% of income, maximum $1,000, to 20% of income, 
maximum $2,000. Starting in 1981, the deduction will 
be adjusted annually by the rate of change in the Minne- 
apolis8t. Paul CPI. 

- The low-income credit was increased to allow a poor 
family to earn up to $10,000 without paying income 
taxes. Starting in 198 1, the credit will be adjusted by the 
rate of change in the Twin Cities CPI. 

- The 17% tax bracket was eliminated, making 16% the 
highest rate. 



s d n r y r ( u p p t y ~ p r n L -  v i d u r b l o w , b y c ~ w i t h ~ i n a r n y o t L r  
tively modest for most individuals. states, quite tolerable from the point-of-view of most citi- 

zens. Part of the reason for acceptance of the sales tax may 
The combination of a relatively low rate on a large number also be the way in which i t  is paid. Unlike other major tax- 
of exempt sales makes the amount of sales tax paid by indi- es, the sales tax is paid in relatively small increments, so 

TABLE 25 

COMPARISON OF DIFFERENT METHODS OF INDEXING 

1979 PERSONAL INCOME TAX (% OF REAL INCOME) 
METHOD OF INDEXING FAhiILY 1 FAMILY 2 

NO INDEXING (NO CHANGE FROM 
CURRENT TAX STRUCTURE 

INDEXING INCOMES ONLY 

INDEXING BRACKETS ONLY* 

INDEXING CREDITS AND 
DEDUCTIONS ONLY 

INDEXING BRACKETS AND 
CREDITS/DEDUCTIONS 

lNDEXING BRACKETS, INCOMES, 
CREDITS/DEDUCTIONS 

1978 PERSONAL INCOME 
TAX BILL 

1979 TAX BILL AS PASSED 
BY THE LEGISLATURE. 

*Proposed in House Tax Bill. Initially, brackets would be expanded by 19% ... during subsequent years by the 
rate of increase in the consumer price index. 

.Proposed in the Senate Tax Bill. 

.Brackets indexed by 85% of the rate of inflation. Personal credits increased to $55 and standard deduction 
to be 20% of income up to $2,000. 

m e  first assumes that by itemizing, the taxpayers was able to take deductions totaling 20% of his Minne- 
sota Adjusted Gross Income. In the second deductions wel-e only 10% of the adjusted gross income. 



small that taxpayers may not even notice it. Furthermore, 
because the tax is based on consumption, taxpayers may, if 
they wish, exercise some control over the amount of tax 
they pay by changing their consumption habits. 

Action by the Legislature since 1967 has been fairly suc- 
cessful in controlling increases in the residential property 
tax burden. In 1968, the residential tax burden was $15.07 
per $1,000 personal income." In 1975, the burden was 
about $17.55 per $1,000 of personal income.'' The burden 
increased by about 16.5% while the overall cost of living 
increased by about 54%. 

The distribution of net homestead property taxes (i.e. 
property taxes on owner occupied residential property less 
the homestead credit) for 1978 shows that residential 
property taxes may be more modest than is commonly 
believed. In 1978, 30.9% of the state's homesteads had net 
property tax bills of $214 or less. 21.9% of the homesteads 
had bills between $214 and $397.47.2% of the homesteads 
had bills greater than $397. Most of the bills greater than 
$397 were in the Twin Cities metropolitan area. (See 
Appendix B.) More detailed data for Minneapolis and 
St. Paul shows the following: 

In other words, in two of the state's communities with 
higher property tax rates, approximately half of the home- 
steads had net property tax bills of less than $500. These 
calculations do not include the additional income adjusted 
property tax rebate that homeowners (and renters) may 
receive. The so-called circuit breaker program provides 
additional property tax relief based on a person's income 
and his property tax bill. 

More so than most other states, Minnesota's system for 
taxing individuals works on an ability to  pay basis. 

A recent study13 comparing state and local taxes in 62 
cities came to the following conclusion: "...the figures 
suggest a general tendency toward a state and local tax 
system that is regressive-this is, the ratio of taxes paid to 
income varies inversely with ability to pay. The figures 
show that taxes as a percentage of family income are lower 
in the top three income brackets ...than in the lowest in- 
come bracket."14 Of the 62 cities sampled, state and local 
taxes in Minneapolis were among the most progressive. 
That is, as a family's income increases, the percent paid in 
tax@ dm m-. (%w Gngi 7.) 

GRAM 7 

DISTRIBUTION OF MAJOR STATE-LOCAL TAX BURDENS RELATIVE TO FAMILY 
INCOME SIZE; COMPARISONS FOR LARGEST ClTY OF EACH STATE, 1976 

(TAX BURDENS AS PERCENTAGE OF INCOME) 

Minnesota 

Iowa 

Nebraska 
Missouri 
North Dakota 

Illinois 

South Dakota 



PAUTH: TY66WVfiU)PYEWTff TBETWENCWWWBOOWQYY 

THERE IS EMDEWCE THAT MASOR CHANGES 
ARE NOW OCCURRING JN THE TWIN CITIES' 
ECONOMY. 

Once almost exclusively a center for processing raw mobis- 
ials and trade, the principal private functions of the Tak 
Cities' economy have become: The distribution of go* 
services and information; high technology m a n u f a c m ;  
- '  

Tabk 26 dercribes Twin Cities employment rccordina to 
the function performed by local employees. For our pur- 
poses this is more useful than a breakdown of employment 
by industry (e.g., construction; government; trade; services; 
finance, insurance, and real estate; transportation, com- 
munications, and utilities; manufacturing). A breakdown 
by function shows what Twin Citians "do for a living." By 
contrast, the breakdown by industry describes the goods 
md services produced by companies which employ Twin 
Citians. While work done in the Twin Cities may contribute 
to producing these products, it does not necessarily Is- 
scribe the role that local workers play in the process. (Ap 
pmdix C provides' a breakdown of employment by occupr- 
tion. This kind of breakdown also shows the role that Twin 
Cities' workers are playing in producing the final products 
of their employers.) 

