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Letter of Transmittal

26 December 1956

Honorable Orville L. Freeman
Governor of Minnesota

"St. Paull, Minnesota
:i My dear Governor:

On behalf of the Minnesota Governor's Tax Study Committee of 1956,
I take pleasure in transmitting this report including a summary of the staff's
research reports and the Committee's recommendations.

. We hope that such information as has been assembled by the Research
Staff and the Committee's recommendations will be helpful to you, the

:, Legislature, and the citizens of our State.

We believe our recommendations merit the earnest consideration of all
'.i citizens as a coordinated program for tax reform which, if carried into

"i",/'\effect, will, through the years, aid in promoting unity among our citizens;
"develop adequate revenues to meet essential expenditures; provide Minne

sota with an equitable and competitive tax system; and, through the exer
cise of the normal aspirations of our citizens in a favorable economic
climate, produce more and better jobs for more people in Minnesota.

Sincerely,

J. CAMERON THOMSON

Chairman, Governor's Tax
Study Committee
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REPORT OF

THE GOVERNOR1S MINNESOTA TAX STUDY COMMITTEE, 1955-56

PART ONE

PURPOSE, ORIGIN AND COMPOSITION OF THE COMMITTEE;
ITS WORKING ORGANIZATION, SUPPORT, AND

OVER-ALL OBJECTIVE

A. Minnesota's Economy, Taxes and Tax Studies

The primary purpose of this report is to present to the people of Minne
sota, and to outsiders, an objective over-all picture of the State's economy
and tax structure, based upon an intensive and impartial study by a com
mittee of citizens whose major interest is the State's continued well-being
and balanced development. It is not a major concern of the committee in
this report either to propagandize Minnesota's advantages nor view with
alarm its problems nor grind the axes of any particular group or groups.

In Minnesota, as in other states, the economy has grown and changed.
Its people, a sturdy and generally hard-working mixture of many nationali
ties, have produced not only what many regard as a well-diversified agri
culture, but also a fairly well-balanced and diversified economy. Most of
its citizens seem to like the State as a place to live and appear to thrive in
its variable climate.
. In addition, Minnesota might be classed as an ambitious State with a
conscience. The evidence indicates that its people have wanted and worked
for clean, prosperous communities and an economic and political climate
conducive to continued development of its agriculture, business, industry
and resources. They have also manifested a continuing desire for better

:)Iedticatlolll, better highways, better health and welfare programs and better
governmental services generally. Furthermore, they apparently have been
Willing to tax themselves fairly heavily to obtain these things.

As the State has grown and changed, and the demand for governmental
services has increased apace, the constant and persistent need for more and
more revenue has, as elsewhere, resulted both in increases in existing taxes
and in the periodic imposition of new taxes.

Since the form and direction of this tax growth, as in many states, seems
to have been determined largely by economic and political changes, group
pressures, expediency and compromise, it might well be expected to result
in a tax structure neither flexible, well integrated nor based upon con
sistent policies of taxation. Furthermore, the increasing tempo of demands
in recent years for even more governmental revenue, both State and local,
to meet the education needs for sharply increasing numbers of students,
the highway needs for more intensive traffic, the welfare needs for the
mentally ill and other dependent groups, and the increasing costs of gov-

xiii
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Introduction
ernment salaries, facilities, and materials, plus the declining employment
in agriculture and the constant depletion of the reserves of high grade iron
ore, which, aside from its heritage of fine agricultural land, constitutes the
State's principal remaining natural resource, have all served to intensify
the problem of raising more tax revenue.

These factors, plus the differences and claimed deficiencies in the over
all administration of the various taxes, have also resulted in alleged in
equities in the tax burden of various taxpayers and in the claim that our
taxes have been and are having adverse effects on the State's economic
development and its interstate competitive economic position.

The consequent feeling that our "taxes are too high", are "unfair" and
that "something must be done about taxes" plus, perhaps, the almost uni
versal dislike of paying taxes and the belief of many that the only good
tax is one that someone else pays, has led to tax studies by a long series of
commissions, committees and other groups, governmental and private,
recommending various changes in the State's tax structure.

Apart from earlier studies, there have been, since 1950, Reports in
volving tax findings and recommendations from the following ten com
missions and committees:

1. "Little Hoover" Commission, Report, December, 1950, Chapter
XIII on Taxation.

2. Legislative Research Committee's Report No. 39, December, 1950,
on Iron Mining Taxation.

3. Report of the Minnesota Interim Committee on Tax Research to
the 1951 Legislature (the so-called "Memmer Committee").

4. Legislative Research Committee, Report No. 50, Minnesota's State
and Local Tax Burden, November, 1952.

5. Report of Legislative Commission on Taxation of Iron Ore to the
1953 Legislature.

6. Report of the Interim Legislative Committee on Aviation Research
to the 1953 Legislature (Findings re Aviation Taxes, p. 56).

7. Report of the Legislative Commission on Taxation of Iron Ore
to the 1955 Legislature.

8. Report of the Forestry Study Commission to the 1955 Legislature.
(Its Summary of Recommendations bears upon tax policy.)

9. Report of the Minnesota Highway Study Commission to the 1955
Legislature, in its proposed constitutional amendment containing tax
changes.

10. The Minnesota Interim Tax Study Commission's Report on "Min
nesota's Tax Structure", December, 1954.
The reports of these bodies and their predecessors have been construc

tive and informative, have led to some changes in the tax structure of the
State, and have been useful to this Committee in its work. They did not,
however, bring about a concerted legislative effort to view the State's tax
structure as a whole or to accomplish a major overhaul job on it, and the

xiv



Purpose, Organization, and Object

problem is still a critical one. The hope that a fresh and objective approach
to the problem on the part of citizens would lead to an effective revision
of Minnesota's tax structure was a major factor in the establishment of this
Committee.

B. Origin, Original Purpose and Nature of This Committee
This Committee was originally conceived through communications be

tween Governor Orville L. Freeman and Mr. J. Cameron Thomson, Chair
man of the Board, Northwest Bancorporation, following Governor Free
man's election in November, 1954.

In his campaign Governor Freeman had emphasized the need to en
courage the development of industry and business in the State and promised
to exert efforts in that direction. He had also emphasized the need for tax
relief in certain areas and recommended legislation to that end to the 1955
legislature. He had also urged a study of the impact of Minnesota's tax
structure upon the development of industry and business and the creation
of more jobs in the State.

At a conference between Governor Freeman and Mr. Thomson early in
1955, it was agreed that it would be desirable to have a thorough and im
partial study of the impact of Minnesota's tax structure on industrial and
resource development in the State. It was also agreed that this job could
best be done by an independent, non-governmental, and non-political com
mittee, established on a broadly representative basis with its members being
responsible leaders, selected from business and industry, labor organiza
tions, farm organizations, cooperative associations and pertinent divisions
of the State University; people in whose judgment and integrity the mem
bers of these groups and the people of the State would have confidence.
The Governor indicated his determination to work toward the establish
ment of such a committee and to discuss it with the leaders in the labor and
farm organizations. Mr. Thomson agreed to canvass leaders in business and
industry and attempt to secure their cooperation and support.

Shortly thereafter the Governor suggested that, to secure the complete
independence of the proposed committee, it would be desirable to have its
work financed through private contributions from all of the groups repre
sented on it rather than by legislative appropriation, and this suggestion
prevailed as indicated below.

In succeeding months the Governor and Mr. Thomson carried out their
assignments. Correspondence, conferences and discussions were had with
the different groups. The size, composition and membership of the com
mittee were discussed and it was ultimately determined by the Governor
that the committee should consist of 20 members, with official alternates
for those whose positions would occasionally necessitate absence from
meetings: 7 members from representative areas of business, finance and
industry, 7 from the various labor groups, 1 each from the three major
farm organizations, 1 from the Minnesota Association of Cooperatives and
2 from the University. Each group except the University nominated its own
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Introduction
members and alternates, and agreed to assist in procuring the funds and
facilities needed for the committee's work. The governor prevailed upon
Mr. Thomson to accept the responsibilities of being chairman of the
committee.

On Thursday, July 21, 1955, the Governor publicly announced the ap
pointment of this Minnesota Tax Study Committee to "examine the tax
structure to determine the impact of various taxes on the creation of wealth
with particular emphasis in the area of manufacturing where we are sub
ject to competition from other states". At that time and in later announce
ments the following members and alternates were named to the Com
mittee:

From Business, Industry and Finance:
Members:

Royal D. Alworth, Jr. (Oneida Realty Co., Duluth)
James H. Binger (Minneapolis-Honeywell Regulator Company, Min-

neapolis)
A. H. Daggett (Gould-National Batteries, Inc., St. Paul)
Donald C. Dayton (Dayton's, Minneapolis)
G. Sidney Houston (First Service Corporation, St. Paul)
David M. Lilly (Toro Manufacturing Corporation, Minneapolis)
J. Cameron Thomson (Northwest Bancorporation, Minneapolis) ,

Chairman

Alternates: (named later)
Fred Cady (Minneapolis-Honeywell) for Binger
E. I. Whyatt (Gould-National Batteries) for Daggett
Hadlai Hull (Dayton's) for Dayton
Elmer S. Conover (Toro Manufacturing Corporation) for Lilly

From Labor Groups:
Members:

E. T. Bester (U. S. Steelworkers, CIa, Duluth) later replaced by
Nick Krmpotich (U. S. Steelworkers, Hibbing) with Bester remaining

as alternate
Robert E. Hess (Minnesota State CIa Council, Minneapolis)
Rodney C. Jacobson (Minnesota State CIa Council, Minneapolis)
Ovid E. C. Moran (General Drivers, etc. Union, Minnesota State Fed-

eration of Labor AFL, St. Cloud)
Frank J. Schleifer (AFL Trades and Labor Assembly, St. Paul)
Robert C. Sermon (City and County Employees Union, AFL, Duluth)
Frank H. Wilson (Raih'oad Brotherhoods, Duluth) .

Alternates: (named later)
E. T. Bester (U. S. Steelworkers, Duluth) for Krmpotich
A. P. Eberl (Minneapolis Teamsters, AFL) for Moran
Jerome Schaller (AFL-CIO Council) for Schleifer
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From Farm Groups:
Members:

Norris Ellertson (Minnesota Farmers Union, St. Paul)
James L. Morton (Minnesota Farm Bureau Federation, St. Paul)
Holger Warner (State Grange of Minnesota, Harris, Minnesota)

Alternates: (named later)
Clinton Hess (Farmers Union) for Ellertson

From Minnesota Association of Cooperatives:
Member:

George W. Jacobson (Group Health Mutual, St. Paul)

From the University of Minnesota: (appointed directly by the Governor)
Members:

Francis M. Boddy (Professor, Department of Economics)
Walter W. Heller (Professor, Department of Economics)

Alternates: (named in the summer of 1956)
Kenneth M. Anderson (Professor, Law School) for Boddy
Philip Raup (Professor, Department of Agricultural Economics) for

Heller

Thus was created a committee, unique in a number of respects. Neither
established by the Legislature nor financed by government funds, it differs
in this respect from most of the prior commissions and committees con
cerned with taxes. It is not a committee of anyone particular association,
political party or economic group in the State but is broadly representative
of all major economic groups, with its members about equally divided in
political affiliation. Although established by gubernatorial appointment, its
members, except for Messrs. Heller and Boddy, were selected by the various
groups they represent, and the Governor, although he attended several
Committee meetings, has scrupulously refrained from any attempt to super
vise the Committee's work or dictate as to the nature and scope of its in
vestigations. In response to reports by the Chairman, he has merely indi
cated some of the matters he hoped the Committee would consider.

In effect, therefore, the Committee has been an autonomous, privately
financed but broadly representative organization engaged in a thorough and
objective study of the State's economic status and tax structure.

C. Preliminary Organization, Broadening of Objective, and Establishment
of Research Staff and Working Organization of the Committee

Following appointment of the Committee the Chairman, with the as
sistance of other members, proceeded with the task of developing pre
liminary plans for its working organization, financing, agenda, scope of its
studies and program for accomplishing its work. In the course of this pre-
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liminary planning a problem arose as to the scope and objective of the
committee's job.

Representatives of the Labor Groups insisted that the investigations of
the Committee be not confined solely to taxation affecting manufacturing
and industry; that its objective should be broadened to include also an
examination of the inequities in the whole tax structure among all taxpayers
and the impact of our taxes upon the whole economy of the State. Discus
sion of this proposal led to agreement, with the Governor's approval, that
the objective of the Committee's study be broadened to "Taxes and Eco
nomic Growth in Minnesota". It was with this broadened definition of its
task that the Committee held its first meeting on November 7, 1955.

It had been recognized that the Committee would need a paid executive
secretary to assist in establishing, correlating, and administering the work
and organization of the Committee. A search for a suitable person to fill
this position had been conducted by the Committee for several weeks be
fore the first meeting. It was found that Kenneth M. Anderson, Professor
of Tax Law at the University of Minnesota Law School would be willing
to undertake the responsibilities of Executive Secretary on a part-time basis
until June 15, on which date he was already committed to take up other
duties. The permission of the University was obtained for him to do this
work, and he was therefore retained by the Committee as its part-time
Executive Secretary at the November 7 meeting. During the next three
months Mr. Anderson, working with the Committee, proceeded with the
task of setting up the Committee's working organization and program.

An intensive search was initiated to obtain as Research Director a
thoroughly competent professional economist in the field of public finance.
After considering the names and qualifications of more than 70 people for
this position, the Committee chose Dr. Harvey E. Brazer, Professor of
Economics at Wayne University, Detroit, Michigan. Dr. Brazer came to
Minnesota in mid-January to build his research staff and to get the research
program under way. Dr. Brazer had had prior experience in similar studies,
and the Committee also felt that there was a distinct advantage in having
as its Research Director a person from outside the State, who could bring
a fresh, objective and unbiased viewpoint to this work. The Committee
considered and approved the research program, reviewed and discussed
research reports with the Research Director, and by Committee action
placed the final responsibility for the Research Report to the Corpmittee on
the Research Director in order to permit his complete freedom of action
and objectivity.

At the Committee's request the University provided it with office space
and furniture free of charge, in one of the temporary buildings on the Main
Campus, in accordance with the University's policy of furnishing such
facilities, where possible, to such groups. Equipment, office supplies, tele
phone and delivery service were purchased or rented from the University
at cost. Through its State Organizations Service miscellaneous research,
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clerical and stenographic personnel were obtained. In addition, the School
of Business Administration loaned to the Committee desks, chairs, and a
calculator, and agreed to furnish mimeographing service to run off the
thousands of pages of reports and memoranda prepared and stenciled by
the Committee's staff.

During this period the Committee also appointed a "Program Commit
tee" of its own members, consisting of Messrs. J. Cameron Thomson,
Chairman, Francis M. Boddy, Norris Ellertson, Walter W. Heller, G. Sid
ney Houston, Rodney C. Jacobson, Robert C. Sermon, and Holger Warner.
Messrs. Clinton Hess, Robert Hess, J. L. Morton, and during the summer
of 1956, Philip M. Raup, and Kenneth M. Anderson also participated sub
stantially as alternates. It was the function of this Program Committee,
working with ~esearch Director Brazer, to plan, organize, and recommend
the program of study, work, and procedures for the full Committee, to
consider and recommend Committee policies, and to make a preliminary
study of and recommend revisions and changes in the Research Reports
before submission to the Full Committee.

The final working organization of the Committee thus resulted in the
following setup:

1. The Chairman, J. Cameron Thomson, with general over all executive
power and supervision over the Committee's program, staff person
nel, finances, meetings and operations.

2. A Research Staff of Professional Economists (compensated) consist-
ing of:

A Research Director, Harvey E. Brazer, Ph.D., Professor of Eco
nomics, Wayne University, Detroit, Michigan
An Associate Research Director, Wilbur R. Thompson, Ph.D.,
Professor of Economics, Wayne University, Detroit, Michigan
Three Regular Research Associates, Alek Rozental, Ph.D., Pro
fessor of Economics, St. Louis University; Thomas J. Morison,
Ph.D.; Glenn Fisher, Ph.D., Professor of Economics, North Dakota
Agricultural College
Two Research Consultants on Special Projects, Philip M. Raup,
Professor of Agricultural Economics, College of Agriculture, Uni
versity of Minnesota, and Oswald H. Brownlee, Professor of Eco
nomics, University of Minnesota.

These research men, retained on a fee basis for various part- or full
time periods, or for special studies, have done the research and pre
pared the various parts of the Staff Research Reports on which the
Committee's study, findings, conclusions and recommendations are
largely based. .

A group of research assistants, (compensated) hired from the
University from time to time as needed, to assist the professional
staff in computing and tabulating data, preparing stencils, charts:
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etc. This group has included: Charles Sloan, Merlin Meyer, Walter
Baumgartner, and Vern Elefson.

3. An Administrative Staff (compensated) to operate the office, prepare
and distribute minutes of the Committee meetings and the Research
Reports, establish and maintain the Committee communications and
files, procure necessary personnel and facilities, and otherwise assist
the Chairman, the Research Director and the Committee in their
work. This staff has included:

A part-time Executive Secretary, retained on a fee basis. (Kenneth
M. Anderson, from November, 1955, to June, 1956, and Stanley
V. Kinyon, from June to September, 1956, both Professors of Law
in the University Law School.)
A full-time office secretary (Miss Alice Magnuson, from Decem
ber, 1955 to June 15, 1956, and Mrs. Harold Kind from June 15
to December, 1956), plus part-time secretarial assistants, hired
from the University from time-to-time as needed. (These included
Gwen Tustison, Margaret Wallner, and Deaun Sheggrud.)

4. The Program Committee (not compensated) whose members and
functions have been described above (p. 7).

5. A Sub-Committee on Issues (not compensated) to prepare and pre
sent to the full Committee a complete statement of the issues or
questions raised by the Research Reports, for Committee considera
tion and decision in arriving at its ultimate conclusions and recom
mendations. This sub-committee was composed of Francis M. Boddy,
Chairman, Norris Ellertson, Walter W. Heller, Robert E. Hess, G.
Sidney Houston, James L. Morton, Robert C. Sermon, and E. I.
Whyatt.

6. The Full Committee (not compensated) which has made final deci
sions on Committee policies, program, research staff personnel, and
has considered from the standpoint of scope, accuracy and presenta
tion the research reports for inclusion in the Final Staff Report.

Unique features of this working organization are the Committee's own
sizable professional research staff providing extensive factual data on the
State's Tax Structure and Economy as a basis for Committee decisions, and
the intensive, critical study of these and other data by the Committee mem
bers in many arduous meetings.

D. Contributions, Financial and Other, to Support the
Committee's Program

The Committee, not being supported by government funds, has received
very substantial contributions, both in money and in other forms from
many sources. These contributions reveal an amazing willingness of indi
viduals, corporations, groups, and institutions in this State to contribute
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substantially and voluntarily to a project of this sort. They demonstrate in
a most tangible form the wide-spread interest of responsible people in all
areas of activity in the State in its taxes, economy and general well-being.

It should be noted, first of all, that all committee members and alternates
have served as such without compensation or reimbursement for travelling
or other expense from the Committee. Only the luncheon costs at meetings
have been paid for by the Committee.

Despite this, the monetary needs of a project of this magnitude have
necessarily been substantial. At its first meeting the Committee estimated
that it would need a $40,000 budget (subsequently and necessarily raised).

The representatives of the labor groups agreed to try to raise 25 % of
the original budget from their groups, which they more than did. The
Minnesota State Federation of Labor paid its share out of general funds,
the Minnesota State c.I.a. Council raised its portion through contributions
of constituent unions, and the Railroad Brotherhoods Joint Legislative
Board - Minnesota made the contribution for its members.

The representatives of the farm groups, the Farm Bureau Federation, the
State Grange of Minnesota, the Minnesota Farmers' Union, and the Min
nesota Association of Cooperatives also agreed to attempt to raise 25% of
the original budget, which they, too, more than did.

Chairman Thomson agreed to try to raise the remaining 50% by con
tributions from business and industrial concerns, which he more than did
despite an original limitation placed by him on the contribution from any
one business, to eliminate any basis for a charge that the Committee was
being largely financed by a few big firms or industries. Contributions from
150 business and industrial concerns; from the principal labor unions and
organizations; and the major farm organizations and cooperative associa
tions have been received by the Committee. The University of Minnesota
has made available the large amounts of time spent by Professors Boddy
and Heller in doing specialized Committee work without compensation
from the Committee. Total expenditures are estimated at $72,000, of which
labor and agricultural groups each contributed $12,000, and business or
ganizations made up the balance.

Similarly, the firms and organizations by which the other Committee
members are employed have furnished many hundreds of hours of their
working time for Committee service.

Miss Bernice Klask, Secretary to Mr. Thomson, has worked arduously,
above and beyond the call of duty, in performing extra duties thrust upon
her through her employer's position as Chairman of this Committee.

Departments and personnel of the State and local governments, pri
marily the State Commissioner of Taxation and his staff and the State De
partment of Administration, have furnished data and assistance to the
Committee and its staff, worth thousands of dollars.

Calculating machines were made available free of charge by the Friden
Company and the Minnesota State CIa Council.
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Introduction
A complete audit of the Committee's receipts and expenditures has been

contributed by the firm of Peat, Marwick, Mitchell and Company.
The members and alternates of this Committee have contributed hundreds

of hours of uncompensated personal time, energy and constructive thought
and work, in addition to attendance at the 41 meetings of the full Com
mittee, and approximately the same number of meetings of the Program,
Issues, and other sub-committees (ranging in duration from 3 to 7 hours
each), in evening and "spare time" reading and study of more than 1000
pages of the various drafts of technical research reports and other data
considered by the Committee.

E. Development of the Committee's Program
Unlike many committees and commissions, this Committee has not relied

upon hearings as the basis either for its information or the determination
of its program.

As described above, the over-all scope of its program and objectives
was threshed out and agreed upon, both prior to its formation and in the
early months of its existence, through communications from the groups
represented on it, through the Governor's recommendations and through
the previous studies and experience of the Committee members.

In public speeches made by the Chairman, and in the efforts made by
him and the various group representatives to raise funds for the Commit
tee, people were urged to tell the Committee what problems, questions and
criticisms they had concerning Minnesota's taxes and economy and what
specific matters they felt should be dealt with by the Committee.

The Chairman and the Research Director made themselves available to
all groups and individuals desiring conferences.

Various associations, business groups, and other organizations were urged
to circularize their members for questions. Mining, Railroad, Trucking and
Warehouse industries, subject to special forms of taxation, were afforded
an opportunity to file briefs or memoranda setting forth their positions on
various questions of tax policy.

Many communications were received and studied.
Reports and recommendations of prior Minnesota commISSIons and

committees were studied and taken into account together with similar re
ports from other states. Inquiries were made of Minnesota legislators by
Committee members as to their views.

These data and other pertinent material were used by the Program Com
mittee. and the Research Director in determining the matters of primary
concern to the people of the State which should be and were programmed
for research and study by the Committee and its Staff. The resulting scope
of inquiry was thus broad and many-sided and it is hoped that no question
of real significance has been overlooked. The ground covered by the Re
search Staff and the Committee, and the depth of its study, have been as
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broad and intensive as the available time and resources would permit, but
no pretense is made that this project has been completely exhaustive either
in scope or depth.

F. The Committee's Over-All Objective

As finally developed, the over-all objective of the Committee can be
stated briefly as follows:

(a) To study, primarily through its Research Staff reports, Minnesota's
Economy and the impact of its tax structure on various kinds of economic
endeavor, and on Minnesota's competitive position in various economic
areas; the possibilities for improving Minnesota's fiscal operations and ad
ministrative procedure; and the degree to which its tax structure and rates
distribute the tax burden equitably among the people of the State.

(b) To provide the voters and policy-makers of Minnesota with a clear
cut factual and analytical survey of their tax structure to promote a better
understanding of that structure and to facilitate its revision and improve
ment.

(c) In light of these studies, to make such findings, conclusions, and
recommendations for changes in the present tax structure as it may agree
are necessary to adjust adverse impacts on economic growth or develop
ment, remove inequities in the distribution of the tax burden, and provide
adequate revenue to meet the estimated needs of Minnesota's State and
local governments in the future.
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Letter of Transmittal

November 16, 1956

Mr. J. Cameron Thomson, Chairman
Governor's Minnesota Tax Study Committee
Minneapolis, Minnesota

Dear Mr. Thomson:

I am pleased to transmit to you the Report of the Staff to the Governor's
Minnesota Tax Study Committee.

Due account has been taken of the suggestions and criticisms offered
from time to time by members of the Committee in the course of their
study and discussion of earlier drafts of the various chapters. However,
responsibility for the statements of fact, conclusions and opinions which
appear in the Report rests entirely with your Research Director and not
with the Committee or individual members of the research staff.

The Report is ,the joint product of Wilbur R. Thompson, Associate Re
search Director, Glenn Fisher, Thomas J. Morison, Alek Rozental and
myself, aided on special projects by Professors Oswald H. Brownlee and
Philip M. Raup of the University of Minnesota. I am very much indebted to
a large number of State and local governmental officials who managed to
find the time and resources to provide a vast quantity of information. I am
especially appreciative of the efforts of Arthur Naftalin, Commissioner of
Administration, and G. Howard Spaeth, Commissioner, George R. Johnson,
Deputy Commissioner, Joseph M. Robertson, Research Director, and
Allen C. Sulerud, Secretary, all of the Department of Taxation.

The work of the staff was greatly facilitated by Mr. Kenneth M. Ander
son and Professor Stanley V. Kinyon, who served, successively, as Execu
tive Secretary of the Committee, Merlin Meyer and Charles Sloan, research
assistants, and Mrs. Harold Kind, Gwen Tustison, Margaret Wallner and
Deaun Sheggrud, secretarial and stenographic assistants. I should like also
to acknowledge the assistance that was so graciously provided by Mrs.
Catherine Hanson of the School of Business Administration and Mrs.
Louise Mitchell of the State Organization Service.

Respectfully submitted,

Harvey E. Brazer
Research Director
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PART TWO

Report of the Research Staff to the Governor's
Minnesota Tax Study Committee:

A Summary of Findings

THE scope of the Report of the research staff is very broad, in keeping with
the objectives, outlined in Part I of this Report, adopted by the Committee.
The staff, in its effort to provide the Committee with a sound basis upon
which to rest its deliberations, conclusions and recommendations, pre
pared the extensive research report which constitutes Part II of the full
Report. In it may be found chapters dealing with the State's economy,
public expenditures, the tax structure, taxation and economic growth, each
of the major taxes employed by the State and its local subdivisions, the
Permanent Funds, general sales, value added and local nonproperty taxes,
state-local financial relations, projections of revenues and expenditures,
and alternative tax policies. Throughout the staff study we have attempted
to present the necessary factual data and descriptions and to offer an ob
jective analysis of them. All taxes have been examined in the light of their
impact on economic growth, equity in the distribution of the tax load and
the revenue needs of government in Minnesota.

This summary of the findings of the research staff is designed to serve
as a brief background for the conclusions and recommendations of the
Committee and as an introduction to the full staff report.

THE MINNESOTA ECONOMY

The very high proportion of the State's labor force that is employed in
agriculture probably accounts in large part for the fact that per capita
personal income in Minnesota is below the national average and net out
migration of population is, apparently, continuing on a modest scale. The
better-than-average performance of agriculture in the State has been re
sponsible, however, for a higher level of income and less out-migration of
people than the importance of farming in the economy would suggest.
Employment and income in manufacturing have been advancing somewhat
more rapidly in Minnesota in recent years than they have in the nation as
a whole, as has per capita personal income; but such progress as has been
made has been too slow to permit the economy to provide non-agricultural
jobs for the increasing number of persons entering the labor force and to
raise the level of income to the national average.

More rapid expansion of manufacturing, which could be expected to
bring with it increased employment and income in trade, services, con-
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struction, transportation and public utilities and a larger market for local
agricultural products, if it is to be achieved, must be accomplished in the
face of some readily defined difficulties. These include the long distance
from major national markets and the absence in the State of many im
portant raw materials, including sources of cheap fuel and, therefore, low
cost power. Offsetting these difficulties, however, the State offers many
advantages, not least of which are a labor force that is generally regarded
as being superior in its qualities, an invigorating, healthful climate and an
abundance of opportunities for outdoor recreation. The completion of the
St. Lawrence Seaway will offer low-cost transportation to the markets of
the eastern seaboard and of the world. The State's actual and potential
supplies of the products of the mine, the farm and the forest also offer
opportunities for expansion in the manufacture of goods which utilize
them as raw materials. The most promising areas for development prob
ably lie in the expansion of industrial activity requiring such raw materials
and in the manufacture of high-value, low-bulk products employing a
skilled and resourceful labor force.

PUBLIC EXPENDITURES

The tax system and nontax revenues in Minnesota have for many years
supported a level of State and local public expenditures per capita higher
than that found in the neighboring states and in the United States as a
whole. The three major categories of expenditure are education, highways,
and health, hospitals and welfare. They account for approximately 80 per
cent of the total. The difference between per capita expenditures of $207
in Minnesota and $189 in all states in 1954 was equal, approximately, to
the difference in expenditures on education. Highway expenditures are also
considerably higher than the national average, but they are about equal to
those in the neighboring states. Expenditures for health, hospitals and
welfare appear to be somewhat higher in Minnesota than they are in the
latter states and slightly below the average for all 48 states.

A contributing factor in explaining the high level of expenditures on
education is probably to be found in the larger-than-average proportion of
the population that is enrolled in State institutions of higher education in
Minnesota. The influence of the very large number of small school districts
is less clear. Moreover, with respect to education as well as all other
categories of expenditure, it has not been possible to determine whether or
not high expenditures are necessarily indicative of a high quality of public
services, although, in the absence of evidence to the contrary, there is a
strong presumption in favor of this conclusion.

THE TAX STRUCTURE

State and local taxes in Minnesota in 1954 amounted to more than
$150 per capita, about 9 per cent of personal income received in the State.
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While tax revenue has been increasing rapidly in recent years, almost
tripling since 1941, income has increased even more rapidly, so that the
share of income taken by taxes has declined somewhat. Compared with
all other states, however, taxes in Minnesota, in terms of per capita re
ceipts and measured as a per cent of income, are high, ranking eighth
among the 48 states in the latter respect.

The property tax remains, as it has always been, the most important of
all State-local taxes in Minnesota. Its revenue importance has declined
considerably in the past 50 years, however, from 90 per cent to 52 per cent
of total tax revenue. It is still the only major source of tax revenue resorted
to by local governments while the State government relies upon it now for
only about 5 per cent of its tax receipts. The legislative and revenue history
of taxation in Minnesota is one in which new taxes have been introduced
at the State level in periodic response to financial crises and the demand
for an elaborate system of surfaced highways. Currently the most produc
tive non-property taxes are, in order of their importance, taxes on individual
income, motor fuels, the value of iron ore mined, motor vehicles, gross
earnings of railroad, telephone, telegraph, express and railroad car com
panies, corporate income, alcoholic beverages, and cigarettes.

Compared with those in other states, governments in Minnesota rely
heavily on property, income and severance taxes and only moderately on
taxes related directly- to personal consumption expenditures.

TAXES AND INDUSTRIAL LOCATION

The importance of state and local taxation as a cost of doing business
depends to a very large extent upon the amount of taxable property used
in the business and thus varies widely among firms and among industries.
For a group of almost 7,000 corporations doing business in Minnesota in
1953 we found that state and local taxes represented an average of less
than 1 per cent of gross receipts and about 19 per cent of net income after
taxes.

The fact that governments in Minnesota rely more heavily upon prop
erty taxation than do governments in most other states, coupled with the
impact of the system of property classification in this State, suggest that
comparable business firms pay higher taxes in Minnesota than they do,
typically, in other states. Computation of the tax liability incurred by a
hypothetical firm alternatively located in Minnesota, illinois, Iowa, Mis
souri, Nebraska, North and South Dakota and Wisconsin supported this
suggestion. 'State and local taxes were found to be about the same in
Minnesota and Wisconsin, but less than half as high in illinois, Missouri,
Nebraska and South Dakota and one-quarter to one-third lower in North
Dakota and Iowa. However, when deductibility of state-local taxes from
income for federal income tax purposes and the federal tax liability are
taken into account, the percentage differential in total tax liabilities between
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Minnesota and Nebraska, the lowest-tax state, is reduced to less than 6
per cent.

We can draw no firm conclusions about the importance of tax differentials
as a locational factor for industry; for some firms at least they are likely
to be of considerable importance, while for others they are not. For those
firms in which tangible personal and real property are major factors in the
production process Minnesota locations would appear to offer a cost dis
advantage of significant proportions. Whatever the strength of their influ
ence, taxes, unlike other locational factors, lie within the control of the
Legislature. Decisions to reduce business taxes, however, must be viewed
in the light of the fact that tax relief for business must be accompanied by
higher taxes imposed on individuals as property users, income recipients
or 'consumers.

THE PROPERTY TAX

The property tax is currently relied upon to produce some $250 million
per year in Minnesota, about 95 per cent of which is levied by the counties,
townships, school districts and municipalities of the State. Per capita re
ceipts in 1954 of $79 were well in excess of the national average of $62.
A comparatively high level of property tax collections in Minnesota is not
of recent origin; collections per capita have exceeded the national average
with consistency for at least 50 years.

Among the outstanding features of property taxation in this State is the
rather'complex system of classification, under which taxable or assessed
value ranges from 50 per cent of "full and true" value for iron ore to 5 per
cent for rural electric transmission lines and zero for exempt property such
as facilities used in the mining and cqncentration of taconite and the first
$400 of the full and true value of household goods. Some features of this
system are readily justified in terms of administrative feasibility or encour
agement to resource use and development, but others appear to be the result
of political pressures and compromise and have little or nothing to com
mend them.

The most important weaknesses in the property tax are to be found in
its administration. Both real and personal property are valued at varying
fractions of their current market value by some 2,700 local assessors, most
of whom are elected and are not required by law to possess the knowledge,
skill or training needed for the efficient appraisal of property. Moreover, the
maximum rates of compensation allowed are extremely low and many
assessment districts are far too small to permit the use of competent, ade
quately paid personnel, and the requisite equipment and facilities. In addi
tion, procedures used now in equalization and review achieve little in
atoning for the inadequacies of the original assessment. The aggrieved tax
payer has no clear, low-cost avenue available to him for obtaining redress.

Even if the shortcomings of the property tax as a means of spreading
the cost of local government are overlooked in the interests of local fiscal
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responsibility and independence, its administration introduces grave in
equities that can be corrected only by drastic improvement in the perform
ance of the assessment function and in review and equalization procedures.
Such improvement may well lie within the realm of possibilities in the taxa
tion of real property. The difficulties and inequities inherent in the personal
property tax are likely to be much less amenable to reform.

THE INDIVIDUAL INCOME TAX

In the 23 years since its inception in Minnesota in 1933 the individual
income tax has risen to first rank: among the State's sources of tax revenues,
receipts having exceeded $60 million in fiscal 1956. Tax collections in
1955 of more than $17 per capita, over 1 per cent of personal income
received in the State, were, in these terms, sixth and fifth highest among the
income-tax states. Minnesota, with 22 per cent of State tax receipts derived
from the income tax, ranked sixth among the states in this respect as well.

Statutory tax rates in Minnesota are among the highest in the country,
but the effective rates, arrived at by taking into account the mutual de
ductibility of federal and state income tax liabilities, are below the average
of the effective rates applicable in the 29 income-tax states. The top statu
tory rate of 11 per cent, for example, is reduced, for the single taxpayer
with income of just over $20,000, to 2.27 per cent when account is taken
of mutual deductibility. Among the 4 neighboring states that levy an income
tax, however, only Wisconsin imposes a higher tax at levels of income
above $5,000. For lower income brackets Minnesota's income tax imposes
the highest tax liability in the area.

One feature of the Minnesota income tax that is not readily supportable
in logic is the deductibility of all medical expenses, with neither a maximum
limit nor a minimum level of "ordinary" expenses that are not deductible.

Permitting married couples to file separate returns if each spouse has
his or her own income results, in many cases, in a substantial difference in
taxes paid by persons who are otherwise similarly circumstanced. Such
differentiation may be eliminated either by permitting all married couples
to split their incomes (as in the federal law) or by requiring compulsory
joint returns. .

Wherever differences between the Minnesota and the federal law are not
clearly justified on their merits there is much to be said in favor of uni
formity, particularly in the definition of taxable income. An important dif
ference that now exists is to be found in the computation of capital losses
and the length of the loss carry-over period. Both compliance and adminis
tration would be facilitated if the State were to adopt the relevant features
of the federal law. This conclusion is justified as well with regard to the
treatment of annual amounts received under annuity contracts and the
federal exclusion of up to $100 per week received by sick or injured
employees under wage or salary continuation plans.

For purposes of improving administration of and compliance with the
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income tax there is much to be said in favor of the introduction of a system
of withholding and current quarterly payments of taxes accruing on income
not subject to withholding. The principal positive argument against with
holding is that it involves, for many employers, excessive compliance costs.
The prospective gains in revenue and equity, however, appear to outweigh
the latter consideration.

THE CORPORATE INCOME TAX

The corporate income tax in Minnesota currently yields about $15 mil
lion per year in revenue and accounts for 6 per cent of the State's tax
receipts. Although the statutory rate of 7.3 per cent is among the highest
in the country, the fact that Minnesota is one of 16 states that permit
deduction of the corporation's federal income tax liability in computing the
tax base for state purposes brings the effective rate down to a level that is
lower than the average effective rate for the 33 corporate-income-tax states.
Minnesota's effective rate, however, is higher than that imposed by all of
its neighboring states except Wisconsin.
. A corporation's state income tax liability depends substantially on
features other than the tax rate. Minnesota is one of only two states that
allow an exemption or income credit to corporations. The $500 exemption
permitted is estimated to cost about $200,000 per year in revenue and is
difficult, if not impossible, to justify in the interests of either equity or
administrative considerations. A corporation's tax liability may be reduced
by as much as 10 per cent of the 6 per cent "normal" tax by the property
payroll credit. The amount of the credit allowed is equal to the ratio of the
firm's property and payrolls in Minnesota to its total property and payrolls
multiplied by 10 per cent of its normal income tax liability. A third special
feature of the tax is the alternative allocation formula under which an
inter-state corporation may, in allocating income to Minnesota, weight sales
70 per cent, payrolls 15 per cent, and property 15 per cent, in lieu of
weighting each of the 3 factors equally. Both the property-payroll credit
and the alternative allocation formula are designed to provide inducements
to corporations to locate plants in Minnesota, the former at a revenue cost
to the State estimated at close to $1 million, while the latter is estimated
to cost about $500,000 per year. Each of these provisions results in dif
ferential tax burdens being imposed on firms realizing the same net income
and thus raises questions of equity that must be weighted against their
location-inducing effects. In these terms the likelihood is that the alterna
tive allocation formula isthe most effective as a means of attracting national
market, multi-plant firms, those to whom the State must look for a large
part of its industrial expansion.

INHERITANCE, ESTATE AND GIFT TAXES

Inheritance, estate and gift taxes in Minnesota, as in all of the 47 states
that impose "wealth transfer" taxes in one form or another, are not im-
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portant sources of revenue. Tax receipts in Minnesota have averaged less
than $4 million per year in the past 5 years. Their importance would appear
to lie, rather, in their capacity to impart an element of progression to the
State-local tax structure which is, on the whole, regressive in its impact
upon individuals.

Analysis of the various features of the Minnesota inheritance tax, in
cluding its rates, exemptions and exclusions, indicates that the tax liability
imposed on estates in this State is neither inordinately high nor among the
lowest imposed by the states as a whole. Consideration of the question of
raising rates or lowering exemptions in order to increase revenues should
give weight to the influence of the inheritance tax in inducing wealthy per
sons to leave the State or remove their property and their domiciles to
other states.

Irrespective of the level of tax rates or exemptions, however, there are
several major points at which equity issues arise. These include the exemp
tion of all or part of the value of the homestead and the proceeds of insur
ance policies left to named beneficiaries, in amounts that vary with the
relationship between the decedent and the heir, and the very favorable
treatment afforded to transfers by gift, compared with transfers at death.

TAXATION OF IRON ORE AND TACONITE

In fiscal 1956 iron mining companies and fee owners paid more than
$56 million in State and local taxes in Minnesota. Of this sum $31.5
million was paid in the form of iron ore occupation taxes, $3.5 million in
royalty taxes, and more than $21 million in property taxes. In the course of
the past 15 years total State and local taxes have amounted to 7 to 8 per
cent of the Lake Erie value of ore shipped, with an increasingly large
proportion of the total represented by the State's occupation tax.

The occupation tax, which is paid in lieu of the corporate income tax,
is levied at a normal rate of 11 per cent plus the veterans' compensation
surtax of 1 per cent and the General Revenue Fund surtax of 1.65 per
cent, or 13.65 per cent in all. It is a severance-income tax based on the
mine-head value of the ore less costs of beneficiation, depreciation of build
ings and other facilities, wages and salaries, amortization of development
costs, supplies, royalties paid, miscellaneous expenses and a portion of
ad valorem taxes paid. It falls short of being a net income tax principally
because no deduction is allowed for depletion and only that proportion of
property taxes paid equal to the ratio of tons mined to the estimated total
tonnage in the mine may be deducted. Federal income taxes are not
deductible. Thus the tax rate is almost twice as high as the corporate
income tax rate and the tax base is probably as much as or more than
twice as broad.

Iron ore production in Minnesota is subject to much heavier taxation
than is business in general and Minnesota's taxes appear to be considerably
higher than those imposed in the Canadian provinces or in other states in

9
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which petroleum, natural gas and other mineral products are of com
parable importance.

The increasing importance of low grade ores in the economy of the
Mesabi and of competition from foreign sources of ore would appear to
require that close attention be afforded to the effects of State-local taxation
of iron mining on the future of this industry in the State. Encouragement
of the fullest use of Minnesota's remaining deposits of direct-shipping ores
and its abundant stores of low-grade ore and taconite may be accomplished
most readily by accelerating the shift from ad valorem to severance taxa
tion, irrespective of the total level of taxes imposed. The special taxation of
taconite under a gross severance tax in lieu of the property tax, with most
of the revenue being returned to the local communities, and the labOl
credit, which could properly be' converted to a "high-cost" credit, may
point the way toward a desirable program of taxation of an industry whose
character and competitive position have changed radically in the course of
the 35 years since the occupation tax was introduced.

GROSS EARNINGS TAXES

Railroad, freight line, sleeping car, express, telephone and telegraph
companies in Minnesota' are subject to gross earnings taxes imposed by the
State. Rates range from 9 per cent for express companies to 5 per cent for
railroads and 4 per cent for gross earnings of telephone companies derived
from operations in places having populations of less than 10,000. These
taxes are in lieu of State and local ad valorem taxes and, in the case of the
railroads, in lieu of the corporate income tax as well. Total revenue in fiscal
1955 exceeded $18 million, of which the railroads paid $12 million and
the telephone companies $5 million,

Among the results of the imposition of the gross earnings taxes that are
particularly noteworthy is the fact that they appear to impose a higher tax
load on the companies subject to them than that borne by most other kinds
of business or similar businesses operating in other states. There is a marked
contrast, for example, between the ratio of taxes paid to the gross earnings
of trucking companies and the tax rate applicable to the railroads, The
differential rates imposed on the various classes of companies subject to
gross earnings taxes are, in general, not amenable to rational justification.
Nor is it possible to justify the exemption of the railroads from the cor
pOl'ate income tax while all other companies subject to gross earnings taxes
are liable for it. A third major consideration involved in the imposition of
these taxes is the loss to local communities of a substantial portion of their
property tax bases, a loss which, for the most part, is not compensated for
by return to them of the State's gross earnings tax receipts. In most states,
in contrast, central assessment of the property of railroads and other utilities
and the imposition of property taxes which accrue to local governments is
preferred to taxes on gross earnings, the proceeds of which are retained
by the state.

10
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HIGHWAY USER TAXES

Motor fuel and motor vehicle taxes are commonly regarded as charges
paid by users of the public highways in exchange for the benefits derived
from such use. In Minnesota, therefore, as in all but two of the states,
revenues derived from these taxes are dedicated or earmarked for highway
financing.

Highway user taxes in Minnesota are approximately equal to the average
level imposed in 7 neighboring states in the case of private automobiles
and intercity busses and considerably below this average in the case of
commercial property carriers. The shortcomings of motor fuel and vehicle
registration taxes as means of distributing highway costs among commercial
users and the comparatively low l~vel of charges borne by over-the-road
carriers suggest the desirability of looking toward the weight-distance tax
as a supplementary levy.