As Table 26 shows, since at least the early 1950's, private 
economic growth in the Twin Cities has come primarily 
from the service producing functions. The services and 
hanoe, insurance, and real estate industry groups have 
gown from 18% of total Twin Cities employment to 26% 
md  employment in non-production manufacturing j o b  
(i.~., those persons engaged in sales, legal, management, 
technical or clerical work) has grown from 9% to 10% d 
total employment. At the same time, employment in p m  
bct ion jobs in manufacturing has decreased from 21% to 
13% of total eiilploymaat. 

During its f i t  century of tkwl-t (rcqldy 1850- 
1950) the principal function of the Twin Cities' economy 
was processing raw materials. At first, the primary materid 
was timber. When the trees were gone, the mills beg- 
grinding grain. 

Wholesale and retail trade developed along with the mills. 
The farming and timber communities needed supplies. By 
locating in the Twin Cities, a merchant was in a good posi- 
tion to serve this market. In one trip, a farmer or logger 
could sell his harvest and purchase supplies. 

By 1950, processing had almost disappeared, partly because 
of the depletion of the surrounding forests and partly be- 
cause of a shift to processing raw materials at points closer 
to final markets or the source of raw materials. (The only 
exception is paper processing which is growing.) 

Despite the Twin Cities' general decline as a processing 
center, wholesale and retail trade remains a major part of 
our economy (See Appendix D). Together with the trans- 
portation, communications and utility businesses, whole- 
sale and retail trade comprise the distribution segment of 
.Ir Twill a*' ccoaaary. (Srs T* 26.) 

L l r u f ~ ~  or epodr p0dUci.d Ir)lrlated procmhg 
in the Twin Cities' economy. At first, local manufacturing 
wir focused on producing agricultural equipment for local 
w. Eventually, Twin Cities' manufacturing became more 
rpecialized, producing what the Department of Business 
k l o p m e n t  (now the Department of Economic Develop- 
ment) in 1950 called "preferred products-items which 
wen so distinct or of such high quality and value that they 

with distant markets despite the burden of 
o<rtc&tolbmc!tbler(L*nrlocr- 

tim. 
i -- 

I .  
Since World W u  H, m-bcbrdgy mmpmh hm ka! 
the re@m's fmtest growing firms. As Table 27 shows, man- 
ufacturing employment has grown primarily in high tech- 
nology. For example, employment with computer manufa- 
cturing firms grew from 4% to 5.4% of total Twin Cities 
employment between 1950- 1978. By contrast, employment 
in food processing dropped from 5% in 1950 to 1.9% in 
1977. Significant increases in manufacturing employment 
have also occurred in businesses producing scientific instru- 
ments, paper and fabricated metal products. Employment 
growth in these areas is not entirely inconsistent with the 
idea that Twin Cities' manufacturing is focused on high 
technology work. All three require either a labor force 
with rpeci.l &BJ or a p u h l h i  uAi.yn or both. 



"Producing services" is not only the largest but also the - Businesses producing management and professional ser- 
fastest growing of the region's major private functions. vices: These include the entire finance, insurance, and 
The function is best understood if it is divided into two real estate industry (F.I.R.E.) as well as a large part of 
parts: what the Department of Commerce calls "services" in its 

TABLE 26 

TWIN CITIES EMPLOYMENT BY FUNCTION 

1976 Twin Cities 
Employment: 895,300 

1954 Twin Cities 
Employment: 479,600 

PRINCIPAL FUNCTIONS: 

t 
Construction 5% 

II 

Government 1 2% 

Trade (wholesale 
and retail) 

35% 
Transportation, 
Communications, 
Utilities 

v 

Services, 
F.LRE. 18% 

----------------I 

Mfg. Non-Br~d. 9% 

Manufacturing, 
Production Work 

21% 
t 

j CONSTRUCTION 

- GOVERNMENT 

i 

DISTRIBUTION @ 

GOODS PRODUCING 
(includes processing e- 
raw materials and high 
technology manufac- 
turing) 

SOURCE: Census of Business, US Department of Commerce. 

1 * 
Construction 4% 

I 

Government 1 6% 

I 

Trade (wholesale 
and re tail) 

31% 
Transportation, 
Communications, 
Utilities 

r 1 

Services, 
F.I.RE 26% 

---------------- 
Manufacturing, 
Non-Production 
Work 10% 

I I 

Manufacturing, 
Production Work 1 13% 1 



for classifying business activity, specifically: legal, com- 
puter advertising, accounting, health, and other business 
servicea A &etaatid iwmut  of auuagepaent and pro- 
fessiod service c q d q n m t t  rbo b fowd within m- 
rnanufrcturiry . We &acribe tLir srployment r 
"nonproduction rnan~~facturing employment," If tSle 
nonproduction employment is not distinguished from tb 
rest of manufacturing employment, then it is imposaibh 
to get a true picture of the work done by employem h 
the Twin Cities. For example, for census purposes Ih 
Department of Commerce classifies central adminltn- 
tive offices, "...on the basis of the primary activity of tJw 
ostablishment(s) ~ e ~ e d . ' " ~  Thus, the employees at 
General Mills' corporate headquarters are classified r 
food p r w  o@oyem. 

- Pearul-. Thia inclulsr t46 muabdsr of the De- 
partment of Commerce's "services" category, specifically: 
restaurants, barbershops, theaters, resorts and hotels, 
auto repair and d o m t i c  remces. 

In this nport our interest k in the forawlr--brriaeges pro- 
ducing management and professional services. They are of 
more interest than personal services because they are more 
important to the development of the economy. Businesm 
producing management and professional services are grow- 
ing faster and generally pay higher wages than those pro- 
ducing personal s e ~ c e s .  Furthermore, management and 
professional services have greater potential than persond 
wrvices for bringing "new" dollars to the Twin Cities' ecun- 
a n y  by doing business with clients outside the region. 
'heir export activity helps increase the community's over- 
dl wealth pad thin, h d p  to mr6Ptoia ad -rove living 
conditions. lo 

m e  service producing dimmsion of the Twin Cities' econ- 
omy started, out as an offspring of the economy's distribu- 
tion and manufacturing functions. Whether local businesses 
were processing raw materials or trading, they needed cer- 
tain business services. The demand for these services in- 
creased as the companies grew. 

To meet their need for business services, companies did 
ritber or both of thc fdbwing: 

- They hired employees to provide rbrtersr renicer tJhcy 
needed. For companies headquartered in the Twin C i th ,  
these service employees in many cases eventually became 
the company's "headquarters staff." For companies head- 
quartered elsewhere, service employees might be orgun- 
ized under a regional headquarters of some kind or as r 
separate departmnt rttrlrad to the l d  opentin8 unit. 

- Contract with m independent firm to provide specific 
services. For example, as the demand developed, archi- 

tects and other kinds of consultants found that they 
could organize companies (or partnerships) to provide 
services that local businesses could not afford to  hire 
employber to  perfom. 

By comparison with most metropolitm mu, the Twia 
Cities has a large number of people employed in service 
jobs located within businesses which are principally good 
producing (i.e., manufacturers). In 1954, about 31% of all 
Twin Cities manufacturing employees (9% of total civilian 
employment) were working in nonproduction jobs. 

In 1976, about 44% of all manufacturing employees (10% 
of total civilian employment) were in nonproduction jobs. 
ha comparison with 12 other major metropolitan areas, the 
Twin Cities had a larger portion of its manufacturing e m  
ployment doing nonproduction work than any of tht  
setrqoktse or- .-..--'p.'. (See Appendix E in Policy 
kport). 

(The U.S. Department of Carmneroc dam r f d  ceruu 
of central administrative office employment as a part of 
its Census of Business. This includes only those employees 
working at the central administrative office. The most re- 
cent available data is for 1972. Results of the 1977 Census 
will not be available until late 1980. The 1972 results are 
consistent with the more current data for manufacturing. 
Specifically: 

- In 1972, 5% (38,000) of all employed people in the Twin 
C i t h  wohd in mtnl --Lrhirtmti*c offlcea. 

- Between 1967 a d  1972, myloymwnt in -bi.iltmtive 
offices increased by 20%, while total Twin Cities employ- 
m e n t p w b y h t  13%&r@tLetaspariodoftirnc. 

- On a per capita bsds Twin Cities empkryment in central 
administrative offices ranked sixth highest among all 
met rqdr tm mu.) 

Further midma of the of -t d 
professional service employment to the Twin Cities econo- 
my is the number of corporate headquarters located in the 
metropolitan area. The Twin Cities had more headquarten 
of the nation's largest corporations per capita than dl 
metropolitan areas sampled except New York City. (See 
Table 27.) In 1972, the Twin Cities had more headquarten 
of publicly held corporations with revenues of $1 0 milliom 
o r r n o r , ~ ~ t i u d ~ r t r ~ u # e x u p t  
Bortoa. l7 

The Twin Cities also has a relatively 1- number of people 
workin8 for inbpcn8cnt wrvice buriwmu. %at is firms 
organized sokly to produce services for other businesses 
and individuals. In 1976, there brrjwrst accmmttd for 



about 26% of total Twia C i W  mqkynwmt. (The percent 
is based on the number of employees working in "finance, 
insurance, and real estate" and "services," two of the 10 
major industry groups that the Department of Commerce 
uses to classify all civilian employment.) By comparison 
with other major metropolitan areas, only Boston, New 
York, and Phoenix get larger shares of their total employ- 
ment from independent service producing f m s .  Further- 
more, employment in the sector of the economy made up 
primarily of independent service businesses grew at r 
faster rate than any other sector of the Twin Cities econo- 
ny. (- - D.1 

m--rIwhrC--- 
depend on the expansion of the region's manufacturing 
base, particularly with respect to high technology products. 

Manufacturing along with 'mining and agriculture are often 
described as "basic" industries. Growth in these sectors is 
fundamental to a strong and prosperous economy. The 
goods that these industries produce can be sold outside the 
Twin Cities (i.e., exported). And, as a result, local financial 
resources increase. By contrast, if goods are only sold to 
other residents, money is transferred from one person to 
another but the total local supply is not changed. 

As Table 28 shows, high-technology oriented manufactur- 
ing (e.g., non-electrical machinery, scientific instruments) 
has grown faster in the Twin Cities than most other forms 
of manufacturing. The Twin Cities is recognized as a center 
for production of certain high technology products such as 
large scientific computers and cardiac pacemakers. How- 
wer, since 1970, the growth rate for employment in most 
high technology areas has slowed, in some cases, dropping 
below the growth rate for the region as a whole. (See Table 
28.) It is difficult to say if the growth rate since 1970 
dgnals the beginning of a long period of slow growth. 

Regardless of the change in employment, manufacturing 
contributes more than any other single industry to the re- 
gion's total export activity. In 1971 (most current available 
data on local exporting), manufacturing accounted for 
about 60% ($3.9 billion) of the region's total export activ- 
ity.18 Office and accounting machines alone accounted for 
8.4% ($557.5 million) of the region's total exporting. 