TAXATION OF TOBACCO PRODUCTS AND ALCOHOLIC BEVERAGES

The selective excise taxes imposed on beer, wine, distilled spirits and
cigarettes produced about $25 million in revenue in Minnesota in fiscal
1955. The revenue productivity of these taxes belies the sumptuary motive
that is frequently offered in their defense. Their differential rates and re
gressive distribution among income groups are, however, apparently
matched by their political acceptability.

Under present law discounts allowed to distributors of cigarettes and
tobacco products cost the State and the local units that share cigarette tax
receipts almost half a million dollars in revenue each year. If the tem
porary tax on tobacco products, levied at a rate that is approximately one
quarter lower than that levied on cigarettes, is permitted to expire at the
end of the current fiscal year the revenue loss will exceed $1 million and
discrimination among tobacco users will be very much accentuated.
. Minnesota is one among only 5 states that distinguish between low point

and high point beer for tax purposes. The comparatively small difference
in alcoholic content hardly warrants a 100 per cent difference in the tax
rate, currently $2.20 per barrel for high point and $1.10 per barrel for
low point beer.

TAXATION OF INSURANCE PREMIUMS

Insurance companies in Minnesota are taxed at a rate of 2 per cent on
premiums paid on business written in the State. This tax is in lieu of the
normal corporate income and personal property taxes and currently pro
duces about $6 million per year in revenue.

The tax rate imposed in Minnesota is the one most commonly used by
the states and, given the fact that the laws of 32 states contain retaliatory
clauses, an upward revision of this rate would weaken the competitive posi
tion of Minnesota companies.

Twenty-seven states, including Minnesota, now tax annuity considera
tions, but the tax is d?e to expire as of the end of this year. More important
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in terms of the potential revenue involved, as well as in terms of equity
considerations, is the fact that $60 million in insurance premiums paid to
the Minnesota Hospital and Medical Service Associations and a variety
of mutual insurance organizations is exempt from taxation.

PERMANENT TRUST FUNDS

The State of Minnesota is the trustee for the Permanent School, Univer
sity, Swamp Land and Internal Improvement Funds which now hold total
assets exceeding $270 million in value. The investment income, most of
which is derived from the Funds' holdings of United States Government
bonds, may be used only for the support of the public schools, the Uni
versity, charitable institutions and roads and bridges. The principal of
these Funds is constitutionally inviolate.

The current yield on the principal sum is about 2.5 per cent. Revenue
from this source may be increased substantially by investing far less than
the present 15 per cent of the total in state and local securities, by keeping
funds more fully invested and by a liberalization of investment policies.
The latter would require a constitutional amendment.

NEW SOURCES OF REVENUE

The general sales tax and the value-added tax were examined as possible
sources of revenue for the State, sources which may be used to supplant all
or part of existing taxes or to raise additional revenue should the present
tax structure be regarded as inadequate or inappropriate for the purpose.

The principal virtue of the sales tax lies in its capacity to raise substan
tial amounts of revenue with comparatively little detriment to the expan
sion of industry and agriculture in the State. Its major shortcoming is to
be found in the fact that it is ordinarily regressive and imposes an increas
ingly heavy burden as the size of the family increases. Attempts to reduce
regressivity by exempting food consumed in the home can succeed only at
the cost of adding very appreciably to the costs and difficulties involved in
both administration and compliance. However, it is possible to achieve
progressivity in a sales tax and to remove at least the larger part of the
excessive burden ordinarily imposed on larger families by permitting a
credit to each taxpayer, spouse and dependent. For example, a 3 per cent
broad-based sales tax, coupled with a $20 credit would, according to our
estimates, be capable of raising $50 million per year in revenue and at the
same time produce a progressive distribution of the tax load.

A tax levied on value-added by all industrial, commercial, financial,
transportation, utility, construction, communications, and agricultural enter
prises is one that would distribute the tax load in far less capricious fashion
than is accomplished under the personal property tax. At a rate of 6 or 7
mills it could be expected to produce about $20 million in revenue per year,
part or all of which might be returned to local governments as a means of
replacing revenue that would be lost through re-c1assipcation or exemption

12
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-of personal property. The fact that the State now administers income taxes
would facilitate the problem of administering a new tax of this nature, for
all or most of the information required of the taxpayer is now reported for
income tax purposes.

The most promising source of non-property tax revenue that may be
adopted by the larger municipalities of the State is the local income tax.
Experience in recent years in such cities as Philadelphia, St. Louis, Toledo,
Columbus and Louisville suggests that a tax levied at the rate of 1 per cent
would be likely to yield $20 or more per capita per year. Alternatively,
cities may be permitted to add a supplementary rate to the State rate and
have the tax administered by the Department of Taxation's Income Tax
Division.

Many cities now levy general sales, excise and admissions and amuse
ment taxes, but these taxes are not likely to be as productive of revenue as
the income tax or to reach as effectively the commuter or "daylight" citizen.
They are, furthermore, likely to have unfortunate repercussions upon retail
trade within the larger central cities of the State's major metropolitan areas.

The "wheelage" tax is a source of municipal revenue that has much to
commend it. Its revenue potential is probably as high as $5 per capita in
the larger cities. Administration and enforcement are likely to be extremely
difficult, however, unless the full cooperation of the Department of the
Secretary of State were made available.

STATE-LOCAL FINANCIAL RELATIONS

More than 90 per cent of State aid to local units of government in Min
nesota in 1955 consisted of grants-in-aid earmarked for education ($76
million), welfare ($41 million) and highways ($14 million). Other functions
aided were health and hospitals, fire protection and non-highway transpor
tation. In addition the State shares the proceeds of the cigarette, liquor, in
heritance and taconite taxes with local governments and distributes the en
tire proceeds of the bank excise tax to the municipalities in which the banks
are located. ,

The existing structure of State-local fiscal relations is one in which com
paratively little consideration is given to relative financial needs, capacity
or local effort, and local budgetary freedom is substantially restricted as a
consequence of the predominance of earmarked grants-in-aid.

REVENUE AND EXPENDITURE PROJECTIONS

Our projections of revenues and expenditures for the State and its local
subdivisions suggest that revenues for fiscal 1957 should be sufficient to
meet expenditure requirements. By 1965, however, the projected deficit
ranges from about $60 million to $120 million if the surtaxes are allowed
to expire and from $24 million to $95 million if all of the existing surtaxes
are continued. These projections do not allow for either new net borrowing
or debt amortization.

13



CHAPTER I

The Minnesota Economy

INSIGHT into the Minnesota economy can be gained by looking to an
over-all measure of the area's performance, such as State income. Minne
sota's per capita personal income has been below the national average in
every year since 1929, the earliest year for which reliable regional income
data are available. Although Minnesota has improved its position from the
1929 level of 85.0 per cent to 92.9 per cent of the national average per
capita personal income in 1954, the State has never exceeded 98.9 per cent
of the national average (1948). In recent years, however, Minnesota has
ranked about average relative to neighboring states.

Using Decennial Census population data, a more intensive examination
of State income shows that in 1950 agricultural income per capita of farm
population was $834 in Minnesota as against a national average of only
$734. On the other hand, income per capita of the non-farm population
was only $1,584 in Minnesota as against the higher national average of
$1,636. Thus, relative to the country as a whole, Minnesota is currently
more efficient in agriculture than in other industrial activities generally. But,
in absolute terms, farming is a low-income occupation and, accordingly, the
State's relatively heavy emphasis on this industry is reflected in below
average per capita income.

Despite Minnesota's relative advantage in agriculture, State per capita
income in 1950 would have been $1,470 instead of the actual $1,392, if the
State had duplicated the national industrial structure, 15.3 per cent instead
of its actual 24.8 per cent of population on farms, assuming the continuation
of its existing agricultural and non-agricultural income levels. That is to say,
Minnesota's 1950 per capita incoijle, with only the national-average empha
sis on agriculture, would have attained 98.6 per cent rather than the actual
93.4 per cent of the national average. Inferentially, then, roughly 80 per cent
of the unfavorable gap between State and national per capita income levels
is due to Minnesota's heavy agricultural specialization.

Comparative State Income Levels and Trends

Of the eight states that will be compared most closely and continually in
this Report, only illinois has regularly exceeded the national average per
capita personal income. Missouri and Wisconsin comprise a separate, second
sub-group of states which fall short of the national average but which are
substantially above the income average of the full group of eight states.
Iowa, Minnesota and Nebraska constitute the "middle" group in per capita
income. Finally, South Dakota and North Dakota are the least fortunate of
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Source: Derived from U. S. Department of Commerce, Survey of Current Busi
ness (Washington, D.C.), September, 1955, Table 2, pp. 16-17.

The Minnesota Economy
Table I. 1. Per Capita Personal Income in Minnesota and Selected States, 1950-54

the eight, with per capita incomes of only about three-quarters of the na
tional average. The details of these comparisons are set forth in Table I. 1.

Fortunately, the unfavorable gap between the local and national income
level has narrowed since 1929. An easy optimism is not in order, however,
because this State has not gained relative to the national average income
level in any consistent manner since the end of World War II. In fact, as
Table I. 2 discloses, Minnesota's per capita income increased at slightly less
than the national average rate in both the early postwar period, 1946-50,
and the more recent years, 1950-54. Only the rapid gains built up in the war
period, 1940-46, give the State a favorable over-all income growth rate (213
per cent) relative to the country as a whole (197 per cent) for the full
period, 1940-54.

While Minnesota's economic well-being has advanced a little less slowly
than that of the country generally in the postwar period, since 1950 this
State has climbed relative to neighboring states. Or, alternatively, except for
Minnesota, Missouri and illinois, lately this general region has fallen behind
the national rate of growth in income level. And, while Minnesota has yet
to attain the national average income level, the State has not lost the relative
gains it made up to 1946. Further, the sagging rate of growth of neighboring
states since 1950, obviously related to the slump in agricultural income, in
dicates that this State is doing relatively well considering that it, too, is a
"farm state" to a considerable degree.

The trend in agricultural income in Minnesota and neighboring states is
detailed in Table I. 3. Clearly, since 1940, State income originating in agri
culture has grown slowly relative to the country as a whole and even more
slowly relative to the states of this region. Minnesota agricultural income,
however, has done relatively well recently. From 1950-54, State agricultural
income fell off by a mere 5 per cent in contrast to the national decline of 11
per cent and much larger declines in 5 of the 7 other states being considered,
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2,047(1)

1,685

1,632(3) .
1,670(2)

1,558(5)
1,548(6)
1,566(4)

1,300(7)
1,225(8)

Average
1950-541950

1,826(1 )

1,491

1,444(4)
1,460(2)

1,442(5 )
1,392(6)
1,468(3 )

1,220(8)
1,255(7)

State 1954

(dollars)

lllinois 2,155 (1)

UNITED STATES 1,770

Missouri 1,747(2)
Wisconsin 1,706(3)

Iowa 1,667 (4)
MINNESOTA 1,644(5)
Nebraska 1,635(6)

South Dakota 1,332(7)
North Dakota 1,186(8)
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Table 1. 2. Changes in Per Capita Personal Income for Minnesota and Selected States, 1940-54

Missouri 21.0
UNITED STATES .. 18.7
MINNESOTA 18.1
Illinois 18.0
Wisconsin. . . . . . . . .. 16.8
Iowa _. . . . . . .. 15.6
Nebraska 11.4
South Dakota _. _. 9.2
North Dakota - 5.5

Per cent
change

State 1940-46

South Dakota 202
North Dakota . . . . . .. 199
Nebraska , 162
Iowa 141
Missouri 126
MINNESOTA 123
Wisconsin 118
UNITED STATES 110
Illinois 103

Per cent
change

State 1946-50

Nebraska 27.5
Missouri 21.8
Wisconsin 20.8
North Dakota 20.0
Iowa 19.5
UNITED STATES .. 19.4
Illinois 19.3
MINNESOTA 18.6
South Dakota 12.7

State

Per cent
change
1950-54

Per cent
change

State 1940-54

Nebraska .. . . . . . . . .. 272
South Dakota 271
North Dakota _. _ 239
Iowa 233
Missouri 233
MINNESOTA 213
Wisconsin 208
UNITED STATES 197
Illinois 186

Source: Derived from U. S. Department of Commerce, Survey of Current Business (Washington, D.C.), September, 1955, Table
2, pp. 16-17.
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Table 1. 3. Changes in Agricultural Income for Minnesota and Selected States, 1940-1954

Per cent
change

State 1940-54

Nebraska 291
South Dakota 253
Illinois 222
Iowa 214
Missouri 180
UNITED STATES _.. 166
MINNESOTA 137
Wisconsin 119
North Dakota. . . . . . . 88

Percent
change

State 1946-50

Nebraska . . . . . . .. 31
Missouri 7
North Dakota 7
South Dakota 3
Iowa. _............ . 1
UNITED STATES . .. -2
MINNESOTA -9
Illinois -12
Wisconsin -13

Per cent
change
1940-46

310
291
260
235
230
212
205
185
175

State

South Dakota .
Nebraska .
Illinois .
Missouri .
North Dakota .
Iowa .
UNITED STATES .
Wisconsin .
MINNESOTA .

Source: Derived from data in U. S. Department of Commerce, Survey of Current Business (Washington, D.C.), August issues,
1947-54 and September, 1955.



The Minnesota Economy
ranging upward to North Dakota's astonishing 47 per cent decline. The data
.of Table 1. 3 support the earlier suggestion that this region has fallen behind
the national rate of growth in per capita income primarily because of
its heavy dependence on agriculture and the recent slump in farm prices. The
data also suggest that Minnesota's success in being nearly able to match the
rising national income level since 1950, despite the State's substantial agri
,cultural emphasis, is due, in large measure, to the fact that local agricultural
income has held up relatively well.

Certainly, the quantitatively contracting role of agriculture in the national
,economy has caused the citizens of farm states to follow the growth of local
manufacturing with close and anxious attention. Data on changes in manu
facturing payrolls are presented in Table T. 4. Minnesota, with an increase
,of over 400 per cent in manufacturing payrolls, 1940-54, stands well above
.the national average increase of slightly over 300 per cent. Of the eight
.states, only Nebraska has done better. Further, Minnesota's gain in manu
facturing payrolls exceeds the national average for all three periods: 1940
·46; 1946-50; and 1950-54. Minnesota's postwar performance, however, has
been a little below average relative to this region generally and the high
'percentage increases of this and neighboring states relative to the country
as a whole are, to a considerable extent, examples of modest absolute gains
from small bases. Further study of the Table confirms this impression by
disclosing that, with the exception of North Dakota, relative gain in manu
facturing payrolls is roughly correlated with the degree of agricultural spe
.cialization, that is, the degree of "under-specialization" in manufacturing. To
illustrate the hazards inherent in regional comparisons couched solely in
relative terms, Illinois, second from the bottom in per cent change in manu
facturing payrolls, 1940-54, increased annual payrolls by $4,066 million as
against a total gain for all other seven states combined of only $4,008 mil
lion. The gap in manufacturing's role in this region relative to the country as
a whole is narrowing, but slowly.

Data on changes in manufacturers' expenditures on new plant and equip
ment, shown in Table I. 5, generally resemble and support the relationships
:suggested by the payroll data. Minnesota's favorable over-all performance
.since 1939-40 in manufacturing investment, as in manufacturing payrolls, is
largely attributable to the State's gain in relative position during World War
11. Minnesota led the eight states in relative gain in both of these measures of
manufacturing activity through the war years but has since fallen back
steadily.

The fact that between 1953 and 1954 Minnesota suffered the greatest de
dine in manufacturing expenditures for new plant and equipment of any of
the eight states should not be viewed too seriously. A single-year change in
the rate of manufacturing investment is too unstable an index to be accepted
as a keystone in the analysis of an area's industrial performance. But it is
further evidence to be weighed. The local picture brightens, however, when
the State is compared to its neighbors in capital expenditures per manu-
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Table 1.4. Changes in Manufacturing Payrolls for Minnesota and Selected States, 1940-1954

Per cent
change
1940-46State

MINNESOTA
Nebraska .

~ IllinOIS .
00 UNITED STATES .

Missouri .
Iowa .
South Dakota .
Wisconsin .
North Dakota .

169
153
138
135
132
130
128
127
99

Per cent
change

State 1946-50

Iowa 58
Nebraska 47
Wisconsin 46
Missouri 44
South Dakota 44
MINNESOTA 41
North Dakota , 38
UNITED STATES 36
Illinois 33

Per cent
change

State 1950-54

Nebraska .. . . . . . . . . .. 49
North Dakota 42
South Dakota 39
Missouri 37
MINNESOTA 34
Iowa 30
UNITED STATES . . .. 30
Wisconsin 24
Illinois ~ .. 24

Per cent
change

State 1940-54

Nebraska 451
MINNESOTA 406
Iowa 372
South Dakota 357
Missouri 356
UNITED STATES 314
Wisconsin 309
Illinois 295
North Dakota .. . . . .. 290

Source: Derived from data in U. S. Department of Commerce, Survey of Current Business (Washington, D.C.), August issues,
1947-54 and September, 1955.



The Minnesota Economy
facturing employee. Minnesota stands at almost median level for the Region,
although the Region as a whole lags behind the nation. This latter index is
highly important because an area's share of new manufacturing investment
is the bellwether of its coming share of new factory jobs.

The Economic Base of Minnesota
To assess the economic character of any area, it is well to begin by estab

lishing its "economic base". "Basic" activities are an area's "breadwinners"
in that they provide the export surplus which generates the net income
.stream with which the products of other states are purchased.

Perhaps the simplest and most direct method of establishing the economic
base of an area, considering the limited availability of regional data, is to
,calculate the difference between actual local employment in each of these
industries. Following common usage, the number of local workers in excess
of the area's pro rata share of national employment will be referred to as
~'surplus" workers.1 The number of surplus workers will be used as an
index of the capacity of a particular industry to generate net additions to
local income from out-of-state sales.

In Tables 1. 6 and 1. 7 the number of "surplus" workers is shown by
4'detailed" Census industry classifications for the years 1940 and 1950.2

Before attempting to interpret these results, the reader is cautioned that a

l"It often happens that an industry is characterized by a national market for its
-product and so the great majority of the workers in a local branch of this industry
are producing goods which will be sold outside the local area, even though the locality
may have only its pro rata share of national industry employment or less. This is a
normal situation in markets characterized by a well developed 'product differentia
tion.' In a gross sense, the locality both exports and imports this product. Thus, the
existence of 'product differentiation,' a real overlapping of firm product markets, and
'cross-hauling' makes necessary the distinction between 'gross' and 'net' export
workers. Obviously, it is 'net' export workers which our index yields. Fortunately, it
is 'net' export workers which is the more useful figure. To illustrate, a national .....
slump of a particular industry will be shifted from the outside onto a localit~ to the
degree that the locality exports the product in question and, in offsetting fashion, the
slump will be shifted from the locality to the outside economy to the degree that the
locality imports the product (i.e., exports the unemployment). The net impact of the
slump on the locality is reflected in the measure 'net' export workers." John M.
Mattila and Wilbur R. Thompson, "The Measurement of the Economic Base of the
Metropolitan Area", Land Economics, Vol. XXXI, No.3 (August, 1955), p. 227.

2Throughout the remainder of this chapter, employment data by industry class are
used liberally, but a caution is offered against a too-ready acceptance of the indus
trial patterns they depict. The Bureau of the Census takes great care to avoid reveal
ing the figures of an individual firm or even aggregated data from which they might
be derived. Consequently, the finer the breakdown employed, from both a functional
and a geographical standpoint, the more likely it is that the data of large firms must
be disguised. The arbitrary shifting about of the figures of one large Minnesota firm
can produce (apparently) startling changes and result in ill-founded conclusions. So,
while the general outlines of the industrial patterns highlighted in the pages to follow
are probably reasonably accurate, the details should be viewed only as first ap
proximations.
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Table 1. 5. Manufacturers' Expenditures for New Plant and Equipment in Minnesota and Selected States, 1939-54

Expenditures, 1954

Per cent
change

State 1939-47

MINNESOTA 599
Iowa 540

N Missouri . . . . . . . .. 492
o Wisconsin _. .. 433

Nebraska 400
UNITED STATES. 382
South Dakota 373
Illinois 361
North Dakota 297

Per cent
change

State 1947-53

North Dakota. . . . 64
UNITED STATES. 26
Illinois 25
MINNESOTA .. _. 12
Nebraska 5
Wisconsin 3
Iowa............ 0
South Dakota .. __ - 3
Missouri -15

Per cent
change

State 1953-54

North Dakota 340
Nebraska 87
Iowa. . . . . . . .. . .. 14
Missouri 10
South Dakota 6
UNITED STATES. 3
Wisconsin -4
Illinois - 7
MINNESOTA -14

State

North Dakota .
Nebraska .
UNITED STATES .
Illinois .
Iowa .
MINNESOTA .
Wisconsin .
Missouri .
South Dakota .

total
(millions

of dollars)

16.3
36.1

7,757.0
556.0

73.5
82.5

161.1
123.7

3.5

per mfg.
employee
(dollars)

2,889
634
481
470
454
404
378
334
299

Source: Derived from U. S. Department of Commerce, Bureau of the Census, Census of Manufacturing: 1939, Vol. I, Table 2,
p. 373; 1947, Vol. I, Table 2, p. 167; Annual Survey of Manufacturers: 1953, Table 2, p. 115; Census of Manufacturers: 1954, Pre
liminary Reports, June-August, 1956 (Washington, D.C.).



The Minnesota Economy
number of implicit assumptions are involved in any inferences about the
sales markets of local industries drawn from "surplus" worker figures.
"Surplus" workers, per se, only indicate greater-than-average employment
of the local labor force in a particular industry. While the existence of "sur
plus" workers is usually due to the net-export character of that local indus
try, the local specialization may merely refle~t either low productivity of local
labor in that pursuit or high consumption per capita of the relevant product
by local residents, relative to the national average. Some judgment, therefore,
must be exercised in the interpretation of this highly-mechanical base
measurement index.

Finally, a supplementary measure is employed, the "index of local spe
cialization", which is simply the ratio of an industry's share of local em
ployment to that industry's share of national employment. This latter index
was used to "edit the data" objectively (mechanically). Only industries
which exhibited at least 9 per cent more than the national average employ
ment (i.e. have an index of local specialization of 1.09 or more) are in
cluded. While the criterion is arbitrary, very slight percentage deviations
between local and national industrial structures are neither necessarily in
dicative of a net export character of the industry nor are they quantitatively
important.