Another way to measure export activity is to use data on 
"excess employment." Excess employment is the amount 
of employment in any industry in excess of the share that 
that industry contributes to employment at the national 
level. For example, in 1978 employment in the manufac- 
turing of nonelectrical machinery (computers) accounted 

'#h!!&k!27 

CORPORATE HEADQUARTERS PER 100,000 POPULATION, 1977 

Finance, Insurance Transportation 
Metropolitan Area Manufacturing and Real Estate and Utilities Retail Trade TOTAL 
Minneapolis/Saint Paul 1.19 .30 .25 .10 1.84 

Atlanta 
Boston 
Chicago 
Dallas 
Denver 
Houston 
Indianapolis 
Kansas City 
New York 
Phoenix 
Pittsburgh 
San Francisco 

SOURCE: Fortune, June, July, Aueuft 1977. Por m, Fortma% lirt d the 1000 largest US manufacturing 
firms was used. For finaaa, iasumoc md red estate, Fortune's sample includes the 150 largest US financial, 
financial services and in- ccapdcs. For transportation and utilities, Fortune's sample includes the 100 
l e t  Uf r . a ~  cmqmh md utilities. 



for 2.7% of United States non-agricultural employment and 
for 5.4% of Twin Cities employment. The excess employ- 
ment for computer manufacturing would be 2.7% of total 
Twin Cities employment or about 27,400 employees. 

Table 29 shows eicess employment for different types of 
manufacturing. There is no excess employment for manu- 
facturing overall. (1978, 23.7% of U.S. and 22.8% of Twin 
Cities non-agricultural employment was in manufacturing.) 
However, the excess employment is substantial for some 
sub-industries, specifically: non-electrical machinery, fabri- 
cated metal products, scientific instruments, printing and 
publishing, and paper and paper products. 

Because the Twin Cities is already an established center for 
corporate management and services, there are also major 
opportunities for growth in service producing functions. 

There have been some fundamental changes in the factors 
that have historically determined the growth in metro- 
@tan areas. One of these changes has been described as 
fdlm: 

"Manufacturing no longer dominates growth in the eco- 
nomic base ... this is partly the result of increasing competi- 
tion from abroad ... it is also the result of rapid growth in 
demand for services both at home and in international mar- 
kets, which has caused the rate of employment growth in 
services to greatly exceed the growth in man~facturin~." '~ 

This does not mean that manufacturing is no longer a "ba- 
sic" industry. Rather it may mean that growth in manufac- 
turing employment in a metropolitan area is not necessary 
in order for that metropolitan area's economy to grow. The . 
linkages between manufacturing and services remain-that 
is, service businesses still develop and grow in response to 
demand generated by manufacturing and other basic indus- 
tries. However, the spatial arrangement of manufacturing 
and services has changed. Whereas in the past the two were 
located in close proximity to each other. Today they may 
be separate. Advances in communications and transporta- 
tion have made it possible for a corporation to manage and 
serve its operating units from afar. Similarly, it is also 
possible for independent service companies to serve clients 
located elsewhere. 

TABLE 28 

CHANGE IN MANUFACI'URTNG EMPLOYMENT, 1950 - 1977 
TWIN CITIES METROPOLITAN AREA 

TYPE OF MANUFACTURING % OF TOTAL TWIN CITIES EMPLOYMENT 
1950 1970 1978 

Td- 461- ?a#- lm- 
L u m k r d W d R ~  .6% .l% -5% 
Furniture and Fixtures .5 .2 .2 
Primary Metals .6 .5 .5 
Fabricated Metal Products 1.7 1.6 2.7 
Non-Electric Machinery (computers) 4.0 6 .O 5.4 
Eltctrial"--k;..Pry 1.8 1.9 1.9 
T - u e - t  .a .9 .5 
Scientific ktrrrrntr .9 2.1 2.0 
Stone and Glass ?mkta  1.9 1.6 .3 
Food and Tobacco 5.0 2.4 1.9 
Textiles and Apparel 2.2 .6 .4 
Printing and Publishing 2.7 2.4 2.0 
Paper and Paper Products .8 1.9 2.4 
Wr Mmdutudag* 1.8 2.0 2.1 

mAu# 253 a.l rU 
* Includes among other things: chemical and petroleum production; rubber and leather 

products. 

SOURCE: Bureau of Labor Statistics, Employment and Earnings. 



There is substantial evidence that local manufacturing is 
not the dominate force in the Twin Cities economy. For 
instance, Twin Cities employment in the "services" indus- 
try (20.8% in 1978) is greater than that for the U.S. (18.6% 
of employment in 1978). In addition total manufacturing 
employment in the Twin Cities (22.8% in 1978) is less than 
that for the U.S. (23.7% of employment in 1978). And, 
when the work force is analyzed, the Twin Cities manu- 
facturing work force shows a larger percent of nonpro- 
duction workers than that of any other major metro- 
politan area sampled. Furthermore, the growth in non 
production employment has been greater in the Twin 
Cities than in most major metropolitan areas. 

Changes in the product lines of local companies also suggest 
trends toward service production. The computer industry is 
one example. In a 1976 speech before a group of security 
analysts, William Noms, Chairman, Control Data Corpora- 
tion, described a strategy of corporate development that 
would make the company a "computer-based service cor- 
poration." A more general view of local changes in the 
computer industry can be developed by looking at changes 
in telephone directory listings. While it is not a random 
sample of local activity, the changes in listing do suggest 
growth in the service aspects of this industry. (See Table 
30.) 

economic growth has not diminished. The export sector of 
the Twin Cities' economy must continue to be strong if the 
community is to have the resources it needs to maintain 
and improve living conditions. 