A comparison of the Minnesota economic base for the years 1940 and
1950 affords a number of striking insights. First, the breadth of the base
shows remarkably little change during the decade, with 19.7 per cent of
total State employment classified as "surplus" workers in 1940 and 19.0
per cent so classified in 1950. (Census industrial classification changes be
tween 1940 and 1950 could, by themselves, account for this slight differ
ence). In simple terms, the degree of export orientation of the Minnesota
economy displayed remarkable stability during this decade.

Next, the conclusion appears to be inescapable that Minnesota is still
predominantly a "farm state". Agriculture's domination of the State econ
omy continued only slightly diminished, from 60 per cent of the base in
1940 to 55 per cent in 1950. Agriculture accounts for more of the State's
"surplus" (export) workers than all other activities combined.3 If the objec
tion is raised that the Census has lumped all agricultural activities together
while subdividing manufacturing into a large number of categories, the
rebuttal is that the State shows an over-all "deficit" of 109,362 manufactur
ing workers. 4 While it is true that agriculture's dominance of the economic

3This is not equivalent to saying that agriculture dominates State total employ
ment. In 1950 State agricultural employment was only about one-half again as large
as manufacturing employment and only about equally as large a source of income as
the latter (see below, Table 1.10). But what distinguishes the Minnesota economy
and largely supports it in interregional trade is agriculture and not the almost equally
large segments devoted to manufacturing, trade and services.

4Actually, the finer the industrial breakdown, the greater the number of "surplus"
and "deficit" workers. Industrial aggregation tends to "average out" local "over" and
"under" specializations. So, if anything, agriculture's export role is understated rela
tive to manufacturing.
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Table 1.6. "Basic" Industries of the Minnesota Economy Ranked by Number of

Workers in Excess of Pro Rata Share, 1940

Industry

Workers in excess of
pro rata share

Per cent
Number of total

Index
of local
speciali
zation

Advertising 113

Total 182,034

Agriculture .
Wholesale trade .
Meat products (mfg.) .
Railroads and railway express .

Educational services, government .
Medical and other health servo (incl. hospitals)
Metal mining 0 •••••••••

Eating and drinking places (retail) 0 •••

Grain-mill products (mfg.) .
Dairy products (mfg.) .
Hardware and farm implement stores (retail)
General merchandise and variety stores (retail)

Postal service 0 ••••••••••••••••

Filling stations .
Automobile storage, rental, and repair services
Banking and other finance .

Charitable, religious, and membership
organizations .

Misc. non-metallic mineral products (mfg.) ..
Hotels and lodging places .
Agricultural machinery (mfg.) .

Beverage industries (mfg.) .
Lumber and building material (retail) .
Liquor stores (retail) .
Warehousing and st?rage .

109,140
10,202
7,761
7,543

6,659
4,886
4,627
4,402

3,793
3,648
3,554
2,560

1,622
1,523
1,513
1,488

1,376
1,181

990
989

939
888
496
141

59.96
5.60
4.26
4.14

3.66
2.68
2.54
2.42

2.08
2.00
1.95
1.41

.89

.84

.83

.82

.76

.65

.54

.54

.52

.49

.27

.08

.06

100.00

1.63
1.41
2.78
1.32

1.26
1.23
2.87
1.19

3.04
2.52
2.18
1.17

1.26
1.18
1.15
1.15

1.17
1.89
1.09
1.55

1.28
1.20
1.57
1.12

1.91

Source: Derived from U. S. Department of Commerce, Bureau of the Census,
Census of Population: 1950, Vol. II, Part 1, Table 130, p. 283 and Table 131, p. 285;
Part 23, Table 80, p. 223 (Washington, D. C.).

base of the State is diminishing, current indications suggest that Minnesota
will, in this sense, continue to be a "farm state" for at least a decade or two.

Further, the concentration of the economic base, measured by the per cent
of the total number of "surplus" workers in the four leading industries,
shows a small decline from 74 per cent in 1940 to 71 per cent in 1950. This
decline is wholly attributable to agriculture's declining share of the base. The
"runner-up" industries did not improve their relative position in the ten year
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Table I. 7. "Basic" Industries of the Minnesota Economy Ranked by Number of

Workers in Excess of Pro Rata Share, 1950

Indus~ry

Agricult~r~ .
Metal mllllllg .
Railroads and railway express service .
Meat products (mfg.) .
Hospitals .
Grain-mill products (retail) .
Hardware and farm implement stores (retail)
Dairy products (mfg.) .
Educational services, government .
Farm products-raw-materials (whlse.) .
Automobile repair services and garages .
Agricultural machinery and tractors (mfg.) ..
General merchandise stores (retail) .
Food and related products (whlse.) .
Electric goods, hardware, and plumb.

equip. (whlse.) .
Petroleum products (whlse.) .
Air transportation .
Prof., scient., and control. instruments (mfg.)
Banking and credit agencies .
Welfare and religious services .
Postal service .
Lumber and building material retailing .
Advertising .
Liquor stores (retail) .
Gasoline service stations (retail) .
Hotels and lodging places .
Warehousing and storage .
Motor vehicles and equipment (wWse.) .
Bowling alleys, and billiard and pool parlors.
Misc. non-metallic mineral and stone

products (mfg.) .
Security and commodity brokerage, and

invest. co. . .
Miscellaneous wood products (mfg.) .
Machinery, equipment, and supplies (whlse.).

Total .

Workers in excess of
pro rata share

Per cent
Number of total

119,612 54.92
12,525 5.75
12,355 5.67
10,176 4.67
6,897 3.17
5,769 2.65
5,324 2.44
4,986 2.29
4,275 1.96
3,650 1.68
3,570 1.64
3,550 1.63
3,134 1.44
2,371 1.09

2,060 .95
1,664 .76
1,615 .74
1,537 .71
1,478 .68
1,355 .62
1,305 .60
1,203 .55
1,161 .53
1,065 .49

988 .45
956 .44
928 .43
628 .29
617 .28

576 .26

564 .26
475 .22
358 .16

217,799 100.00

Index
of local
speciali
zation

1.86
7.64
1.44
2.83
1.35
3.44
2.14
2.51
1.14
2.73
1.26
1.99
1.16
1.12

1.62
1.51
1.81
1.62
1.14
1.17
1.14
1.17
1.50
1.67
1.11
1.09
1.47
1.55
1.45

1.34

1.31
1.23
1.12

Source: Derived from U. S. Department of Commerce, Bureau of the Census,
Census of Population: 1950, Vol. II, Part 1, Table 130, p. 283 and Table 131, p. 285;
Part 23, Table 80, p. 223 (Washington, D. C.).

period. The base as a whole continues to be widely scattered among mining,
manufacturing, transportation, trade and services.

Finally, the similarity of the relative position of the various industries at
the beginning and end of the decade is very marked. Apart from a major
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Census classification change which highly subdivided "wholesale trade" in
the 1950 Census, the disappearance of "eating and drinking places" from
the list in 1950, and the rapid rise of metal mining, only minor transpositions
occur in the eight leading industries between 1940 and 1950. The essence of
the foregoing is simply that Minnesota's economic structure exhibited a high
degree of structural stability between 1940 and 1950.

Comparative State Income Stability
An elapse of two decades and the coming-of-age of a new generation has

dimmed the memory of the Great Depression. And we are more confident
today than ever before that such a general collapse can be prevented, al
though the path of progress will never be without some small bumps along
the way. Still, our picture of the Minnesota economy would not be complete
without adding some details about its relative cyclical-stability. This has been
done in Table 1. 8.

Between 1929 and 1933 total personal income in Minnesota fell off by
45.9 per cent, just a shade more than the national decline of 45.0 per cent.
The State slump in personal income, however, was appreciably less than the
over-all eight-state decline of 51.1 per cent. Of the 8 states, Missouri alone
fared better than Minnesota and then only slightly so, while South Dakota
suffered a 50 per cent greater decline.

Fortunately, these are the latest major depression data available. The
experience of the short-lived recession in 1949 will also be drawn on for
lack of better evidence. Between 1948 and 1949 the national decline in
personal income amounted to just under 1 per cent. Minnesota experienced
a 5.4 per cent decrease in personal income, closely approximating the over
all eight-state figure of 5.9 per cent. Again, the Dakotas and, to a lesser de
gree, Iowa showed the greatest instability. All in all, Minnesota exhibits a
history of about average cyclical instability, paralleling the national per
formance in the Great Depression and performing not quite as well as the
nation, but average for its area in the 1949 recession.

Economic Development of Minnesota, 1940-1950
Further insight is gained into the character of the Minnesota economy

by analyzing the change in employment between 1940 and 1950 under
various assumptions. The data below highlight what did occur by conjec
turing about what might have occurred.

Minnesota actual employment in 1940 928,899
Minnesota employment in 1950 if employment in the State
had grown at the national rate of growth (25.257 per cent) .. 1,163,511
Minnesota actual employment in 1950 1,143,388
Lag in Minnesota employment growth relative to national
growth 20,123
Minnesota employment in 1950 if employment in each State
industry had grown at the national rate for that particular
industry '" 1,113,317
Lead in Minnesota employment ahead of the rate of growth
consistent with the State's industrial structure 30,071
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Table I. 8. Income Stability of Personal Income for Minnesota and Selected States, 1929-33 and 1948-49

Per cent PercentState 1929 1933 decrease State 1948 1949 decrease
Missouri ............... 2,275 1,276 43.9 Wisconsin ... 4 ................. 4,647 4,614 0.71UNITED STATES ...... 85,661 47,122 45.0 UNITED STATES ...... 207,417 205,452 0.95MINNESOTA .......... 1,539 832 45.9 Missouri ............... 5,321 5,219 1.92Wisconsin ............. 2,001 1,022 48.9 Illinois ................ 15,473 14,654 5.29N Illin . 7,280 3,434 52.8 MINNESOTA .......... 4,028 3,810 5.41

VI 01S •..•............

Nebraska .............. 811 382 52.9 Nebraska .............. 1,851 1,699 8.21Iowa .................. 1,419 633 55.4 Iowa .................. 3,934 3,403 13.50North Dakota .......... 253 98 61.3 North Dakota .......... 802 678 15.46South Dakota .......... 288 89 69.1 South Dakota .......... 888 690 22.30Eight states ............ 15,866 7,766 51.1 Eight states ............ 36,944 34,767 5.89

Source: Derived from U. S. Department of Commerce, Survey of Current Business (Washington, D. C.), September, 1955, Table
1, pp. 14-15.
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The gist of these somewhat involved computations is that between 1940
and 1950 the growth of Minnesota employment (23.1 per cent) fell short
of the national rate of employment growth (25.3 per cent) by 20 thousand
jobs. However, instead of using the national rate of growth of total employ
ment, alternatively, national rates of growth may be applied, industry by
industry, to the Minnesota industrial structure of 1940. This was done,
using the most detailed Census industrial classifications available, 120
separate industries. The result of this computation was a hypothetical total
employment roughly 30 thousand jobs less than the actual number em
ployed in 1950. The inference is clear. In 1940 Minnesota had more than
its share of the slowly-growing industries, but Minnesota firms and farms
exceeded the average growth-rate of their respective industries. In essence,
then, what might well have been a 50-thousand-job deficit in employment
growth was reduced by roughly three-fifths to 20 thousand. Or, in relative
terms, the national rate of employment growth of 25.3 per cent would have
been reflected locally by only 19.9 per cent instead of the actual 23.1 per
cent employment growth because of the local industrial structure, except for
the favorable employment performance of local firms.

Minnesota industries that exhibit the greatest absolute divergence from
their respective national rates of growth are ranked in Table I. 9. These
data, especially, must be handled with care. On first impression, agriculture

Table 1.9. Minnesota Industries Showing the Greatest Absolute Divergence in
Employment from the National Rate of Industrial Growth, 1940-1950n

Positive
Industry divergenceb

Agriculture 27,715d

Metal mining 8,898
Miscellaneous machinery (mfg.) 5,384
Electrical machinery, equipment, and supplies (mfg.) 5,320
Watches, clocks, and miscellaneous manufacturing industries. . . . . . . . . . .. 4,707
Railroads and railway express service 2,638
Apparel and accessories (mfg.) 2,339
Air transportation .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 1,526
Agricultural machinery and tractors (mfg.) 1,507
Professional and photographic equipment and supplies (mfg.) 1,391
Automobile repair services and garages , 1,227
Miscellaneous wood products (mfg.) 1,148
Other 18,887

Total 82,687

Negative
Industry divergenceC

Wholesale trade 7,773
Private households (personal services) 6,474e

Eating and drinking places (retail) 5,735
Educational services, government 4,668
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Table I. 9. (Continued)

Negative
Industry divergencec

State and local public administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 2,767
Federal public administration 2,751
Motor vehicles and accessories retailing 1,784
Miscellaneous personal services. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,713e
Telephone (wire and radio) 1,616
Postal service 1,266
Medical and other health services, including hospitals . . . . . . . .. 1,173
Miscellaneous non-metallic mineral and stone products (mfg.) 951
Other 13,700

Total 52,371

IlActual employment in 1950 minus the employment which would have resulted if
the local industry had grown at the national rate from 1940 to 1950.

b"Positive divergence" includes both greater-than-average local growth and less
than-average local decline.

c"Negative divergence" includes both less-than-average local growth and greater-
than-average local decline.

l1Local rate of decline less than the national rate of decline.
eLocal rate of decline greater than the national rate of decline.
Source: Derived from U. S. Department of Commerce, Bureau of the Census,

Census of Population: 1950, Vol. II, Part 1, Table 130, p. 283 and Table 131, p. 285;
Part 23, Table 80, p. 223 (Washington, D. C.).

appears to be largely responsible for the State's "favorable" rate of growth
(given its structural emphasis on the more slowly-growing industries). This
is true, but in a special sense. Actually, agricultural employment in Minne
sota declined, but by approximately 28 thousand jobs less than it would
have if it had declined locally (8.3 per cent) at the national rate (18.1
per cent).

Again, the State did not actually gain 8,898 jobs in "metal mining," but
only 7,314 jobs, to which are added the 1,584 jobs the State would have
lost if it had suffered the national decline in metal mining (22.3 per cent).
Only two other major interpretive pitfalls are present in the listed industries.
Both "private households" and "miscellaneous personal services" expe
rienced a decline in Minnesota employment at a rate greater than the na
tional average. for these two industrial categories and, therefore, the actual
loss of jobs (17,683 and 2,363 jobs, respectively) is much greater than the
i'elative loss.
, The special cases of agriculture and metal mining aside, manufacturing
accounts for a large part of the State's "excess" growth. "Manufacturing"
includes 34 greater-than-average-growth industries with an "excess" growth
of 31,013 jobs and 20 less-than-average-growth industries with a growth
"deficit" of 5,620 jobs. Thus, manufacturing exhibits a "net excess" growth
of 25,393 jobs.
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Comparative State Industrial Structures
Clearly, Minnesota is becoming increasingly "industrialized", that is, con~

cerned with manufacturing, albeit slowly. Manufacturing payrolls have in~

creased from 11.8 per cent of 1940 to 17.0 per cent of 1954 total personal
income (Table I. 10). Concurrently, agricultural income declined from 16.9
per cent to 1.1.4 per cent of State total personal income. The complementar
ity of the 5.5 per cent decline in agricultural income, nearly matched by the
gain of 5.2 per cent in manufacturing payrolls, is more apparent than real.
Actually, the income shares of both agriculture and manufacturing increased
greatly during the war and early postwar periods. True, since 1948, agri
cultural income has declined substantially in relative importance while man
ufacturing income has grown. But, all in all, the trends in agricultural and
manufacturing shares of Minnesota personal income seem to be largely re
lated to farm-product price fluctuations and armament activity and only
loosely inter-related.

Perhaps, the most revealing insight afforded by a careful study of Table
I. lOis the remarkable stability ·of comparative industrial structures evi-

Table 1. 10. Relative Importance of Agriculture and Manufacturing as Sources of
Income for Minnesota and Selected States, 1940-54

Agricultural income as a per cent of total personal incomell

State 1954 1953 1952 1951 1950 1949 1948 1946 1940

South Dakota ....... 28.6 32.5 31.3 43.3 38.3 33.3 50.3 46.7 31.5
Iowa ............... 25.5 21.9 28.2 29.0 30.1 26.9 39.7 37.8 28.4
North Dakota ....... 21.2 28.9 26.3 38.4 38.6 34.5 48.9 47.1 38.0
Nebraska ........... 20.6 19.4 27.1 26.3 30.9 26.3 35.4 31.9 20.4
MINNESOTA ....... 11.4 11.5 13.8 16.5 14.8 16.4 23.6 21.2 16.9
Missouri ............ 7.4 7.8 9.4 11.3 11.8 11.4 15.9 14.1 9.5
Wisconsin .. , ' ....... 7.2 7.3 9.4 11.0 10.0 11.6 14.3 15.2 11.7
UNITED STATES ... 5.3 5.3 6.7 7.6 7.5 8.0 10.2 9.8 7.2
Illinois ........ , .... 4.5 4.0 4.8 5.9 5.4 5.7 8.5 7.9 4.6

Manufacturing payrolls as a per cent of total personal income
State 1954 1953 1952 1951 1950 1949 1948 1946 1940

Wisconsin ........... 30.0 33.0 32.1 31.3 29.8 28.5 28.9 26.9 26.1
lllinois ............. 27.5 30.7 29.4 28.6 27.4 26.6 27.2 26.3 23.1
UNITED STATES ... 23.1 25.7 24.5 23.9 22.6 22.1 22.4 21.3 20.3
Missouri ....... , .... 21.0 23.5 21.9 20.1 19.2 19.1 18.4 17.1 16.6
MINNESOTA .. " ... 17.0 18.8 17.9 16.5 15.7 15.5 14.3 14.5 11.8
Iowa .... , .......... 14.3 17.1 15.7 14.9 12.9 13.3 11.3 10.4 10.6
Nebraska .... ,., .... 9.8 11.0 9.7 9.0 7.6 8.2 7,1 7.0 6.9
South Dakota ..... , . 4.7 4.5 4.7 3.7 3.8 4.3 3.3 3.3 4.0
North Dakota ....... 2.8 2.3 2.5 2.0 1.9 2.2 1.8 1.8 2.4

lIAgricultural income consists of "net income of farm proprietors (including value
of changes in inventories of crops and livestock), farm wages, and net rents to land
lords living on farms".

Source: U. S. Department of Commerce, Survey of Current Business, August issues,
1947-54, September, 1955.
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denced by these 8 neighboring states. Some minor "shifting-about" occurred
in agricultural rank, but, most remarkably, no inter-change of rank order
position occurred in manufacturing's share of income in any of the 9 years
for which data are available from 1940 to 1954. The manufacturing states
of 1940 were still the manufacturing states in 1954 and, to only a slightly
lesser degree, the farm states of 1940 were still the farm states in 1954. Of
course, while this suggests the existence of "basic" advantages within the
boundaries of each of the states for certain industrial activities, the relevant
advantages may be temporary or capable of being duplicated. Accordingly,
the stability of comparative industrial structures of these states, while note
worthy, is not necessarily enduring.

Prospects for Economic Growth

An attempt to determine which economic activities are particularly well
suited to location in Minnesota could proceed by means of a careful industry
by-industry matching of industrial requirements and local characteristics.
Such a procedure, while conceptually superior to any alternative, would in
volve the use of far more time and resources than are available. Still, some
general impression of the ease with which various industries have been and
are able to fit into the Minnesota economy is a necessary part of the frame
of reference for tax policy.

ECONOMIC ACTIVITIES SUITED TO LOCATION IN MINNESOTA

As Indicated by Local Industrial Specialization
Fortunately, inferences based on aggregative statistical methods can give

us at least the broad outlines of the picture we seek. One might argue, with
reason, that a good prima facie case exists for regarding as compatible with
local economic environment those industries in which the State already
specializes. As a measure of local industrial emphasis, the Index of Local
Specialization is employed, that is, the ratio of per cent of local employment
to per cent of national employment accounted for by a given industry. The
results are set forth in Table 1. 11.

Even cursory inspection of the arrayed industries clearly re-emphasizes
the fundamental role of agriculture in the Minnesota economy. Not only is
agriculture itself conspicuously high in the list but, further, the close rela
tionship to agriculture of six of the seven preceding industrial classifications
is readily apparent. Metal mining aside, grain-mill, meat and dairy products
and agricultural machinery manufacturing all testify to the central im
portance of agriculture. Moreover, the wholesaling of farm products and
hardware and the retailing of hardware and farm implements help fill out
the farm picture.

Apart from agriculture and related industrial activities, the geology and
geography of Minnesota stand out as major determinants of the structure of
the State economy. The State's heavy specialization in metal mining on the
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Table I. 11. Minnesota Industries Ranked According to the Index of
Local Specialization, 1950

Per cent of
total employment Index
Minn. U.S. Minn.lU.S.

----,..--

1.26 .16 7.64
.71 .21 3.44

1.38 .49 2.83
.50 .18 2.73

.72 .29 2.51

.89 .41 2.14

.62 .31 1.99
22.69 12.23 1.86

.32 .18 1.81

.23 .14 1.67

.35 .21 1.63

.47 .29 1.62

.16 .10 1.55

.43 .29 1.51

.30 .20 1.50

.25 .17 1.47

.18 .12 1.45
3.55 2.47 1.44
2.36 1.75 1.34

.20 .14 1.34

.21 .16 1.31
1.50 1.19 1.26
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one hand and the almost total absence of activity in coal mining and crude
petroleum and natural gas extraction on the other hand, obviously reflect
the caprice of nature. Further, the State's greater-than-average emphasis on
railroad transportation and less-than-average emphasis on water transporta
tion and fisheries need no labored explanations.

Returning to Table 1. 11 and concentrating on those industries of local
under-specialization, the under-development of manufacturing is especially
noteworthy. Thirty of the thirty-five industries in which the State has less
than 50 per cent of its pro rata share of employment are in manufacturing.
These manufacturing industries are about evenly divided between durable
and non-durable goods, although, in the aggregate, durable goods lag behind
non-durable goods in stage of local development, with an index of .56 to .71
for the latter. The under-development of the State is especially noticeable in
ferrous and non-ferrous metal and metal-products manufacturing, right up
through important heavy, metal-using industries such as transportation
equipment of all kinds. The geographically peripheral position of Minnesota
is of relevance here.

Industries of greater-than-average specialization

Metal mining , .
Grain-mill products (mfg.) , " .
Meat products (mfg.) , .
Farm products-raw materials (whlse.) , .

Dairy products (mfg.) , .. ,., ..
Hardware and farm implement stores (retail) .
Agricultural machinery and tractors (mfg.) .,' ,.
Agriculture , .. , , , .

Air transportation , .
Liquor stores (retail) ,.
Prof., scient. and control. instruments (mfg.) .
Electrical goods, hardware and plumbing (whlse.) .

Motor vehicles and equipment (whlse.) ,.
Petroleum products (whlse.) " .
Advertising , , , . , .. , , . , .
Warehousing and storage ,

Bowling alleys and billiard and pool parlors ., , .
Railroad and railway express service .' ".,."
Hospitals , , .. , , ".,."
Misc. non-metallic mineral and stone products (mfg.)

Security and commodity brokerage, and investment cos.
Automobile repair services and garages , .

-,



Table I. 11. (Continued)

Industries of less-than-average specialization

Per cent of
total employment Index

Minn. U.S. Minn./U.S.

Coal mining. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .01
Synthetic fibers (mfg.) .....•.................... .001
Dyeing and finishing textiles, except knit goods (mfg.) .003
Crude petroleum and natural gas extraction .02

Aircraft and parts (mfg.) .03
Tobacco manufacturers (mfg.) .01
Yarn, thread and fabric mills (mfg.) .10
Petroleum refining (mfg.) .05

Glass and glass products (mfg.) .03
Watches, clocks, and clockwork-operated

devices (mfg.) .01
Primary non-ferrous industries (mfg.) .06
Rubber products (mfg.) .06

Ship and boat building and repairing (mfg.) .04
Leather products, except footwear (mfg.) .02
Footwear, except rubber (mfg.) .08
Motor vehicles and motor vehicle equipment (mfg.). . .31

Photographic equipment and supplies (mfg.) ......• .02
Water transportation. . . . . . . . . . . . . . . . . . . . . . . . . . . . .10
Blast furnaces, steelworks, and rolling mills (mfg.) .. .30
Office and store machines and devices (mfg.) .05

Railroad and miscellaneous transportation
equipment (mfg.) .03

Structural clay products (mfg.) .04
Miscellaneous textile mill products (mfg.) .04
Sawmills, planing mills and mill work (mfg.) .38

Fisheries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .05
Leather; tanned, curried, and finished (mfg.) .03
Knitting mills (mfg.) .14
Carpets, rugs, and other floor coverings (mfg.) .05

Furniture and fixtures (mfg.) .24
Pottery and related products (mfg.) .04
Petroleum and gasoline pipelines .02
Apparel and accessories (mfg.) .78

Drugs and medicines (mfg.) .04
Miscellaneous chemicals and allied products (mfg.) .. .40

"Federal public administration .85

.91

.09

.10

.41

.46

.17
1.55

.46

.25

.06

.38

.42

.28

.12

.48
1.55

.08

.37
1.18
.19

.11

.14

.10
1.04

.14

.09

.34
.12

.59
.10
.04

1.74

.10
.88

1.80

.01

.01

.03

.04

.06

.06

.06

.11

.13

.13

.15

.15

.16

.16

.17

.20

.23

.25

.26

.27

.27

.28

.35

.37

.39

.39

.40
,41

.42
,42
,43
,45

.45
.46
.47

Source: U. S. Department of Commerce, Bureau of the Census, Census of Popu
lation: 1950, Vol. II, Part 1, Table 131, p. 285; Part 23, Table 80, p. 223 (Washing
ton, D. C.).
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As Indicated by Local Industrial Growth

Another aggregative-inferential approach to the problem of assessing the
receptivity of Minnesota to various industrial activities is to compare then"
relative rates of growth. This is done in Table 1. 12 for the period 1940-50,
again using employment as the index. The local and national growth-rates
of each industry are computed and jointly expressed as a ratio.

The first impression created by this array 6f industries by growth-rate
relative to the national average is the predominance of manufacturing in the
list. Slightly over two-thirds of those industries which exhibited a growth
rate of 30 per cent or more above the national growth-rate are in manu
facturing. The remainder are largely in mining and transportation. What is
particularly striking, however, is that, with only three exceptions, metal
mining, air transportation and advertising, these relatively rapidly-growing
industries have indexes of local specialization of considerably less than one.
Simply, Minnesota is growing fastest, relative to the country as a whole, in
those industries in which the State is least specialized. Thus, the State econ
omy is slowly moving toward a more "balanced" (diversified) economy.
The rate of shift in the structure of the State economy must not be over
estimated; earlier the smallness of the change in the economic base in abso
lute terms was emphasized. Again, the reader is cautioned that relative
growth rates can be deceptive, especially if they are founded upon small
bases, as is the case in most of the "high-growth-rate" (but locally small)
manufacturing industries.

Probably the most important inference to be drawn from the Table is
that greater local industrial "balance" might be parallel· to greater local
"self-sufficiency". Of course, the growth of local manufacturing activity
could mean either that Minnesota is now trading manufactured goods with
the rest of the country to a greater degree or that the State is satisfying a
larger proportion of its "domestic" demand for these goods. The fact that
it is a wide variety of under-developed manufacturing industries, which has
shown the greatest relative growth, rather than a few, well-developed local
specialties, prejudices the case somewhat in favor of the greater local self
sufficiency inference. If this is so, then the rapid rate of growth of local man
ufacturing from 1940 to 1950 is probably largely due to the growth in size
and number of firms serving the local or the regional, rather than the na
tional, market.

The lower-half of Table I. 12 details the industries of slower-than-average
growth or, in three cases, greater-than-average decline. These local, low
growth industries are evenly divided between ones in which the State is
highly-specialized and ones in which the State is under-specialized. What is
particularly noticeable here is the predominance of industries primarily
oriented toward local rather than national markets. Of the 22 industries in
which the State grew more slowly than the nation, 8 are "service-industries",
5 are in "trade" and 2 are "utilities". Of the 6 manufacturing industries in
the list, 5 are concerned with products which, in general, have high trans-
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portation costs relative to value of product (wood, clay, cement, beverage
and stone products). These latter 5 industries are probably relatively
"localized", that is to say, the typical firm market area is small. Thus, a
good guess would be that as many as 20 of the 22 industries with locally
lagging growth-rates are principally "domestic" industries, although indi
vidual firms do sell in the national market.

It would seem, then, that the "explanation" of the relatively slow growth
of these industries lies largely in the fact that the local market did not grow
as fast as the national market from 1940 to 1950. True, State population
increased only 6.8 per cent as against a national average increase of 14.5
per cent from 1940 to 1950, but this was almost fully offset by the increase
in State per capita personal income of 165 per cent as against a national
average increase of only 151 per cent. Consequently, total personal income
increased almost as much in Minnesota (184 per cent) as in the nation (187
per cent) for the decade.

A possible, and perhaps quite reasonable, explanation of this seeming
paradox is that the service, trade, utility, beverage and construction
materials industries (detailed above) are more sensitive to changes in pop
ulation than to changes in per capita personal income. This follows to the
degree that these industries sell "necessity"5 rather than "luxury" goods.

In the foregoing analysis, two criteria were employed to determine which
industries Minnesota may look to for future expansion, namely, a larger
than pro rata share of an industry and a more than pro rata share of an
industry's growth. If the State is to depend largely on industries in which it
is already highly specialized, the forecast here is for local growth at less
than the national rate. This follows from the fact, emphasized above, that
Minnesota has mainly slowly-growing industries. () On the other hand, if the
industries of most rapid, recent growth are to become the State's forte, then
it will probably approximately duplicate the national rate of growth. This
judgment follows from a re-examination of Table I. 12 which shows that, of
the 49 industries listed, 32 had national growth rates (column 2) greater
than the average national rate (1.25) for all industry (total national em-
ployment) and of these 32 rapidly-growing industries, Minnesota exhibited
greater-than-average growth in 17 and less-than-average in 15.

RECENT TRENDS IN MANUFACTURING IN MINNESOTA

Additional data have recently become available in the Preliminary Re-
ports of the 1954 Census of Manufacturers and are reproduced in Tables-

5Goods which have an "income-elasticity-of-demand" of less than one, that is, a
doubling of per capita income will not double the demand.

6Agriculture and food-processing manufacturing are slowly-growing industries,
probably primarily because the income-elasticity-of-demand for their products is less
than one. Therefore, these industries do not share proportionately in the rising_
national standard of living.
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Table 1. 12. Minnesota Industries Showing the Greatest Relative Divergence from the
National Rate of Employment Growth, 1940-1950

Industry*

Petroleum and gasoline pipe lines (trans.) .
Crude petroleum and natural gas extraction (mining) .
Aircraft and parts (mfg.) .
Metal mining " .
Electrical machinery, equipment and supplies (mfg.) .
Miscellaneous textile-mill products (mfg.) .
Watches, clocks and miscellaneous manufacturing industries .
Ship and boat building and repairing (mfg.) .
Miscellaneous paper and pu1p products (mfg.) .

w Miscellaneous wood products (mfg.) .
+>-Air .transportation .

Pottery and related products (mfg.) .
Miscellaneous and not specified food industries (mfg.) .
Petroleum refining (mfg.) .
Prof., scient. and control. instruments (mfg.) .
Miscellaneous machinery (mfg.) .
Blast furnaces, steel works and rolling mills (mfg.) .
Footwear, except rubber (mfg.) .
Forestry .
Paperboard containers and boxes (mfg.) .
Apparel and accessories (mfg.) .
Telegraph (wire and radio) .
Advertising .
Rubber products (mfg.) _ .
Canning and preserving fruits, vegetables, and seafoods (mfg.) .
Miscellaneous fabricated textile products (mfg.) .

~--_ ..._- ------

Ratio of employ-
Index of

Relative local spe- Minnesota
ment, 1950 to 1940 change cialization employment
Minn. U.S. Minn./U.S. 1940 1940**

3.98 1.13 3.53 .13 43
4.26 1.26 3.36 .01 43
6.91 2.40 2.88 .02 47
2.03 .78 2.61 2.87 7,098

4.90 2.13 2.30 .25 1,922
2.00 .96 2.09 .17 201
3.18 1.59 2.01 .45 2,945
2.01 1.03 1.96 .08 255
4.08 2.21 1.84 .45 531
1.98 1.09 1.82 .67 1,292
7.33 4.24 1.73 1.02 493
2.38 1.44 1.65 .26 200
2.23 1.38 1.62 .43 978
2.21 1.46 1.52 .73 270
2.66 1.78 1.49 .81 1,578
2.63 1.77 1.48 .53 6,296
1.75 1.21 1.44 .17 1,970
1.54 1.09 1.41 .12 628
1.34 .97 1.39 .46 431
2.24 1.62 1.38 .38 538
1.82 1.35 1.35 .33 4,898
1.17 .88 1.33 .72 797
2.00 1.52 1.32 1.13 1,733
1.97 1.50 1.32 .11 372
2.09 1.61 1.30 .54 1,020
1.90 1.47 1.30 .61 731



Table I. 12. (Continued)

I

Industry*
Leather products, except footwear (mfg.) .
Miscellaneous non-metallic mineral and stone products (mfg.) .
Private households (personal services) .
Federal public administration .
Fuel and ice retailing .
Motor vehicles and accessories retailing .
Water supply and sanitary services .
Beverage industries (mfg.) .
Household appliance and radio stores (retail) .
Services incidental to transportation .

t.;.) Cement and concrete, gypsum and plaster products (mfg.) .
VI Structural clay products (mfg.) .

Eating and drinking places (retail) .
Radio broadcasting and television .
Wholesale trade .
Miscellaneous personal services .

Telephone (~e and radio) .
State and local public administration .
Educational services, government .
Sawmills, planing mills and millwork (mfg.) .

Miscellaneous entertainment and recreational services .
Postal service .

Ratio of employ
ment, 1950 to 1940

Minn. U.S.

.72 1.18

.89 1.27

.53 .70
2.57 3.30

.72 .88
1.32 1.58
1.17 1.41
1.03 1.23
1.69 2.01
1.23 1.45
1.37 1.60
.99 1.15

1.30 1.51
2.18 2.52
1.42 1.64
.83 .95

1.65 1.90
1.13 1.29
1.11 1.26
1.19 1.34

1.10 1.24
1.33 1.48

Relative
change

Minn.lU.S.

.61

.70

.75

.78

.81

.83

.83

.83

.84

.85

.86

.86

.86

.86

.87

.87

.87

.88

.88

.89

.89

.89

Index of
local spe
cialization

1940

.26
1.89
.78
.60
.93
.97
.98

1.28

1.06
.95

1.05
.32

1.19
.89

1.41
.95

1.00
1.04
1.26
.41

1.06
1.26

Minnesota
employment

1940**

307
2,509

37,520
3,775
3,453
6,691
2,182
4,302
2,342

545
1,425

452

27,457
454

35,134
13,516
6,460

17,183
31,925

3,666

5,004
7,957

Ii:

L

*Includes only industries in which Minnesota had more than 100 workers in either 1940 or 1950.
**In 1940 total employment in Minnesota was 928,899.

Source: U. S. Department of Commerce, Bureau of the Census, Census of Population: 1950, Vol. II, Part 1, Table 131, p. 285;
Part 23, Table 80, p.223 (Washington, D. C.).
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1.13 and 1. 14. Unfortunately, these most recent data are presently available
only by "major" ("two-digit") industry groups. Still, some further insights
into the Minnesota economy can be derived from them. .

First, the inference drawn above, that "Minnesota is growing fastest
relative to the country as a whole in those industries in which the State is
least specialized", may be generally true for all industrial activity for the
period from 1940 to 1950. But this it not true for manufacturing industries
for the period 1947 to 1954, at least on the evidence of Table I. 13. A com
parison of Minnesota and national growth-rates in manufacturing employ
ment for this latter period (column 5) with the proportions engaged in the
various industries locally relative to the corresponding national proportions
(column 6) shows little or no relationship. Further study of local manu
facturing growth relative to the national rate fails to reveal any clear pattern
with respect to either consumers' versus producers' goods or durable versus
non-durable goods, although a tendency for "metals" and "machinery" to
lag locally is noticeable. A definite pattern may exist but the lack of more
finely classified data prevents its ascertainment.

Next, and again in the negative vein, examination of Table I. 14 reveals
very little relationship between the Minnesota manufacturing industries
which grew fastest relative to the national rate in the period from 1939 to
1947 and those which led in the period from 1947 to 1954, as measured by
value added by manufacture. Again, a pattern may exist which ties the
differential growth rates of the two periods together but, if it does, the
lumping together of a wide range of products and activities has obscured it.

One major conclusion is that Minnesota did not gain on the nation in
manufacturing activity in this latest period. While the State expanded manu
facturing employment and value added at a rate 10 per cent greater than
the national rate between 1939 and 1947, from 1947 to 1954 the State
growth almost exactly paralleled the national growth. Minnesota, then,
stood about the same in manufacturing specialization relative to the nation
in 1954 as it did in 1947.

When compared to neighboring states in growth of manufacturing em
ployment and value added by manufacture, Minnesota exhibits a checkered
performance. The rate of growth of total manufacturing employment, 1947
54, is greater in Minnesota and 4 of the other 7 states than in the nation
as a whole, as shown in Table I. 15. The Region's slight edge over the nation
was built up largely in the durable goods industries and partially offset by
less-than-average performances in non-durables. Minnesota ranks slightly
below median in the Region, due largely to its much-below-average per
formance in food and metal products. The only noteworthy insight readily
apparent from an examination of the data of Table I. 16 is that by using
value added by manufacture in place of employment as the index of manu
facturing activity the State improves its rank in most of the durable-good,;
industry groups and slips in rank in the non-durable categories.
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Table I. 13. Growth of Manufacturing Employment in Minnesota Relative to the National Rate of Growth, 1947-54

Ratio of employ- Relative Index of
Number of employees ment, 1954 to 1947 change specialization~

Major industry group 1947 1954 Minn. U.S. Minn./U.S. 1950

All manufacturing, total ............ 181,520 203,993 1.124 1.096 1.02 .63

Other* and miscellaneous mfg. . ....... 5,826 17,455 2.996 1.218 2.46 .76
Transportation equipment ............ 3,403 7,109 2.089 1.456 1.44 .17
Stone, clay, and glass products ......... 3,612 5,135 1.422 1.069 1.33 .58
Lumber and wood products ........... 6,718 8,585 1.278 1.011 1.26 .58

Leather and leather products ., ........ 1,636 1,599 .977 .932 1.05 .20
Petroleum and coal products .......... 1,469 1,512 1.029 1.024 1.01 .20
Machinery, except electrical ........... 24,068 23,833 .990 .994 1.00 .92

w Pulp, paper, and products ............ 13,703 15,397 1.124 1.168 .96 .87

-t Printing and publishing .............. 18,143 19,423 1.071 1.122 .95 1.04
Food and kindred products ............ 46,482 49,575 1.067 1.144 .93 1.63
Chemicals and products .............. 4,952 5,317 1.074 1.174 .91 .43
Apparel and related products .......... 9,036 9,049 1.001 1.106 .90 .48

Furniture and fixtures ................ 2,791 2,691 .964 1.073 .90 .42
Fabricated metal products ............ 11,174 9,831 .880 1.069 .82 .60
Primary metal industries ......... : .... 6,971 5,337 .766 .966 .79 .31
Textile mill products ................ 4,678 2,944 .629 .830 .76 .14

Electrical machinery ................. 9,105 6,675 .733 1.195 .61 .59-_.__ .-

"'Includes three major industry groups not reported separately for Minnesota: "tobacco manufactures", "rubber products" and "in
struments and related products".

Source: U. S. Department of Commerce, Bureau of the Census, 1954 Census of Manufactures, Preliminary Reports (Washington,
D. C.), June-August, 1956.
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Table 1.14. Growth of Value Added by Manufacture in Minnesota Relative to the National Rate of Growth, 1947-54

Value added by manufacture Ratio of value added, Relative change
(in thousands of dollars) 1954 to 1947 Minn./U.S.

Major industry group 1947 1954 Minn. U.S. 1947-54 1939-46

All manufacturing, total ......... $1,021,274 $1,604,731 1.571 1.560 1.01 1.10

Other* and miscellaneous
manufactures .................. 28,221 107,071 3.816 1.789 2.13 1.88

Lumber and wood products ....... 25,707 46,272 1.800 1.261 1.43 .81
Transportation equipment ......... 21,056 65,258 3.099 2.351 1.32 1.12
Stone, clay, and glass products ..... 15,706 31,545 2.008 1.653 1.22 .33

Petroleum and coal products ....... 10,704 16,195 1.513 1.276 1.19 1.43
Textile mill products ............. 15,456 14,822 .959 .878 1.09 .73
Pilip, paper and products .......... 103,693 173,349 1.672 1.559 1.07 1.21

~ Apparel and related products ...... 33,684 40,409 1.200 1.134 1.06 1.11

Food and kindred products ........ 279,049 400,307 1.435 1.491 .96 .93
Leather and leather products ....... 8,000 8,070 1.009 1.068 .95 1.28
Furniture and fixtures ............ 11,797 15,768 1.337 1.450 .92 .94
Printing and publishing ........... 105,343 138,509 1.315 1.458 .90 1.17

Machinery, except electrical ....... 128,933 180,323 1.399 1.572 .89 1.11
Chemicals and products ........... 68,205 99,569 1.460 1.712 .85 2.14
Primary metal industries .......... 29,393 40,088- 1.364 1.641 .83 1.21
Fabricated metal products ......... 60,816 73,089 1.202 1.578 .76 1.42

Electrical machinery ............. 37,228 48,739 1.309 1.917 .68 5.02

*Includes three major industry groups not reported separately for Minnesota: "tobacco manufactures", "rubber products" and "in-
struments and related products". ..

Source: U.S. Department of Commerce, Bureau of the Budget, 1954 Census of Manufactures, Preliminary Reports (Washington,
D.C.), June-August, 1956.



Table I. 15. Per Cent Change in Manufacturing Employment for Minnesota and
Selected States, 1947 to 1954

State
Per cent
change State

Per cent
change State

Per cent
change

All industries
Nebraska 21
[owa 15
Missouri 13
South Dakota .. . .. 13
MINNESOTA .... 12
UNITED STATES. 10
North Dakota. . . . . 8
Wisconsin 2
!llinois 0

Apparel and related
products

Nebraska 22
UNITED STATES. 11
MINNESOTA 0
Missouri -5
[owa -15
[llinois -15
Wisconsin -16

Pulp, paper and products
Iowa 66
Missouri 21
Wisconsin 18
UNITED STATES. 17
MINNESOTA 12
Illinois 7

Petroleum and coal
products

Missouri 38
Wisconsin 7
MINNESOTA 3
UNITED STATES. 2
Illinois 0

Food and kindred
products

UNITED STATES. 14
South Dakota .... , 14
Nebraska. . . . . . . .. 10
Iowa 10
Wisconsin 10
Missouri 8
MINNESOTA 7
Illinois 0
North Dakota . . . .. -9

Lumber and wood
products

Nebraska. . . . . . . .. 111
MINNESOTA 28
Iowa 11
Wisconsin 5
UNITED STATES. 1
Illinois -5
Missouri ,..... -6
South Dakota ..... -13

Printing and publishing
North Dakota. . . .. 27
South Dakota 25
Iowa 25
Wisconsin 21
Nebraska .. . . . . . .. 17
UNITED STATES. 12
MINNESOTA 7
Missouri 3
Illinois 2

Leather and leather
products

MINNESOTA .... -2
UNITED STATES. -7
Missouri -12
Wisconsin -18
Illinois -24
Iowa -31

39

Textile mill products
Missouri 10
Illinois -14
UNITED STATES. -17
Wisconsin -32
MINNESOTA -37

Furniture and fixtures
Iowa 10
UNITED STATES. 7
Nebraska.. ... . 6
MINNESOTA -4
Missouri -5
Illinois -7
Wisconsin -15

Chemicals and products
Wisconsin 53
UNITED STATES. 17
Missouri 17
Iowa 15
Nebraska . . .. 14
Illinois 9
MINNESOTA 7
South Dakota -37

Stone, clay and glass
products

MINNESOTA 42
North Dakota 42
Nebraska 36
Iowa ... ,........ 17
South Dakota ..... 11
UNITED STATES. 7
Illinois 2
Missouri -6
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Source: Derived from U.S. Department of Commerce, Bureau of the Census, 1954
Census of Manufactures, Preliminary Reports (Washington, D.C.), June-August, 1956.