Like other industries, the service producing (and for that 
matter distribution) sectors of the Twin Cities' economy 
export by selling to customers outside of the metropolitan 
area. These transactions divide into two groups: Those ' 

where the service is delivered outside the region and those 
where the service is provided in the Twin Cities to an out- 
sider. When a local architectural firm designs a building 
located in another city, that is an example of the first kind 
of export transaction. When a person comes to the Twin 
Cities to shop or receive medical care, that is an example 
of the second kind of export transaction. Whether the 
service is provided in the Twin Cities or on location, the 
effect is the same. The Twin Cities' total financial resources 
are increased by the flow of dollars from an outsider to a 
local business. 

The Twin Cities already exports a broad range of services 
and is recognized as one of the nation's major service cen- 
ters. In 1971 (most recent data available), non-manufactur- 
kq iuduftries accounted for the following shares of total 
Twin Cities' rrprtr: 

Regardless of the transition from a predominantly goods - Senice rctg (i+., -, i.V, nd 
producing economy to one based more on services and dis- estate md mbrr) - B.S(SS55 mUba). 
tribution, the importance of export activity in determining 

TABLE 29 

TWIN CITIES EXCESS EMPLOYMENT IN MANUFA-G, 1978 

% of United ShW 
% of Twin Cities N o n a g r i c u l ~  

EmploymJ 
(r- 

Sub-industry Employment 
Primary metals 
Lumber and wood products 
Furniture and furtures 
Fabricated metal products 
Non-electrical machinery 
Electrical machinery 
Transportation equipment 
Scientific instruments 
Stone and glass products 
Food and tobacco 
Textiles and apparel 
Printing and publishing 
Paper and paper products 

TOTAL Excess Employment 
for Manufacturing 

SOURCE: Employment and Earnings, US Department of Commerce, Bureau of Labor Statistics. 



TABLE 30 

DATA PROCESSING SERVICES AND EQUIPMENT 
Listings in the Minneapolis Yellow Pages 
q m 19% 

Numbers 
1960 Categories Listed 

Data Processing services (tabulating services) 3 
Data processing systems 3 

1970 Categories 
Data processing services 
Data processing systems 

1978 Categories 
Data processing services 145 
Ihta proaaing 13 1 
Data systems comrultantr/ n 20 

SOURCE: Y d m  d -@ 
Communities, Northwestern Bell 

- Distribution sector (i.e., wholesale trade, retail trade, and 
transportation, communications, and utilities) - 23.3% 
($1.55 billion). 

The total (31.6%) is a conservative estimate. It does not 
account for the dollar value of the services exported by a 
corporate headquarters to operating units located outside 
of the Twie Cities. 

While not as large as that for manufacturing, there is also 
significant excess employment in the service and distri- 
bution sectors of the Twin Cities' economy. This is further 
evidence of export activity. (See Table 3 1 .) 

A 1978 study, "The Transformation of the Urban Econom- 
ic Base," published by the National Commission on Man- 
power Policy, classified metropolitan economies according 
to their export activity. Two categories were used: 

- Metropolitan areas that were, "...identifiable by a relative- 
ly high proportion of export activity in services-not in 
one or two particular services, but rather in a wide range 
o f  services for both consumers and producters..."20 

- The second group was reserved for metropolitan areas 
with export activity concentrated in a narrow range of 
-industries, including manufacturing. But also including, 

' "...places with high concentration of export activity in a 
particular services category. "2 ' 

The Twin Cities metropolitan area was classified in the first 
c a t e m .  The report concluded that those metropolitan 
areas w&ich are now in the second category are likely to 
hrvt -culty transforming their economies so that they 
could be in the first group. And, that those metropolitan 
areas already in the first category (i.e., Minneapolis-St. 
Paul) have the best opportunities to build their export 
activity by developing their service and distribution sectors. 
The report cautions all metropolitan areas about taking a 
"worst first" approach to development-that is, "attempt- 
ing to shore up sick ind~stries."~ 

TABLE 3 1 

TWIN CITES EXCESS EMPLOYMENT IN SERVICE AND DISTRIBUTION SECTORS, 1978 

% of United States Excess Employment 
% of Twin Cities Nonagr icu l td  (% of Total Twin Cities 

hbag -mP-t - J 

Whole& trade 7.1% 5.7% 1.4% (14,200) 
Retail trade 17.9 16.9 1% ( l o w )  
Transportation, communications 

and utilities 5.9 5.7 .2% (2,000) 
Finance, insurance and real estate 6.3% 5.5% .8% (8,100) 
Services 20.8 18.6% 2.2% (22,400) 
TOTAL Excess Employment 

for Services and Distribution 
Sectors 58.0% 52.4% 5.5% (56,900) 

SOURCE: Employment and Earnings, Bureau of Labor Statistics, US Department of Commerce 



The region's economic strength depends on the number of 
new business starts, regardless of whether they are manu- 
facturers, traders, or service companies. 

Much of the Twin Cities' economic strength is the result of 
successful homegrown companies. For example, all of the 
Minnesota-based firms appearing in the Fortune list of the 
nation's largest corporations were started in Minnesota.* 
In a recent paper describing entrepreneurship in Minnesota, 
Professor John Borchert, University of Minnesota, found 
that, "56% of Twin Cities manufacturing jobs, the highest 
proportion of any metropolitan area with over 500,000 
people, in 1967 were controlled by Minnesota-based firms, 
which in turn were overwhelmingly homegrown. Of the 
47% of Twin Cities jobs not controlled by Minnesota-based 
firms, more than 90% originated in plants and offices of 
enterprises originally developed by Minnesotans but later 
acquired by outsiders."' 