RAW MATERIALS

Raw materials, component parts, and supplies comprise the largest element in
manufacturing costs nationwide, on the order of 40-45 per cent of total costs.

7Business Executives' Research Committee, Industrial Location and the Minnesota
Economy, University of Minnesota, School of Business Administration (Minneapolis:
1954).

8Francis M. Boddy, "Industrial Growth in Minnesota", Business News Notes,
University of Minnesota, School of Business Administration (Minneapolis) , No. 25
(June 10, 1955), pp. 2-3.

Per cent
changeState

Other and mis. manu.
Nebraska , 395
North Dakota 202
MINNESOTA 200
Missouri 97
Iowa 50
Wisconsin 49
South Dakota 33
UNITED STATES. 22
Illinois 11

Machinery, except
electrical

North Dakota . . . .. 202
Nebraska .. . . . . . .. 28
Missouri 0
UNITED STATES. -1
MINNESOTA -1
Iowa , -5
Illinois - 7
Wisconsin -10
South Dakota -35

Per cent
changeState

Staff Report
Table 1. 15. (Continued)

Transportation equipment
MINNESOTA 109
Missouri 95
Iowa 65
UNITED STATES. 46
lllinois 19
Wisconsin -3
Nebraska -21

Fabricated metal
products

South Dakota ..... 280
Nebraska . . . . . . . .. 82
North Dakota. . . .. 40
Iowa 19
Missouri 8
UNITED STATES. 7
Illinois 3
Wisconsin -11
MINNESOTA -12

Per cent
changeState

Primary metal industries
Iowa 74
Wisconsin 4
UNITED STATES. -3
Missouri -5
Illinois -9
MINNESOTA -23

Electrical machinery
Iowa 76
Missouri 32
Wisconsin 21
UNITED STATES. 20
Illinois. . . . . . . . . . . 5
Nebraska . . . . . . . . . 2
MINNESOTA .... -27

THE COMPETITIVE POSITION OF MINNESOTA IN MANUFACTURING

We are fortunate in being able to draw on an excellent, up-to-date study
of the "recent history and current status of manufacturing industries in
Minnesota" carried out by the Twin Cities Business Executives' Research
Committee.7 This study contains much useful information and many valu
able insights, not the least of which are the results of a questionnaire survey
of Minnesota manufacturers as to the relative importance of various costs·
and the cqmpetitive position of a Minnesota location. An excerpt of a sum~

mary of this study follows: 8



Table I. 16. Per Cent Change in Value Added by Manufacturing for Minnesota and
Selected States, 1947 to 1954

•State

Per cent
change State

Per cent
change State

Per cent
change

, All industries

t~wa 82
Missouri 68
MINNESOTA 57
UNITED STATES. 56

;Nebraska . . . . . . . .. 54
South Dakota .. . .. 52
Wisconsin 46
Illinois . . .. 44
>North Dakota .,. .. 25

W~: Apparel and related
•..•••.•'... products

Nebraska. . . . . . . .. 61
MINNESOTA 20
Missouri 15
UNITED STATES. 13
,f()wa 3
Wisconsin 2
,Winois -8
:.....

h·i~~:

Pulp, paper, and products

Iowa 154
Missouri 73
Wisconsin 70
MINNESOTA 67
UNITED STATES. 56
Illinois 42

( Petroleum and coal
• products

Missouri 144
MINNESOTA 51
Illinois 33
UNITED STATES. 28
Wisconsin 2

Food and kindred
products

South Dakota 61
Iowa 58
UNITED STATES. 49
MINNESOTA 43
Missouri 39
Nebraska. . . . . . . .. 31
Illinois 30
Wisconsin ,.... 26
North Dakota .. . . . 0

Lumber and wood
products

Nebraska 226
MINNESOTA 80
Iowa 39
Wisconsin 32
UNITED STATES. 26
Missouri 21
Illinois 18
South Dakota -4

Printing and publishing

Wisconsin 58
Iowa 55
North Dakota , 53
Nebraska. . . . . . . .. 50
South Dakota ..... 48
UNITED STATES. 46
Illinois 39
MINNESOTA.... 32
Missouri 25

Leather and leather
products

Missouri 48
UNITED STATES. 7
Illinois 2
MINNESOTA 1
Wisconsin -11
Iowa -23

41

Textile mill products

Missouri 60
Illinois 4
MINNESOTA -4
Wisconsin -8
UNITED STATES. -12

Furniture and fixtures

Nebraska . . . . . . . .. 66
Iowa 58
UNITED STATES. 45
Missouri ,. 40
MINNESOTA 34
Illinois 27
Wisconsin 17

Chemicals and products

Wisconsin 98
Missouri 81
UNITED STATES. 71
Iowa 50
Illinois 50
MINNESOTA 46
Nebraska .. . . . . . .. 36
South Dakota ..... -45

Stone, clay and glass
products

Nebraska .. . . . . . .. 169
North Dakota 153
MINNESOTA 101
Iowa 100
UNITED STATES. 65
South Dakota 53
Missouri 50
Illinois 47

53SZ
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Table I. 16. (Continued)

State
Per cent

change State
Per cent

change State
Per cent

change

Primary metal industries
Iowa 312
UNITED STATES. 64
Wisconsin 50
Missouri 47
Illinois 47
MINNESOTA 36

Electrical machinery
Iowa 222
Wisconsin 103
UNITED STATES. 92
Missouri 87
Nebraska .. . . . . . .. 68
Illinois 51
MINNESOTA 31

Fabricated metal
products

South Dakota 282
Nebraska 131
North Dakota . . . .. 117
Iowa 78
Missouri 58
UNITED STATES. 58
Illinois 51
Wisconsin 22
MINNESOTA 20

Transportation equipment
Missouri 215
MINNESOTA 210
Iowa 206
UNITED STATES. 135
Illinois 99
Wisconsin 57
Nebraska. . . . . . . .. 17

Machinery, except
electrical

North Dakota ..... 556
Nebraska . . . . . . . .. 101
Iowa 61
UNITED STATES. 57
Wisconsin 52
Illinois 51
Missouri 41
MINNESOTA 40
South Dakota .. , .. -22

Other and misc. manu.
Nebraska . . . . . . . .. 689
MINNESOTA 282
Missouri 232
Iowa 231
Wisconsin 124
UNITED STATES. 79
Illinois ..... . . . . .. 72
South Dakota ..... 53

Source: Derived from U.S. Department of Commerce, Bureau of the Census, 1954
Census of Manufactures, Preliminary Reports (Washington, D.C.), June-August, 1956.

Our questionnaire survey of Minnesota manufacturers showed a median per
cent of raw material cost to total production cost of 42 per cent. This varied
a good deal from firm to firm and industry to industry. For example, the median
of the responses of firms in the machinery industries was about 29 per cent,
while the median of the responses of firms in the Food and Kindred Products
industry was 77 per cent and ranged up to the middle nineties.

In response to a question, "what per cent of all the raw materials you used
in 1953 originated in Minnesota" the median response of 18 firms in the Food
and Kindred Products industry was 65 per cent. Forty-nine respondents in other
industries reported a median of only 18 per cent.

On the Summary Check List section of the questionnaire, with over 200
respondents, the location factor "nearness to sources of raw materials" rated
ninth in importance as a factor determining their locational advantages. In
judging the relative advantage of Minnesota with respect to this factor, Minne
sota manufacturers ranked it seventeenth, with an average net score of "some
what worse" in Minnesota as compared with alternative or competing locations.

As far as agricultural raw materials are concerned, Minnesota is favorably
situated. Almost any agricultural commodity that can be produced in a
temperate zone, can be and is produced in Minnesota and surrounding states.
Agricultural raw materials, therefore, are not a limiting factor as far as industrial
development is concerned.
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The Minnesota Economy
i;:}, Our greatest heritage in Minnesota is iron ore . . . [The direct-shipping type
';6£' ore, however, accounts for a diminishing share of our total iron forma
'lionsJ ... The balance is in the form of taconite. Increased advances in tech
'Whology, both in the production of the concentrates and in steel making, will
Offset to a great degree the increased cost of ore recovery from taconite. This

Jwork, developed originally at the University of Minnesota Mines Experiment
,}st~tion, is being pushed forward vigorously. Present programs in taconite
3{development in Minnesota involve an investment approaching 500 million dol
'j~rs, and further stages of the program may eventually lead to an investment of
<)~smuch as two billion dollars.

};jRecent and continuing work of the Minnesota Geological Survey, at the
:,'(Jniversity of Minnesota, in magnetic exploration and survey has indicated the '
,i'(;xistence of very large additional deposits of minerals in northern Minnesota.
"'\*lhile much of these deposits may be of relatively low grade (as were those
'previously known), they await only the development of efficient handling and
:processing techniques to add further to the raw materials base of the state's
(economy.

il';~;irThere still remains in Minnesota a sufficient area of natural pine land to pro
g:aUce under good management nearly one-half billion board feet of saw timber
Y~rid several hundred thousand cords of pulpwood each year. This is more than
'ithree times the current saw timber growth. Similarly the areas naturally adapted
!t6spruce, aspen, oak and other hardwoods could produce vastly larger volumes
,(jfsaw timber, pulpwood, and other valuable products, under good management.
'·;tWin view of the fact that our available forest resources may be greatly ex
,parided and since the potential market for products made from our forest re
;sOurces will increase, the Forest Products Industries in the State of Minnesota
;;;"ti'iay expect a considerable expansion and a substantial contribution to employ
;;;friient and prosperity for the State of Minnesota. 9
';>~:;.:':'....

:~)~{ii~:~~;(:;·)·~:;: LABOR
'i},",
:;ii:"Por the United States as a whole, wages and salaries in manufacturing amount
:i:~g25-30 per cent of manufacturing costs.
,;,:\The Minnesota firms responding to our questionnaire reported a median of
'SeIper cent for the per cent of labor costs to total production costs in 1953,
'I'RI~cing labor cost second only to raw material costs among the specific cost
"iitf~ments in their operations.
H';1\. series of wage rate studies by the United States Bureau of Labor Statistics

'!;{[P<I the State Department of Employment Security enable the computation of
!j!:~ther detailed comparisons of wage rates in various industries and industrial
i'fQ§C:upations in Minneapolis-St. Paul with the rates in other industrial cities in
;'1§e country.

,·.i~:),:11A recent analysis of the pulp-and-paper industry of Minnesota, Wisconsin and
',Vpper Michigan concludes that, given a "technological breakthrough" in the use of
;;!~~hardwoods of the area, "this region's pulp-and-paper industry [should] expand
,,,9utput over a 20-year period by a figure that approximately matches the forecast
':;(75 per cent) increase in demand." Clarence W. Nelson, Pulp and Paper in the Upper
,i:'kiIkes Region, Federal Reserve Bank of Minneapolis, Monthly Review Supplement,
iJiUlly, 1956, p. 26.
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In 1951-1952 sixty-four per cent of the industry-occupation median wage
rate indices in other industrial cities were equal to or higher than the Minne
apolis-St. Paul index of 100 for the same industry-occupations. In 1952-1953
sixty-eight per cent of the indices were equal to or higher than those of Min
neapolis-St. Paul, and in 1953-1954 (with a smaller sample) fifty-seven per
cent were equal to or above the Minneapolis-St. Paul indices.

On the questionnaire Summary Check List the availability of special labor
skills and of special types of semiskilled labor were about midway down the
list in both the importance of the factor (l2th and 16th respectively out of 24
factors) and in the rating of Minnesota's competitive position with respect to
these factors (9th and 11th respectively with a slight positive, or "slightly ad
vantageous" net score).

The work attitudes of the individual workers was rated as the most important
of all the 24 location factors listed, and it was ranked second only to the attrac
tiveness of the community as a place to live as an advantageous factor for
Minnesota location.

Minnesota manufacturers seem to judge their wage rate competitive position
somewhat worse than the analysis of wage rates in other industrial areas would
seem to justify, but they rate some of the characteristics of our labor supply
quite high. Note the work attitudes of the workers response above as an ex
ample. Furthermore, scattered comments from some of our manufacturers
stated an opinion that our labor force is distinctly more productive than labor
in most other areas of the country.

Generally speaking then our wage structure and some of the characteristics
of our labor situation are generally strong advantageous factors for manufactur
ing location in the state and may be a major item in explaining the ability of
our Minnesota manufacturers to compete successfully in wide markets.

MARKETS FOR MINNESOTA MANUFACTURERS

While no accurate estimates can be made of the local and area consumption
of the products of the major industry groups of Minnesota manufacturers
some rough estimates may be made to see what magnitudes are involved, and
to see which industry groups of Minnesota manufacturing are likely net ex
porters (outside the local area) and which others do not, on balance, cover even
the local demands.

One such estimate of the local area demand for the value added by manu
facture of our Minnesota industries can be made by using data on value added
by manufacturing (by industry groups) and on disposable income, in the
nation and in the local area. Taking 1952 figures, such estimates were made
of this local demand. When the net demand is matched against the supply,
measured by the Minnesota value added data, the following broad conclusions
may be drawn:

(l) In the Food and Related Products and in the Miscellaneous Manufactur
ing industries, Minnesota producers supply substantially more than the
local net demand.

(2) In the Lumber and Products Except Furniture industry, local net demand
and supply just about balance.

(3) In all the other seventeen manufacturing industry groups, Minnesota
manufacturers on balance do not meet the local net demands.
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The Minnesota Economy
'",>The Minnesota manufacturers responding to the questionnaire section on
lllarkets, showed a median response as to the per cent of their sales going to
Various areas in 1953 as follows: thirty-two per cent to customers in Minnesota,
three per cent to North and South Dakota and Montana, and sixty-five per cent
to the rest of the United States. In view of the apparent failure of the over-all
tbtal output of our manufacturers to satisfy the local demand, this high per
~~ntage of the output of our median respondent going to customers outside the
Ideal area is rather surprising, although it may merely indicate the great extent
"6linter-area specialization and exchange which is typical of our economy.
;i>As might be expected, the small firms were more heavily dependent on the
iaeal market, the median respondent reporting sixty-four per cent of his sales
igging to the local area; the medium-sized firms had a median of thirty per cent
'lpYthe local market, while the large firms reported a median of only eight
p~r cent of their sales to the local area.

:: POWER, FUEL, AND BUILDING COSTS

,iiihFrom a variety of sources, data were available that enabled comparisons to
!'~emade of the costs of power, fuel, and construction in the Minneapolis area
With industrial communities in other parts of the country.
',:'{Power costs in Minneapolis are on the average lower than in Detroit, Mil
i\Jaukee and New York, but higher than in the rest of the twenty-five cities
~tUdied. The index used for each city is a median of the rate indices for eight
'different levels of demand and use of electric power. Of the 208 separate indices
calculated only 15 per cent showed rates above the Minneapolis level.
~!;)'i.A comparison of the cost of the cheapest readily available fuel, on a heat
itiriit basis in 1953, in Minneapolis and twenty-one other cities showed nine
S5i1:he twenty-one with higher heat unit costs than Minneapolis, twelve lower.
. ...' onstruction cost comparisons were computed for two types of standard
:{~~tory buildings. In this comparison, Minneapolis shows lower construction
\§9*ts than twelve of the cities, and only eight report lower costs than Minne
t~polis (six in the South).
ie/In view of the relatively low impact of power and fuel costs on total produc
't!Pl1. costs it is unlikely that the somewhat higher costs of these items in Minne
:~pplis is much of a handicap for development of most types of industry here.

ADDENDUM ON THE MINNESOTA LABOR FORCE

rrent Wage Rates
.he latest United States Bureau of Labor Statistics data continue to place
Minneapolis-St. Paul labor market below average in wage rates, as

iL.""iwn in Table 1. 17. The Twin Cities area ranks 14th in wage rates of
¥;'Wbmen office workers", ties for 1Oth in wage rates of "skilled men mainte
;p~~ce workers" and ranks 7th in wage rates of "unskilled men plant work~
;~~s~' out of the 17 major labor markets surveyed. Among the 5 Middle West
:'!~p6r markets compared, the Twin Cities area ranks 5th, 5th and 3rd,
~t;~spectively, in these three occupational groups.tO All of which corroborates

~6These rather curious occupational groups and the specific jobs included therein
'eselected because of the inter-area homogeneity of the work done, see the foot
es to Table 1. 17.
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~t' . ,
:\i5S

;:;:~

the findings of the Twin Cities Business Executives' Research Committee':~l
to the effect that the Minnesota economy has a wage structure which should;;
appeal to mobile industries.:.