More recently, a survey by Dun and Bradstreet of Minne- 
sota's sources of employment growth showed that between 
1969 and 1978 approximately 73% of the state's net job 
growth came from the start-up of new businesses. Slightly 
less than 27% came from the expansion of existing firms. 
And, about 0.1% came from migration by established bus- 
inesses to Minnesota. New job growth was defined as the 
total of corporate births less deaths; expansion less con- 
tractions; and, in-migrations less out-migrations. It is impor- 
tant to keep the data base in mind. While Dun and Brad- 
street's data base covers a large number of Minnesota firms, 
it is not a random sample of new business starts, deaths and 
expansions.' 

The start-up rate for new businesses depends on a suppor- 
tive business climate-that is, one that offers encourage- 
ment to prospective entrepreneurs. While the process of 
entrepreneurship is not well understood, there is consensus 
that the following conditions must hold: 

- The business environment must show prospective entre- 
preneurs that success is possible. 

- Risk capital must be available to finance new businesses. 

- There must be a good supply of management personnel as 
well as research and development activity. 

In the past, the local business climate met all three condi- 
tions. A record of successful homegrown companies as well 
as the prospect of a substantial financial reward through the 
sale of stock, provided the right business environment. An 
active local stock market made risk capital readily available. 
The university community provided a good base for re- 
search and development activity. Finally, existing corporate 
headquarters provided a good supply of experienced man- 
agement personnel. 

In recent years, there has been a shortage of risk capital. 
The 1975-1976 recession greatly reduced the supply of risk 
capital. Nationally and locally the over-the-counter stock 
markets, a major source of risk capital, have not been able 
to support new stock issues. From 1968 to 1972, an aver- 
age of about 40 local companies per year had initial stock 
offerings. Since 1972, there has been a drastic decline in the 
number of new offerings. Only 1 1 local companies have had 
initial public offerings since 1975. The local slowdown 
reflects a national trend. (See Appendix E.) 

While the recession was probably the major force behind 
the lull in the local and national over-the-counter stock 
markets, changes in the state and federal tax laws with 
respect to personal long-term capital gains may have also 
contributed. Prior to 1970, the state and federal govem- 
ment exempted 50% of the amount of a long-term capital 
gain from income taxes. For example, if stock was pur- 
chased for $50 per share and sold at $100 per share (a 
profit of $50), then only $25 was subject to taxation. In 
addition, there was alternate tax rate that the taxpayer 
could use for the taxable portion of the gain if it was to 
his advantage. (For most higher income taxpayers it was.) 
The 50% exemption and the alternative tax rate made long- 
term capital investments (including the stock market) 
extremely attractive, especially to persons with high in- 
comes. Income that would otherwise be taxed at the rate 
of 50% or more was taxed at half that rate or less if it was 
from a long-term capital gain. 

In 1970, the federal and state tax laws were changed such 
that income from long-term capital gains was taxed at a 
higher rate than before. The higher rate significantly 
reduced the tax incentive for capital investments. Without 
the special incentives, a company had to offer a rate of re- 
turn that was competitive with other kinds of investments 
(e.g., government bonds) to  attract investors. Before the 
change, the rate of return could be lower because the tax 
savings made the return on investment after taxes compet- 
itive. This attracted investors to not only established com- 
panies but also to high risk ones. 

In 1978, the federal government reduced its tax rate on 
long-term capital gains to approximately the pre-1970 rate. 
The intent was to  provide an incentive for long-term capital 
investments. The Minnesota Legislature has not made a 
similar change. The state continues to tax long-term capital 
gains at the same rate as regular income. 

Most people agree that it is too soon to tell how the reduc- 
tion in the federal tax on long-term capital gains will affect 
the ability of new companies to raise capital. It will take a 
while for persons interested in new ventures to  unlock their 
assets-that is, to liquidate investments that were more 
attractive to them because of the way in which capital gains 
were taxed. 



In addition to the sluggish economy and the shortage of 
risk capital, there may be other factors slowing down the 
rate of entrepreneurship. Some people say that new federal 
limitations on stock option plans have discouraged individ- 
uals from starting companies. Stock option plans allow 
certain corporate executives to purchase stock at reduced 
rates. The new limitations make this more difficult to do. 
And, as a result, the limitations could discourage persons 
from starting new companies. State and federal regulations 
regarding job safety and working conditions are also cited 
as disincentives to new business starts. Since these factors 
are not related to taxes, we do not consider them further in 
this report. 

Within Minnesota, the state's corporate income tax may 
also be a deterrent to the start-up of new companies. As a 
rule, small and new companies do most of their business 
in Minnesota. As such, the weighted three factor formula 
will not significantly lower their tax liability. Many pay 
a full 12% of their income for state income tax. Several 
proposals were made during the 1979 session of the Leg- 
islature to reduce the corporate income tax liability on 
small businesses. Among them were: 

- Governor Quie proposed to reduce the tax rate to 6% on 
the first $20,000 of taxable income. (The Governor also 
proposed setting 10% of corporate income as the maxi- 
mum corporate income tax bill.) 

- The proposal of the Minnesota Advisory Task Force on 
Small Business, a group made up of legislators and private 
citizens, to reduce the corporate income tax to 6% on the 
first $20,000 of taxable income. 

- The recommendation of a study of small businesses com- 
missioned by the State Planning Agency, to reduce from 
12% to 6% on the first $100,000 of taxable income and to 
eliminate the minimum state tax for unprofitable com- 
panies. 

- Late in the 1979 session, a proposal by members of the 
state Senate, to reduce property taxes on commercial 
property. The proposal was to lower the classification rate 
on the first $100,000 market value to 33%. Any value in 
excess of $100,000 was to be classified at the current rate 
for commercial and industrial property, that is, 43%. 