. ..-
Skill of the LaborForcet

Unfortunately, a simple, accurate, all-inclusive index of the skill of any \il
given labor force is neither practically available nor even theoretically con~i!~
ceivable. At best, only rough approximations of inter-area labor skills can .•~
be made. As a first approximation, however, the general education level of ',I
the area population can be assessed. The Bureau of the Census collects data 11
on the formal, general, educational attainments of the adult population by \~
various area subdivisions. The primary Census educational index, "medianN

~~~o~~~~;r~:~~all~~:~e~~:~:~?:i5
1~~~~~~ ~~~ ~~~~:~~sJ~;ts~n~:~t~~~i~

States, Minnesota with an adult median-school-year-completion-Ievel of 9.0 .~
years ranks 8th within a range of 10.2 (Kansas) to 8.7 (North Dakota)'
years. The North Central Region as a whole closely approximates the na- ~.~
tional ~verage (9.3 years), with the West North Central Region (9.0 years) 'I
slightly below the national level. Thus, on this over-all measure of formal, :m

mass education, Minnesota stands about average for the "farm states" of the!
West North Central Region but below the national average. i!

A second, more selective measure of educational level can be derived':
from Census data, the per cent of population with four or more years of ;~
college. Minnesota, with 5.8 per cent of its population having completed'
four or more years of college, rises to a tie for 3rd place within a range
among the twelve states of 6.1 per cent (Kansas and Illinois) to 3.6 per,
cent (North Dakota). But further study of the data discloses that the East '
and West North Central Regions, with only 5.7 and 5.4 per cent, respec- i

tively, of their populations as college graduates or the equivalent, both fall .
short of the national average of 6.2 per cent.

A further approximation of inter-state differences in educational levels
may be made by taking note of the records of Selective Service mental tests.
The per cent of Selective Service registrants who failed the mental test in
1954 is presented for the thirteen North Central States for 1954 in Table
I. 18. Minnesota shows up to best possible advantage in this measure of
"minimum" mental proficiency with only 1.8 per cent of its residents having
failed to meet military service standards. Minnesota had the lowest percent
age of mental rejections among its young men of all North Central States,
with a range up to 14.8 per cent rejected for illinois. Further, Minnesota had
the lowest percentage rejected of all the 48 states and stands at less than
one-ninth of the national average. ,

Thus, the sum and substance of the comparative position of the Minne
sota labor force appears to be that this State is unsurpassed in minimum
mental proficiency and ranks respectably high in higher education. On the
other hand, Minnesota lags behind the Region and the nation in mass educa
tion, especially at the secondary school level. The inference to be drawn
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The Minnesota Economy
Table 1. 17. Comparative Average Weekly Salariesa and Average Hourly Earnings in

Manufacturing for Selected Occupational Groups in Seventeen
Labor Market Areas, 1955

(Minneapolis-St. Paul = 100)

Women
office

workersbLabor market

i:i Middle West
Minneapolis-St. Paul .

.·Chicago .
:"Detroit .
Milwaukee .

·"St., Louis .

Northeast
:Boston .
Newark-Jersey City .
New York City .

/.i>l1iladelphia .

S.S South
!\tlanta .

ipallas .
Memphis .
~ew Orleans .

m'''ii:.. Far West
'Q~nver .
1"8s Angeles .
'~9rtland .
San Francisco .

100
114
122*
106*
106

97
108
108
104

101
104
93
99*

102
118
107
119

Skilled .Unskilled
men main- men

tenance plant
workersc workersd

100 100
104 99
108* 113*
104* 106*
104 97

93 92
103 107
102 96
100 92

89 72
93 83
83 72
88* 75*

97 99
103 106
103 105
106 113

.'i ..*1953 data.
SS".ll"Average weekly salaries are standard salaries· paid for standard work schedules.
:!\verage hourly earnings are straight-time hourly earnings, excluding premium pay for
'isyertime and work for weekends, holidays and late shifts."
Si"pEighteen office occupations.
iii/>cTen skilled maintenance occupations including all the numerically important ones.
"?Three classifications: "janitors, porters and cleaners; laborers, material handlers;

dwatchman."

iSource: U.S. Department of Labor, Bureau of Labor Statistics, Monthly Labor
View, October, 1954, Table 1, p. 1091; Table 2, p. 1093; and November, 1955,
ble 1, p. 1249.

:'.i .. 9111d seem to be that Minnesota stands well prepared to supply professional
il'Bfople and college-trained technicians, while, at the same time, the State is
:i:i~~ly lightly burdened with unemployables and those who are only of mar
w~i;l1al usefulness. But the comparatively low level of median school years
t'~9111pleted by its adult population suggests that improvement here would
;ii,p.~rease the quantity and quality of skilled workers available.
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Census data on education are also available for cities and metropolitan

areas. The twelve leading metropolitan areas as measured by each of these
two indices are also shown in Table 1. 18. The Twin City Metropolitan Area
shows up very favorably with median-school-years-completed-by-persons
25-years-old-and-over of 11.1 for a rank of 8th out of 44 North Central
Region metropolitan areas (and a rank of 25th out of the full 151 reported
for the nation).

The second index, per cent of the population with four or more years of
college, elevates the Minneapolis-St. Paul area to 5th place, with 8.4 per
cent. Even this high ranking does not indicate the full significance of the
Twin City position in either of these indices of educational attainment. The
metropolitan areas ahead of Minneapolis-St. Paul reflect the influence of
their being sites of state capitals and large state universities to a much greater
extent. This is so because of their relatively small size, none of them being
even one-half as· heavily populated as the Twin City Metropolitan Area.
Because there is no other substantial industrial area in the list down the
rankings to Omaha, no exaggeration is involved in the statement that the
Minneapolis-St. Paul Metropolitan Area's labor force has attained the high
est level of both mass and advanced general education of any major in
dustrial area of the Middle West.

An educated and, by inference, skilled labor force has always been a
definite economic asset to a community. Further, it is almost certain that
labor quality will assume an increasingly important, perhaps even dominant,
role in a community's economic development within a decade. "Automa
tion" is more than a new word. Many believe that we are on the threshold
of a second industrial revolution. The probable consequence of automatic
factories will be a need to shift human resources from unskilled and semi
skilled jobs to highly skilled and technical work and also to the service
trades. The Twin Cities would do well to nurture and cultivate their current
advantage in higher education over competing Middle West industrial areas.
Availability of competent technicians may become this community's dom
inant locational attraction. Witness the obvious and acute shortage of engi
neers already being felt and the growing inter-area competition for techni
cians of many varieties.

Not only will an ever larger share of new manufacturing and office jobs
call for skilled work but, beyond this, the unskilled and semi-skilled jobs are
often locationally complementary to the skilled work. Other Minnesota
urban areas might well consider the probable effect of automation on the
demand for various grades of labor, although, admittedly, it may be more
difficult for smaller urban areas to develop and hold substantial numbers
of highly-educated and highly-skilled people.

Industrial Relations
No method exists by which the attitudes of management and labor toward

each other may be measured precisely. Hence, inter-area comparisons of
"industrial harmony" are difficult at best. An index which may be used as
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Table 1. 18. Educational Level of the Population in Minnesota and Other North Central States and in
Minneapolis-St. Paul and Other North Central Metropolitan Areas, 1950 and 1954

Kansas . . . . . . . . . . . . . . . . . .. 10.2
Nebraska. . . . . . . . . . . . . . . .. 10.1
Ohio 9.9

~ Michigan................. 9.9

Iowa 9.8
Indiana 9.6
Illinois . . . . . . . . . .. 9.3
MINNESOTA 9.0

Wisconsin 8.9
South Dakota _. 8.9
Missouri __ . . . . . . .. 8.8
North Dakota , 8.7

East North Central. . . . . . .. 9.6
West North Central 9.0

United States 9.3

Percent
failed

Selective
Service

Mental test
(1954)

State or
region

Michigan .
Ohio · .
Missouri .
Illinois .

--_.-

1.8
2.3
2.7
3.3

3.6
3.6
4.3
6.5
7.3
7.3

10.9
14.8

United States 16.7

Nebraska .
Kansas .
North Dakota .
Indiana .

MINNESOTA .
South Dakota .. , .
Iowa .
Wisconsin · .

Kansas 6.1
Illinois _. 6.1
MINNESOTA 5.8
Ohio 5.8

Wisconsin 5.5
Michigan . . . . . . . . .. 5.4
Indiana 5.3
Iowa _. _. . . . . . .. 5.3

Nebraska. . . . . . . . . . . . . . . . .. 5.2
Missouri 5.1
South Dakota _.. 3.8
North Dakota 3.6

East North Central 5.7
West North Central .,. . . . . .. 5.4

United States 6.2

Persons with
four or more
years of col
lege as a per

cent of persons
State or reporting
region (1950)

Median school
years completed

by persons
25 years old

and over
(1950)

State or
region



Source: U.S. Department of Commerce, Bureau of the Census, Census of Popula
tion: 1950, Vol. II, Parts 2-49 (Washington, D.C. 1952) Table 65 and Statistical Ab
tract of the United States: 1955 (Washington, D.C. 1955), Table 273, p. 230.

a rough approximation of the state of management-labor relations is one
developed by the Bureau of Labor Statistics, namely, per cent of working
time lost through work stoppages. The data for the North Central States
for the period 1952-54 is presented in Table I. 19.

The Bureau of Labor Statistics cautions the users of their "idleness ratios"
that large year-to-year fluctuations exist due to the fact that a small number
of work stoppages, or even a single large work stoppage can have a marked
effect on the annual datum for an individual state, especially where non
agricultural employment is small. Accordingly, interstate comparisons for
any given year are tenuous and, even using a three-year average, the full
period for which data are available, is hazardous. The instability of the data
at the state level is reflected by the large variations among the North Central
States as contrasted with the stability of the "idleness ratios" among the
four major regions, where substantial further averaging has taken place.

Minnesota lost an average of .30 per cent of the estimated working time
of all non-agricultural workers (unionized or not) during the period 1952
54. This is the equivalent of 3 out of every 1000 workers idle. Minnesota
ranks 7th out of the thirteen states (is the median state) of the Middle West,
within a range of .03 per cent (South Dakota) to .60 per cent (Indiana) of
working time lost due to work stoppages. The State's record on lost work
ing time is slightly better than the national average of .35 per cent lost time.
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Table 1. 18. (Continued)

4.0

Metropolitan area

Madison, Wis. . .
Lincoln, Nebr. . .
Lansing, Mich. . .
Columbus, Ohio .
MPLS.-ST. PAUL .
Topeka, Kans. . .
Des Moines, la .
Wichita, Kans. . .
Indianapolis, Ind. . .
Kalamazoo, Mich. . .
Cleveland, Ohio .
Chicago, Ill. .
Thirty-two additional areas '
ranging down to Flint, Mich..

Median school
years completed

by persons
25 years old

and over
(1950)

12.1
12.1
12.0
12.0
11.7
11.3
11.3
11.1
11.0
10.8
10.8
10.8

Metropolitan area

Madison, Wis. . .
Lincoln, Neb. . .
Des Moines, la .
Wichita, Kans. . , .
Lansing, Mich. . .
Topeka, Kans. . .
Columbus, Ohio .
MPLS.-ST. PAUL .
Cedar Rapids, la. . .
Waterloo, la .
Kansas City, Mo. . .
Omaha, Nebr .
Thirty-two additional areas
ranging down to St. Louis, Mo. 8.8



Table I. 19. Idleness of Workers Involved in Work Stoppages as a Per Cent of
Estimated Working Time of All Non-Agricultural Workers, for Minnesota

and Selected States and Regions, 1952-54

Per cent of estimated working time in:

State or region 1952 1953 1954 1952-54

*Less than 0.005 of 1 per cent.

Source: U.S. Department of Labor, Bureau of Labor Statistics, Monthly Labor
Review (Washington, D.C.), July, 1955, p. 796.

South Dakota .
North Dakota .
Nebraska ' .
Iowa .
Kansas .
Illinois .
MINNESOTA .
Wisconsin .
Missouri .
Michigan .
Ohio .
Indiana ' .
Northeast (median) .
North Central (median) .
South (median) .
West (median) ,., .
UNITED STATES (average) .

.02 .08 * .03

.03 .06 .02 .04

.20 .12 .08 .13

.12 .28 .18 .19

.16 .27 .17 .20

.57 .18 .10 .28

.57 .15 .17 .30

.39 .31 .27 .32

.37 .42 '.30 .36

.67 .43 .20 .43
1.07 .34 .27 .56
1.15 .47 .18 .60
.32 .23 .15 .23
.38 .28 .18 .29
.26 .16 .14 .24
.34 .13 .14 .28
.57 .26 .21 .35

Table I. 20. Unionization of the Labor Force in Minnesota and
North Central States, 1953

Source: Thirty-Sixth Annual Report of the National Bureau of Economic Research
(Mimeographed, February, 1956), Table 1, p. 49, Table 2, p. 51.

51

Per cent
increase in

membership
1939-53

294.6
232.8
222.4
185.2
183.6
170.8
153.1
148.8
145.4
130.0
119.0
115.9
115.4

State

Michigan .
I(ansas .
Indiana .
South Dakota , '
Missouri .
Ohio ,.
Nebraska '" .
UNITED STATES .. , .
MINNESOTA , ..
Illinois .
North Dakota .
Wisconsin .
Iowa .

Michigan 43.3
Indiana 40.0
Missouri 39.7
Illinois . . . . . . . . . . . .. 39.7
Wisconsin 38.3
MINNESOTA 38.1
Ohio 38.0
UNITED STATES 32.6
Iowa 25.0
Kansas . . . . . . . . . . . . . . . . . . . .. 23.9
Nebraska 19.7
North Dakota '.' . . .. 15.6
South Dakota 14.4 I

Per cent
non-agri
cultural

employment
State organized
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On the basis of this rough measure, the general inference is that Minnesota's
management-labor relations have been about average in recent yearsY

Minnesota, with 38.1 per cent of its non-agricultural labor force union
ized, is substantially above the national average of 32.6 per cent, as shown
in Table 1. 20. Closer inspection of the Table discloses that Minnesota
stands high up with the more "industrialized" East North Central states in
unionization, rather than down with "farm states" of the West North Central
region to which the State is industrially more akin.

While some industrialists still seek for non-unionized labor when con
sidering plant migration or expansion, some also realize that the advantages
of non-union labor are often questionable and temporary. Industrialization
and unionization have gone hand-in-hand. Minnesota now offers a labor
supply which is already highly unionized, a valuable by-product of which is
that, to a considerable extent, the birth pains of the unionizing process have
already been endured. For some firms, however, the fact that neighboring
and competitive states such as Iowa and Nebraska have "right-to-work"
laws, w~ereas Minnesota, together with 31 other states, does not, may be
of some importance.

ADDENDUM ON COMPARATIVE INDUSTRIAL ELECTRIC POWER COST

A tabulation of 1955 industrial electric power costs in 33 selected cities
discloses very little change since 1953 in the relative position of Minneapolis.
Again, as detailed in Table 1. 21 power costs in Minneapolis are generally
lower than those in only three major industrial areas, New York, Milwaukee
and Detroit and, in the enlarged sample, one additional area, Rockford,
Illinois. The remaining 28 cities can claim lower power rates, on the average,
than those applicable to firms in Minneapolis. Minneapolis electric power
rates, however, are the highest, relatively, for the smallest users, with only
New York having higher rates, and less disadvantageous for the largest users,
with about one-third of the areas pricing electric power at higher rates.

Lest too-quick inferences be drawn about the effects of local electric
power rate schedules on industrial development here, two moderating
factors should be weighed. First, electric power costs are of only minor
importance for most industrial activities - probably less than one per cent
of total cost. Secondly, for the largest users of power, those most sensitive

l1If, however, work stoppages and degree of unionization are related, and a com
parison of the data in Tables I. 19 and 1. 20 suggests that they are, then Minnesota's
management-labor relations record is better than it appears to be solely on the evidence
of idleness due to work stoppages. This follows from the fact that Minnesota stands
above the national average in degree of unionization. If, on the other hand, growth of
unionization is more causal than degree of unionization (not quite so apparent from
the data in the two Tables), then the conclusion would be the reverse. The judgment
that the State's industrial relations record is less favorable than it appears would hinge
on the fact that unionization has grown more slowly in Minnesota than in the nation
as a whole since 1939.
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Table 1. 21. Indices of Typical Net Monthly Electric Bills for General Industrial Purposes as of January 1, 1955
[Billing demands in Kilowatts (KW); monthly consumption in Kilowatt hours (KWH)]

150KW 300KW 500KW 1000KW

Median 30,000 60,000 60,000 120,000 100,000 200,000 200,000 400,000
rate Kwh Kwh Kwh Kwh Kwh Kwh Kwh Kwh

Minneapolis, Minnesotab ........•.... 100 100 100 100 100 100 100 100 100

Albany, New Yorkll ................. 75 73 68 76 73 76 74 79 76
Atlanta, Georgia .................... 83 79 79 84 82 84 84 87 78
Baltimore, Maryland ................ 99.5 . 97 98 94 95 101 102 110 102
Boston, Massachusetts ............... 97.5 95 85 101 93 106 98 106 97
Buffalo, New York .................. 57 47 47 55 54 59 59 65 59

Chicago, Illinois .................... 95 98 91 100 94 100 90 96 87
Cincinnati, Ohio .................... 85 82 76 87 78 91 83 99 87

til Cleveland, Ohio .................... 97.5 89 93 98 98 101 97 100 96
W Dallas, Texas ....................... 77.5 80 75 85 74 84 72 82 70

Davenport, Iowa .................... 93.5 86 79 95 88 98 92 104 95

Denver, Colorado ................... 71.5 67 65 74 70 76 72 77 71
Des Moines, Iowa ................... 96 87 93 94 98 95 101 99 97
Detroit, Michigan ................... 105.5 97 89 108 100 110 103 116 107
Duluth, Minnesota .................. 99.5 81 87 93 99 100 103 106 107
Houston, Texas ..................... 70.5 68 66 73 70 75 71 77 68

Indianapolis, Indiana ................ 92.5 91 88 106 103 94 91 94 89
Jersey City, New Jerseyh ............. 95.5 93 92 94 94 97 99 102 99
Kansas City, Missouri ............... 95.5 80 78 94 91 100 97 107 101
Los Angeles, Californiaf ............. 69 69 63 69 65 70 67 73 69
Milwaukee, Wisconsin ............... 111.5 99 101 111 112 117 114 120 108

New Orleans, Louisiana ............. 76.5 76 69 T! 73 79 75 83 78
New York, New Yorke .............. 118 115 112 121 117 122 118 123 118
Omaha, Nebraska ................... 70.5 69 62 71 66 75 70 80 73
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Table 1. 21. (Continued)

150KW 300KW 500KW 1000KW

Median 30,000 60,000 60,000 120,000 100,000 200,000 200,000 400,000
rate .Kwh Kwh Kwh Kwh Kwh Kwh Kwh Kwh

Peoria, Dlinois ...................... 98 84 84 95 97 101 103 102 99
Philadelphia, Pennsylvaniad ........... 80 71 65 80 74 86 80 92 83
Pittsburgh, Pennsylvania ............. 88.5 85 78 91 85 92 88 95 89

Rockford, Dlinois ................... 102 86 86 101 99 106 103 112 106
St. Louis, Missouri .................. 86 73 71 85 82 90 87 97 92
San Francisco, Califcirniae ............ 77 68 69 75 75 80 79 82 79
Seattle, Washingtong ................ 48.5 43 41 48 47 51 49 55 49
Spokane, Washington .......... " .... 59.5 60 59 63 54 62 54 65 55
Tulsa~ Oklahoma ................... 77 78 73 82 76 82 75 83 75

aAlbany, Schenectady, and Troy area.
bMinneapolis rates used for Twin City area. St. Paul has 5% gross earnings tax. Base rates identical for both cities.
cNew York and Northern New Jersey area. Consolidated Edison rates for Bronx, Brooklyn, Manhattan, and Queens.
dPhiladelphia-Camden area. Philadelphia rates used. Camden about 12% higher.
eSan Francisco-Oakland area.
fSouthern California Edison Rates used for outlying areas as Los Angeles. Municipal electric plant operates within corporate limits

only.
gFirst two figures are on "motor only rate". Lighting separate.
hJersey City, New Jersey, rates have been included because of the high concentration of industry in the northern part of the state.

Northern New Jersey rates are somewhat lower than the metropolitan area of New York.

Note: In the case of the foregoing table, the attempt has been made to compare the bills for similar specified types of usage.
It is not possible to compare all communities for similar types of electrical usage on identical rates. The rates for which figures have
been quoted are those in use in the 32 cities listed for General Industrial purposes. The authorities for the foregoing. figures have
been the Federal Power Commission's Report of 1955, Edison Electric Institute's Rate Book of 1955, and the National Electric Rate
Book as published by the Federal Power Commission.

Source: Data compiled by the Northern States Power Company, March 6, 1956.
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The Minnesota Economy
to cost,l2 Minneapolis rates are lower than they are in one-third of the 33
areas and only slightly above average for cities in the neighboring states.
Finally, a word of caution; judicious interpretation of these data demands
that judgments be made only on matters of industrial location; inferences
about the relative efficiency of the local electric power operations or the
level of local electric rates are unwarranted and untenable because of im
portant differences in fuel costs or the availability of water power among
the various areas.

Population Structure and Migration
The existence of "net" out-migration (gross out-migration minus in

migration) as a Minnesota fact-of-life is established in Table I. 22. From
1940 to 1950, Minnesota experienced out-migration averaging approxi
mately 14,000 persons per year. This amounts to an annual average of about
0.50 per cent of the 1940 population. Further reference to the Table illus
trates that heavy net out-migration was not peculiar to Minnesota. All 7
states of the West North Central Region experienced this trend, with only
Kansas experiencing a lower rate of net out-migration (0.45 per cent) than
Minnesota, while North Dakota was the regional "high" with a loss of
1.71 per cent of its population annually.

The pattern of this migration becomes readily apparent when migration
is examined with reference to degree of manufacturing specialization. In
the early defense mobilization period, 1940-42, the 7 West North Central
"farm states" and Wisconsin, an East North Central "farm state", all ex
perienced rapid net out-migration, probably to the West Coast and to the
manufacturing areas of Ohio, Indiana, Illinois and Michigan, all of which
gained population rapidly through net in-migration. It was to be expected
that, in the early days of mobilization, armament contracts would be let
principally to well-established manufacturing concerns in major industrial
centers. During this two-year mobilization period, Minnesota lost about
57,000 persons each year, an annual average of slightly over 2 per cent of
its population. This very rapid rate of net out-migration decreased sharply
to only about 17,000 persons per year, an annual average of 0.64 per cent
of population, for the next 3 war years. The pattern of a sharply reduced
flow of population from the farm states to the manufacturing states during
the period 1942-45 fits all the North Central states except Missouri and
Ohio, which run counter to the trend.

The early postwar period (1945-50) finds Minnesota regaining popula
tion slowly, at the rate of about 7,000 persons per year (0.28 per cent of
population). The West North Central states as a group experienced no
significant net migration during this period.

Thus, viewed against a background of mobilization for war and regional
industrial specialization, the net migration from Minnesota in the "Forties"

120f course, the consumption of electric power can be absolutely large without the
power cost being relatively important and vice versa, a large automobile assembly
plant versus a small aluminum refinery, for example.
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seems to have been an inevitable consequence of its agricultural character.
For the full 48 states there is a moderately high correlation between farm
population as a per cent of total population (1940) and net migration
(1940-50) as a per cent of total population. Further, the correlation be
comes very strong if 6 states, Florida, Arizona, Nevada, Washington,
Oregon and California, are excluded from the ana1ysis.13

From the statistical relationship established in the 42 state analysis, it
is estimated that Minnesota's farm character (degree of agricultural spe
cialization) alone would account for about 129,000 of the actual 144,000
net out-migrants. The conclusion here is that migration from Minnesota
during the period 1940-50 was only slightly above "normal", considering
the State's heavy agricultural specialization in 1940.

Recent population estimates for the period since 1950 suggest the re
newal, on a reduced scale, of the migration pattern of the early "Forties".
Estimates of the components of change in the civilian population for the
period of April 1, 1950 to July 1, 1954 are presented in Table I. 23. These
provisional data14- indicate that once again the West North Central states
are growing more slowly than their natural rate of population increase
would warrant. The 7 West North Central states experienced annual
average net out-migration rates for the four-year period ranging from
Kansas' negligible 0.09 per cent of 1950 population to North Dakota's
high of 1.10 per cent of 1950 population. Minnesota's four-year annual
average loss of roughly 0.22 per cent of its 1950 population is of very
modest proportions compared to that of the other West North Central
states. Still, apparently, net out-migration has resumed in the State with an
estimated annual average loss of approximately 7,000 persons per year (or
slightly over 2 persons per thousand per year).

THE AGE DISTRIBUTION OF MINNESOTA MIGRANTS

Total net migration data do not tell the whole story. Of equal importance
is the age distribution of the migrants and the resulting age structure of the
remaining population. In Table I. 24 the 1940 Minnesota population is
subdivided into ten-year age groups and, together with those born subse
quently, is traced through the following decade. The 1950 population of
these various age groups that would have resulted if there had been no net

13These six states experienced average annual net in-migration ranging from 2.06
per cent (Washington) to 3.77 per cent of 1940 population (California) for the
decade. It seems reasonable and defensible to exclude these rapidly growing West