- A proposal by a member of the House of Representa- 
tives to have the state adopt a graduated corporate income 
tax. The following rates were proposed: 8% on the first 
$25,000 taxable income; 9% on the next $25,000 taxable 
income; 10% on the next $25,000 taxable income; 1 1% 
on the next $25,000 taxable income; and 12% on all 
taxable income in excess of $100,000. 

The 1979 tax bill did not include any of these proposals. 
The House had voted to reduce the corporate income tax 
rate from 12% to 10% on the first $20,000 of taxable 
income. The Senate's tax bill did not contain any reduc- 
tion in the corporate income tax. The conference com- 
mittee on the tax bill replaced the House's corporate 
income tax reduction with a special 5% tax credit (up to 
$75,000) for the installation of pollution control equip- 
ment. While this credit will help companies meet the cost 
of installing required equipment, it will not necessarily 
reduce the tax burden for small and new companies, par- 
ticularly non-manufacturing firms. 
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APPENDIX A 

MINNESOTA'S PROPERTY TAX CLASSIFICATION SYSTEM 
(for taxes payable 1980) 

None 

None 

REAL PROPERTY 
Percent of - V* 

Unmind Iran Ore 50% 

"LOW Recovery" Iron Ore 30 to 48%% 

Severed mineral interests tax * 
Agricultural non-homestead 25% 

Seasonal residential for recreational purposes: 
a. Commercial, but not used for more than 200 days per year (Example: resort). 

See also Class 3a. 
b. Non-commercial (Example: cabin) 

Tools, implements and machinery of an electric generating, transmission or distribution 
system or a pipeline system transporting or distributing water, gas, or petroleum products 
which are fmtures to real property 33 113% 

Commercial seasonal recreational residential not used for more than 200 days per year 
which includes a portion used as a homestead by the owner 

a. Agricultural homestead** 
First $21,000 market value 
Excess of market value over $21,000 

All other homesteads 
First $21,000 market value 
Excess of market value over $21,000 

Paraplegic veterans, homesteads of blind and permanently and totally disabled persons 
First $28,000 market value 
Excess of market value over $28,000 agricultural 
Excess of market value over $28,000 all other 

Non-homestead residential. (Examples: 
a. Non-homestead single family dwellings, duplexes, triplexes and apartments with four 

or more units that do not qualify as Title I1 National Housing 40% 
b. Land of Title I1 National Housing) 40% 

1-3 units of non-homestead residential 32% 

Timberland 20% 

All other real property. (Examples: 
a. Commercial, including parking ramps, industrial including petroleum refineries and 

public utility land and buildings 43% 
b. Vacant land, not used for agricultural, commercial, industrial or public utility) 43% 

Type I and I1 Apartments 
Five or more stories (structures only) 
Four or less stories (structures only) 

Housing for elderly or for low and moderate income families financed by direct federal loan 
or federally insured loan pursuant to Title I1 of the National Housing Act or the Minnesota 
Housing Act 

Municipalities of 10,000 or over population (structures only) 
Municipalities under 10,000 population (structures only) 



PERSONAL PROPERTY 
Percent of 

(Irr plriCpr Market Value 

24 Mobile homes 
Homestead 

First $2 1,000 market value 
Excess of market value over $21,000 

Non-homestead 

3 Structures on leased public lands in rural areas 31% 

3 Tools, implements and machinery of an electric generating, transmission or distribution system 
or a pipeline system transporting or distributing water, gas, or petroleum products which are 
fmtures 33 113% 

3 Leased agricultural real estate of exempt land (MS 272.01, Subd. 2) 31% 

3f Owner occupied residences on leased public or railroad lands *** 
4 Structures on leased public lands in urban areas 43% 

4 Structures on railroad operating right-of-ways 43% 

4 Leased all other (non-agricultural) real estate of exempt land (MS 272.01, Subd. 2) 43% 

4 Systems of electric, gas and water utilities 43% 

4 Billboards, advertising signs and devices 43% 

* 25 cents per acre annually (tax effective January 1,1975). Each parcel is subject to minimum annual tax of $2.00. 

** Townhouse property will be classified and valued as all other homestead real estate. Value will be added for each unit's 
share of the development's common areas. 

*** Buildings receive the classification rate as if they were homestead real property within the scope of Class 3b, 3c, or 3cc, 
whichever is applicable. 

SOURCE: Minnesota Department of Revenue. 







APPENDIX C 

DISTRIBUTION OF EMPLOYED PERSONS FOR SELECTED* 
OcrlRAnOm: 'b-rnm- 

* Occupations n o t  inc luded  a r e :  
Fnmora ,  farm v a r k c r s ,  p r i v a t e  hncse- 
hold  workers ,  o c c u ? a t i o n s  n o t  r epdr tbd .  

** SMSA d e f i n e d  a s  fo1;ows: 
1950 - Anuka, Dalrota, Hcenepin,  Ranry.  
1960 - Anoka, Dnkota, Henncpin. Ransry. 

bl;~st~i!j}:Lun. 
1970 - X, dunye.  
1- - 1c. c h * .  

Prcre::; i tima! ?!jna-crs S a l e s  C l c r i r a l  C r a f r b m n .  O p e r a t i v e s  Labore r s :  S e r ~ i ? ~  i t  F Z + T B  
m i  T e c k n i c ~ l  :ind workers  workers  i o r r n u n ,  and r x c e p r  exceFc p r i v z t e  

Workers l , d n ~ i n i s ~ r s t o r s  k indred  w l r i c r s  in rm 5 mine household 

SOURCE: United States Census of Population, Detailed, Characteristics, Minnesota, and Minnesota 
Employment, 1970, revised, 1975. 



APPENDIX D 

CHANGE IN TWIN CITIES' EMPLOYMENT FOR ALL INDUSTRIES' EXCLUDING AGRICULTURE 

The Bureau of Census of the Department of Commerce classifies employment by using a classification system built around 
ten major "industries." The major industries are: agriculture; mining; contract construction; manufacturing; transportation, 
communications, and utilities (TCU); wholesale trade; retail trade; finance, insurance, and real estate (FIRE); services; govern- 
ment. 

Table 1: Total employment has grown fastest in metropolitan areas to the south and west. MinneapolislSt. Paul is among 
the fu t t r  growing areas, particularly when compared with other midwestern metropolitan areas. 

Total Non-Agricultural 
Employment, in Thousands % I 

Metropolitan Area 1963' 1975 Change , 

Minneapolis/St. Paul 
Atlanta 
Boston 
chica5o2 
Dallas 
~ e n v e r  
Houston 
Indianapolis 
Kansas City 
New York City 
Phoenix 
Pittsburgh 
San F.lOakland 

' Other tables in this appendix start with 1954. Because data was not collected in 1954 for many of the sample metropolitan 
areas, this summary table only compares 1963 and 1975. 

Data for 1964 and 1974. 

3 ~ L S  Data was not available for Dallas for 1963. 

~ a t a  for 1964 and 1975. 

SOURCE: Bureau of Labor Statistics, Employment and Earnings. NOTE: AU metropolitan areas are defined as U.S. Census 
Standard Metropolitan Statistical Areas (SMSAs). The boundaries of SMSAs changed during the period due to 
population growth. Boundary changes may explain some of the change in employment ... since boundary changes 
are based on criteria determined by the Census Bureau, it is assumed that the bias that resulted is uniform and 
applies to all metropolitan areas. 



Table 2: Metropolitan areas where the total growth rate has been relatively slow have also had the largest declines in manu- 
facturing PP a percent of total employment. 

In the Twin C i a :  -'The. decline in manufacturing aa a percent of total employment h a  ban relatidy d. 
-Strvices, and FIRE account for a growing share, but the increase has not been as great as in 
m e n  other metropolitan wu. 
-The share of employment Pma wholesale/retail trade and TCU has decreased. If wholesale/ 
retail trade is considered by itmlf, then there is only a slight change in the Twin Cities and 
other metropolitan areas, sumsting tlut cmvantiod tmiing patterns have remained 
relatively constant. 

~ t ~ t h ~ d ~ g  ~ ~ t i . ~ k d ~ m i o a '  
-ge change 
1963- 1963- 

Metropolitan Area 1954 1963~ 1976~ 1976 Metropolitan Area 1954 1963~ 1976~ 1976 

Mpls./St. Paul 
Atlanta 
Boston 
Chicago 
Dallas 
Denver 
Houston 
Indianapolis 
Kansas City 
New York City 
Phoenix 
Pittsburgh 
San F./Oakland 

Mpls./St. Paul 
Atlanta 
Boston 
Chicago 
Dallas 
Denver 
Houston 
Indianapolis 
Kansas City 
New Y ork City 
Phoenix 
Rttsburgh 
Sari F.lOakland 

h t - t i W M e u k F b r l ~ d T C t J '  mw- 
change Change 
1963- 1963- 

Metropolitan Area 1954 1963~ 1976~ 1976 Metropolitan Area 1954 1963~ 1976~ 1976 

Mpls./St. Paul 34.9% 32.9% 31.5% -3.4% Mpls./St. Paul 11.7% 13.0% 15.9% +2.9% 
Atlanta 36.9 35.5 36.9 -- Atlanta 11.7 14.4 17.1 t2.7 
Boston 31.1 28.3 38.4 -2.7 Boston 13.2 13.7 15.3 t1.6 
Chicago -- 28.9 29.3 -.4 Chicago -- 11.2 13.5 t2.3 
Dallas -- -- 34.6 -- Dallas -- -- 13.2 t.7 
Denver -- 33.2 31.9 -1.3 Denver -- 18.6 17.8 -.8 
Houston -- 34.5 31.5 -3 .O Houston -- 11.0 12.1 t1.1 
Indianapolis 30.9 29.2 29.6 -1.3 Indianapolis 13.7 15.3 18.1 t2.8 
Kansas City 36.5 35.5 35.0 -1.5 Kansas City 11.1 120  15.3 t3.3 
New York City 30.4 29.3 27.7 -2.7 New York City 11.6 12.7 17.6 t4.9 
Phoenix 36.9 32.2 31.7 -5.2 Phoenix 18.0 17.9 19.3 t1.4 
Pittsburgh 27.9 27.1 27.9 -- 8.0 10.7 13.6 t2.9 
S.n F.IOIUllld 34.7 31.9 31.1 -3.6 d 18.0 19.8 21.6 t1.8 

- - ' FIRE: Finance, Insurance, Real Estate. Services include thr following types of activity: medical and health, business ser- 
vices, membership organizations, social services, hotels and lodging, personal services, amusements, auto repair services, 
motion pictures, legal services, museums, and miscellaneous services. 

1964 for Chicago. 

3~ t l an t a  and Chicago data for 1975. Denver data for 1974. 

TCU: Transportations, Communications, Utilities. 

SOURCE: Bureau of Labor Statistics, Employment and Earnings. 



APPENDIX E 

NUMBER OF SMALL COMPANY PUBLIC STOCK 
ISSUESIN TfE ~ T W ) S T A T E S ,  1969-1975 

1969 1970 1971 1972 1973 1974 1975 
(first 6 
months) 
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SOURCE: Venture Cizpital, S. M. Rube1 & Co., Chicago, Ill. 
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