Coast and Southwest states and Florida because migration to these states has been
much more than a simple reflection of their industrial structures.

A functional relationship of linear arithmetic form was assumed and the regression
(estimating) equation and coefficient of correlation are shown below:

Y = 8.64 - .409X I' = - .80 (forty-two states)
where: Y = Net civilian migration 1940-50 as a per cent of 1940 population.

X = Rural farm population as a per cent of total population, 1940.
14These civilian migration estimates were developed from statistics of elemen~ary

school enrollment (grades 2 to 8, ages 7lh to 14lh years old). -
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Table 1. 22. Estimated Annual Average Net Civilian Migration for Minnesota and Selected States and Regions, 1940-1950

1940-1942 1942-1945 1945-1950 1940-1950

State Number Per cent Number Per cent Number Per cent Number Per cent
or (thou- ofpopu- (thou- ofpopu- (thou- ofpopu- (thou- ofpopu-

region sands) lation sands) lation sands) lation sands) lation

West North Central ......... _....... -213 -1.58 -128 -0.99 1 0.01 - 86 -0.64
Minnesota ...... _............. , - 57 -2.04 - 17 -0.64 7 0.28 - 14 -0.50
Iowa ................. _.... _. .. - 41 -1.62 - 23 -0.94 - 1 -0.04 - 17 -0.67
Missouri ........... _. . . . . . . . . .. - 4 -0.11 - 54 -1.44 5 0.15 - 15 -0.54
North Dakota .. _.... _....... _.. - 28 -4.36 - 9 -1.54 - 5 -0.92 -11 -1.71
South Dakota .. _. . . . . . . . . . . . . .. - 26 -4.04 - 8 -1.37 1 0.18 - 8 -1.24
Nebraska ...................... - 33 -2.51 - 10 -0.81 - 4 -0.34 - 12 -0.91
Kansas ... _. . . . . . . . . . . . . . . . . . .. - 23 -1.28 - 8 -0.46 - 2 -0.12 - 8 -0.45

Ul East North Central ............. - ... 265 1.00 18 0.07 54 0.22 91 0.67
-....l Ohio .......................... 54 0.78 70 1.01 - 2 -0.03 32 0.46

Indiana ................. _..... 42 1.23 1 0.03 9 0.27 14 0.41
illinois .......... - ............. 81 1.03 - 69 -0.87 30 0.40 12 0.15
Michigan . _.................... 125 2.38 22 0.40 8 0.15 39 0.74
Wisconsin ............... _..... - 36 -1.15 - 6 -0.20 10 0.34 - 5 -0.16

New England ...................... 53 0.63 16 0.19 * 17 0.20
Middle Atlantic . . . . . . . . . . . . . . . . . . . .. -124 -0.45 - 49 -0.18 184 0.73 45 0.16
South Atlantic ............... _.... _ 57 0.32 - 14 -0.08 - 18 -0.10 * -
East South Central ................. , -116 -1.08 -165 -1.55 - 97 -0.96 -122 -1.13
West South Central . . . . . . . . . . . . . . . . .. - 75 -0.58 -170 -1.31 - 44 -0.36 - 89 -0.68
Mountain ............. _........... - 77 -1.86 21 0.53 60 1.52 17 0.41
Pacific ............................ 295 3.05 658 6.46 128 1.08 324 3.35

*Less than 1,000.

Source: Derived from U.S. Department of Commerce, Bureau of the Census, Current Population Reports, Series P-25, No. 72
(Washington, D.C., May, 1953), Tables 2, 4-8, pp. 4-8.
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Table 1. 23. Estimates of the Components of Annual Average Change in the Civilian

Population of Minnesota and Other North Central States,
April 1, 1950 to July 1, 1954

Annual average per cent change in civilian
population due to:

Net
Net loss to

All Natural civilian Armed
State causes increase migration* Forces

Michigan ..................... 2.42 1.87 .82 -.27
Ohio ••••••••• t ........ I I ••••• 2.26 1.54 .98 -.25
Indiana ...................... 1.78 1.57 .50 -.29

UNITED STATES ............. 1.48 1.59 .19 -.29

Wisconsin ••••• I ••••••• " ••••• 1.30 1.58 .01 -.29
Illinois ....................... 1.25 1.28 .25 -.27

MINNESOTA .............. , . 1.15 1.69 -.22 -.31

Kansas ....................... 1.15 1.58 -.09 -.35
Nebraska ......... , ........... .66 1.51 -.53 -.32
North Dakota ................. .57 1.94 -1.10 -.30
Missouri •••••••• I I ••••••••••• I .51 1.19 -.37 -.30
South Dakota ••••••••• I ••••••• .51 1.92 -1.01 -.36
Iowa ......................... .38 1.44 -.73 -.32

*Estimates based on statistics of grade-school enrollment.

Source: Derived from U.S. Department of Commerce, Bureau of the Census,
Currellt Poplilatioll Reports, Series P-25, No. 124 (Washington, D.C., October 24,
1955), Table 1, p. 4 and Table 5, p. 8.

migration into or out of Minnesota (Le., 1940 population plus births minus
deaths) is compared to the population corrected for migration (the actual
census count of 1950). The difference between these two sets of figures is
the "net migration 1940-50" by age groups. The reader is cautioned that
the net migration figures of this Table tend to overstate permanent migra
tion because they include a "net loss to the military" of 29,000 persons
between 1940 and 1950, making the total net migration of all age groups
173,000 persons, as compared to the 144,000 net civilian migration figure
of Table r. 22 (rounded to an annual average of 14 thousand).

For comparison, the number of migrants in each age group is expressed
as a per cent of the total number of migrants and the population of each
age group is expressed as a per cent of total population (1950 population
was used as the base instead of 1940 population so that the age group born
during the decade could be included in the distribution). Finally, the ratio
of the former percentages to the latter expresses, as a fraction, an age
group's actual net migration relative to its pro rata share of net migration.

Accordingly, the age group which was 10-19 in 1940 (and 20-29 in
1950) accounted for 32.7 per cent of the net migrants from Minnesota in
the 1940-50 period, while comprising only 14.6 per cent of the State's
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population, which amounts to 2.24 times this age group's pro rata share.
The next older age group, those 20-29 in 1940 (and 30-39 in 1950) also
exceeded its pro rata share with a ratio of 1.87. The remaining age groups
accounted for less than their shares with the deficits increasing in amount
at both ends of the population structure.

The inclusion of "migration" into the armed forces in these figures, how
ever, not only overstates the total permanent migration, as suggested above,
but, more serious, it exaggerates the share of migration from the young-adult
age groups. The military service loss is probably almost entirely out of the
double age group 10-29 in 1940 and 20-39 in 1950. If the total net
migrants of this double age group is reduced by 29,000 persons, from
101,800 to 72,800, this group's share of the migrants decreases from 58.9
per cent to 50.6 per cent, as against their 28.6 per cent of the population.
The reduction of the combined ratio from 2.06 to 1.77 more acc,urately
reflects the true picture.

Intuitively, one would guess that migrants are among the more "foot
loose", self-sufficient and adaptable elements in the community (although
not necessarily the more responsible or talented). Certainly, then, it is not
surprising to find statistical evidence that they are largely from the young
adult age group. Nor, in light of these findings, is it surprising that Minne
sota, with 34.6 per cent of its 1950 population under twenty years of age
and 9.0 per cent of its 1950 population over sixty-five years of age (as
against national percentages of 33.9 and 8.1, respectively), has an age
structure biased toward the extremes. Probably what is mildly surprising
is the fact that the deviations are so slight. What must be remembered is
that net migration is generally very small in amount relative to total popu
lation for all but the most rapidly changing areas.

Actually, a statistical analysis of the relationship between farm population
as a per cent of total population and per cent of population under 20 years
of age shows these two variables to be highly correlated.15 On the basis of
the statistical relationship established, it is estimated that Minnesota's pro
portion of farm population is consistent with an under-20-years-of-age
population concentration of about 36.6 per cent, a full 2 per cent more of
this predominantly school-age group than actually exists. For whatever
reason, the State has a lesser concentration of population in the younger
.age groups than its agricultural character would seem to warrant.

INTRA-STATE MIGRATION

Examination of the intra-state migration data for the period 1940 to
1950 leads to conclusions which support the foregoing inferences about
migration and industrial structure. The relationship between the degree of

15A functional relationship of linear arithmetic form was assumed and the regres
sion (estimating) equation and coefficient of correlation are shown below:

Y =29.7 + .212X r =+ .80 (forty-eight states)
Y = Per cent of the total population under twenty years of age, 1950.
X = Rural farm population as a per cent of total population, 1940.
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Table 1. 24. Net Migration from Minnesota by Age Group, 1940-50

Ratio of

Population in 1950*
Per cent per cent of

Popula- Live Net Per cent of total migrants to
Age tionin births Deaths Age without with migration of total 1950 per cent of

group 1940* 1940-50* 1940-50* group migration migration 1940-50* migrants population population

632.0 20.1 0-9 611.9 600.1 -11.8 6.8 20.1 .34
0-9 450.2 5.5 10-19 444.8 431.2 -13.5 7.8 14.5 .54

10-19 496.3 5.3 20-29 491.0 434.5 -56.5 32.7 14.6 2.24
20-29 470.7 7.1 30-39 463.5 418.2 -45.3 26.2 14.0 1.87

0\ 30-39 396.8 11.9 40-49 384.9 365.9 -18.9 10.9 12.3 .89
o 40-49 369.7 24.3 50-59 345.4 328.5 -16.9 9.8 11.0 .89

50-59 292.9 43.1 60~69 249.7 240.0 -9.7 5.6 8.0 .70
60 and 70 and

over 315.8 151.5 over 164.3 163.9 -0.3 0.2 5.5 0.4
-- -- -- --

Total 2,792.3 268.8 3,154.0 2,982.5 -173.0 100.0 100.0

*In thousands.

Source: U.S. Department of Commerce, Bureau of the Census, Census of Population: 1950, Vol. II, Part 23, Minnesota, Table
15, pp. 45-7 and Current Population Reports, Series P-25, No. 72, Table 3, p. 5 (Washington, D.C.), 1953. Vital Statistics of the
United States, Part II, Place of Residence, Vols. 1940-1950 (Washington, D.C.).
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The Minnesota Economy
agricultural specialization and the rate of net out-migration is just as close
within the State as it is between states. Beginning the decade with almost
identical populations, the rural and urban areas of the State had almost
identical natural increases. The rural areas, however, with a net out
migration of 158,000 persons, retained only 14 percent of their natural
increase in population, while the urban areas, with the much smaller net
out-migration of 20,000 persons, retained 89 per cent of their natural
increase in population.16

Only 9 of the 87 counties of the State experienced a net in-migration from
1940 to 1950. Three of these 9, Hennepin, Anoka and Dakota of the
Twin City Metropolitan Area, accounted for four-fifths (79.5 per cent) of
the total net in-migration of all the counties in the StateY Thus, the popu
lation migration within the boundaries of the State was not merely rural
to urban in character but, mainly, rural to metropolis.

GROSS MIGRATION

While our emphasis is primarily centered on net migration, the magnitude
of gross migration is also of interest. One contribution that gross figures can
make to our general knowledge is that of placing the net magnitudes in
their proper perspective. To illustrate, Minnesota net migration averaged
about 14,000 persons per year from 1940 to 1950 and half that amount
for 1945-50 and 1950-54. But, migration is not a one-way street, people
also moved into Minnesota. From 1949 to 1950, the Census Bureau esti
mates that 60,990 persons moved out of the State, while 61,735 per
sons moved in.18 While a net in-migration is atypical, what is revealing is
that an annual net out-migration of 7,000 persons is only a little over one
ninth of the total movement out of the State, if the one-year period for
which data are available is at all representative. Simplified, the gross migra
tion runs roughly on the order of 9 persons leaving the state for every 8
persons who enter.

Gross migration data are especially useful in the analysis of the merits
of a "withholding" provision in the State personal income tax. For this
purpose, the sum-total of all "moving", that is, changing of residence is
pertinent. The problem of personal income tax administration begins with
simple changes of address. The movement of 1949 Minnesota residents
from 1949 to 1950 is summarized as follows:

16Derived from Charles E. Ramsey, Allan D. Orman, and Lowry Nelson, Migra
tioll in Minnesota 1940-1950 (University of Minnesota, Minneapolis, January, 1954),
Agricultural Experiment Station Bulletin 422, Tables 3 and 6, pp. 5-6.

17Douglas G. Marshall and John D. Kelley, Changes in Minnesota's Population by
COllnties - Natural Increase alld Net Migration (Division of Rural Sociology, Uni
versity of Minnesota, St. Paul, mimeographed September 3, 1952), Table A, pp. 3-4.

l8U.S. Department of Commerce, Bureau of the Census, Cel/SUS of Population:
1950, Mobility of the Population - State of Residence in 1949 and 1950, Series PC-14,
No. 17 (Washington, D.C., July, 1953), Table 13, p. 38.
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Migrants to:
other states .
different Minnesota county .
different house in same Minnesota county .
Same house (non-movers) .

Total reported .

60,990
152,355
269,930 483,275

2,446,067

2,929,342

IMPLICATIONS FOR STATE AND LOCAL FINANCE

Migration from a community tends to reduce the community's fiscal
capacity (tax-paying ability) without a proportionate decrease in the need
for public services. Public services are highly indivisible in nature, that is,
the amount of service rendered cannot be neatly adjusted to the number
of "customers." Simply, the loss of one per cent of a community's taxpayers
would not reduce state or local government expenditures on administration,
maintenance of plant or public safety by an equivalent amount. Conse
quently, for a considerable period of time, a community suffering an
absolute decline in population must continue to spend almost as much, at
least on current (operating) expenses, for general government, schools and
police and fire protection for fewer people. An increased per capita tax
burden, or lower standards of performance, is inevitable.

The public finance dilemma sketched above is the product of an abso-
. lutely declining population; Fortunately, while Minnesota's population de
clined from 2,790,000 in 1940 to 2,524,000 in 1945, this trend has been
reversed. From 1945 to 1954 the natural increase in population of 615,000
(births over deaths) has greatly exceeded the slight net out-migration of
19,000. Barring a very substantial decrease in the birth rate or increase in
the out-migration rate, a recurrence of the war-period decline in population
is not in the offing. In the foreseeable future, then, the problem .of the
burden of excess capacity in public-service plant is not likely to be a com
mon cause for concern in the State as a whole. But intrastate migration
poses the problem for many local governments, particularly in rural areas
and small towns.

The tendency for migration to be drawn more than proportionately from
the young-adult age group is of particular concern because this is an age
group which has substantial tax-paying ability and is the least demanding
of public services. Thus, out-migration tends to leave an age structure with
a somewhat decimated middle-group of tax-payers and a relatively heavy
concentration of school-age children and, perhaps, indigent elderly people.
This prospect has obvious and unpleasant connotations.

The slightly greater-than-average concentration of young and old in
Minnesota is a joint product of migration and, perhaps, more significantly,
birth rates above and death rates below the national average. The devia
tion of Minnesota from the national age structure, however, is of only
modest proportions, especially in the younger age groups. The burden of
educating a growing number of school children due to the postwar popu
lation growth has been felt generally throughout the country. Actually, the
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proportion of the total population under twenty years of age in Minnesota
rose only slightly, from 33.9 per cent in 1940 to 34.6 per cent in 1950,
while in the nation as a whole the rise has been very rapid, from 26.4 per
cent in 1940 to 33.9 per cent in 1950. Thus, the "educational problem" is
still absolutely greater for Minnesota than for the country as a whole but
the differential has been diminishing rapidly.

On the other end of the age spectrum, the proportion of the total popu
lation over sixty-five years of age in Minnesota has risen from 7.7 per cent
in 1940 to 9.0 per cent in 1950, almost exactly equalling the national in
crease from 6.9 to 8.1 per cent over the decade. These latter figures sug
gest that Minnesota has been and still is responsible for the well-being of a
substantially higher-than-national-average of elderly people.19

The decline, both relative and absolute, of agriculture in the national
economy appears to be the principal cause of net out-migration from the
West North Central states. Minnesota's hope of arresting the recently
resumed net out-migration depends largely on offsetting, non-agricultural
industrial growth, manufacturing and otherwise. Because Minnesota's in
dustrial structure is "over-specialized" in agriculture and "under-specialized"
in manufacturing, relative to the national average, manufacturing growth
at the national average rate will not be sufficient to keep the State's popula
tion at home. The logic of this is that the State suffers a relatively large
absolute decline in agricultural employment and enjoys only a relatively
small absolute gain in manufacturing employment when local industry
merely duplicates the national rates of industrial change. Accordingly,
manufacturing employment, starting from a relatively small base, must
grow in excess of the national rate for the State to retain its full natural
increase in population.

The Problem
Minnesota is still primarily a farm state. While the farms of the State do

relatively well, agriculture is characterized by low income and slowly de
clining employment. Minnesota probably cannot grow in total employment
and total income at the national rate as a farm state, even though local
agriculture has performed considerably better than the national average
since 1950.

A further ramification is that an economy based on farming and food
processing is unlikely to hold its full natural increase in population. Rapidly
advancing, labor-saving agricultural technology coupled with the tendency
for food products to take a smaller share of the consumer's dollar as the

19The total state population 65 years of age and over numbered 269,130 (1950),
which amount is approximately 26 thousand persons beyond the national average.
Minnesota is tenth from the top in rank in the national range from a low of 4.9 per
cent (New Mexico) to a high of 10.8 per cent (New Hampshire) of total population
65 years of age and over. Derived from U.S. Department of Commerce, Bureau of
the Census, Census of Population: 1950, Vol. II, Part 1 (Washington, D.C.), Table
37, p. 89 and Table 64, p. 115.
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standard of living rises suggests probable further modest amounts of net
out-migration in the near future. This is not to say that the per capita in
come of the State would necessarily suffer during a period of slower-than
average growth - only that net out-migration would be inevitable, even
desirable, under such circumstances. .

While the loss of State residents would be preferable to a situation of
chronic under-employment, the optimum solution would be to export more
products and fewer people. Manufacturing could take up the slack and up
into the early postwar period this industry was growing at a greater-than
average rate in Minnesota, although the rate of growth reflected the small
ness of the base more than a little. But the growth of manufacturing in the
State has since "slumped" to about average; employment in and value
added by manufacturing increased at almost exactly the national rate from
1947 to 1954. And the gap is far from closed - the State has less than two
thirds of its pro-rata share of manufacturing employment. The fact that
manufacturing has recently been expanding at the national rate is not
enough to produce total industrial expansion at that rate. Coming out of a
small base, the State is acquiring new manufacturing jobs equal to only
about two-thirds of its share of the national population. The attraction of
new industry to Minnesota has been and will continue to be a primary
concern.

Much of the State's industrial environment, favorable and unfavorable
features alike, is inherent or at least difficult to alter, but not all. Govern
ment finance is one of the more controllable features of the local business
climate and one of the purposes of this study is to find ways and means to
improve this climate. Of course, fostering business development is not the
only legitimate concern in arranging the finances of government. Adequate
government services, efficiently and economically performed and equitably
financed, provide the background against which business development con
siderations should be viewed.
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CHAPTER II

Public Expenditures in Minnesota 1

OUR objectives in the analysis of expenditures are: to disclose the prin
cipal purposes for which expenditures are incurred; to indicate which pub
lic services tend to cost more per capita than they do, on the average, in
other states; and to demonstrate the nature of expenditure trends over a
period of some years.

Expenditures in Minnesota and Other States
In 1954 state and local governments in Minnesota spent, according to

our estimates, $649 million.2 Of this total education absorbed more than
40 per cent, some $264 million. Second in relative importance among the
major governmental functions were streets and highways, at $140 million,
or 22 per cent of the total, followed by health, hospitals and welfare, which
accounted for $101 million and 16 per cent of total state and local ex
penditures. All other expenditure categories, including general control ($34
million), public safety ($37 million), sanitation ($15 million), interest
($10 million), and "other" ($49 million), accounted for the remaining
$145 million. s

Examination of Table II. 2 reveals that the pattern of state and local
expenditures in Minnesota in 1954 departed in some important respects
from that exhibited by the average for all state and local governments in
the United States. Highways, education, and general control accounted for
a considerably larger proportion of total expenditures, while sanitation,
health, hospitals and welfare, interest, and "other" each accounted for a
smaller share of the total in this State than they did in the nation as a whole.

In per capita terms we find that governments in Minnesota spent $207
for all purposes in 1954, compared with $189 for all state and local gov-

lExpenditures for anyone year or even series of years will not necessarily equal
revenues. Current outlays may be financed-in part from the proceeds of new borrow
ing and by drawing down accumulated surpluses or, conversely, net debt may be
reduced and surpluses built up. Another factor of importance in Minnesota is the
dedication of 50 per cent of iron are occupation tax collections and royalties and
other revenues derived from public lands to the permanent trust funds. Total accre
tions to these funds from current revenue receipts exceeded $18 million in 1954 and
$11 million in 1955.

2Expenditure figures refer to "direct general governmental expenditures", which
exclude debt repayment, inter-governmental transfers, contributions to insurance and
other trust funds, and outlays of public service enterprises, including utilities and
liquor stores. However, commercial and certain other enterprise activities of publicly
supported colleges and universities are included.

SData drawn from Tables II. 1, and II. 2.
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Table II. 1. Expenditures of State and Local Governments, by Function, United States
and Minnesota, Selected Years, 1942-1954

1942 1944 1946 1948 1950 1952 ....1954

(millions of dollars)
Total direct gen-
eral expenditure

United States ... 9,190 8,863 11,028 17,684 22,814 26,098 30,701
Minnesota ..... 208 195 235 363 535 554 649

General control
United States .... 578 599 703 880 1,041 1,193 1,375
Minnesota .,., . 14 13 14 20 24 27 34

Public safety
United States .. , 630 665 773 1,050 1,264 1,525 1,783
Minnesota ..... 12 16 18 24 30 35 37

Highways
United States ... 1,490 1,200 1,672 3,036 3,803 4,650 5,527
Minnesota ..... 47 33 49 86 99 124 140

Sanitation
United States .. , 229 245 370 670 834 992 1,058
Minnesota ..... 4 3 3 8 11 14 15

Health, hospitals
and welfare

United States ... 1,816 1,789 2,227 3,328 4,688 4,973 5,469
Minnesota •••• I 44 43 48 66 94 99 101

Education
United States ... 2,586 2,793 3,356 5,379 7,177 8,318 10,557
Minnesota .. , .. 60 66 81 124 177 203 264

Interest
United States .. , 565 499 421 399 458 552 718

- Minnesota ..... 10 9 6 5 7 7 10

Other
United States ... 1,296 1,073 1,506 2,942 3,549 3,895 4,214
Minnesota ..... 20 13 16 30 102a 45 49

aIncludes payment of the State Veterans Bonus. See Chart II. 1, p. 557.
Sources: U.S. Department of Commerce, Bureau of the Census, Historical Statis-

tics on State and Local Finance, 1902-1953 (Washington, D.C., 1955), p. 17, and
Summary of Governmental Finances in 19S4 (Washington, 1955), pp. 27-8. Data for
Minnesota compiled from U.S. Department of Commerce, Bureau of the Census,
Governmental Finances in the United States 1942, U.S. Summary (Washington, 1945)
and from the Reports of the Public Examiner, Revenues, Expenditures and Debt of
State and Local Gove1'1lments in Minnesota for the years 1944, 1946, 1948, 1950,
1952, and 1954.

ernments in the United States. 4 Comparison of per capita expenditures,
function by function, between Minnesota and the nation, reveals that the
difference between these amounts is equal, approximately, to the difference
between expenditures for education in this State, of $84, and the national

4See Table II. 3.
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Table II. 2. Per cent Distribution of State and Local Direct General Expenditures, by

Function, United States and Minnesota, Selected Years, 1942-1954

1942 1944 1946 1948 1950£1 1952 1954

(per cent)
Total direct gen-
eral expenditures

United States ........ 100.0 100.0 100.0 100.0 100.0 100.0 100.0
Minnesota .......... 100.0 100.0 100.0 100.0 100.0 100.0 100.0

General control
United States ........ 6.3 6.8 6.4 5.0 4.6 4.6 4.5
Minnesota .......... 6.8 6.8 6.2 5.4 4.5 4.9 5.2

Public safety
United States ........ 6.9 7.5 7.0 5.9 5.5 5.8 5.8
Minnesota • •• I •••••• 5.7 8.4 7.5 6.5 5.6 6.2 5.7

Highways
United States ........ 16.2 13.5 15.2 17.2 16.7 17.8 18.0
Minnesota ., ........ 22.5 16.9 20.7 23.6 18.6 22.4 21.6

Sanitation
United States ........ 2.5 2.8 3.4 3.8 3.7 3.8 3.4
Minnesota • I •••••••• 1.7 1.3 1.4 2.2 2.1 2.5 2.3

Health, hospitals
and welfare

United States ........ 19.7 20.2 20.2 18.8 20.6 19.1 17.8
Minnesota .......... 20.9 22.0 20.3 18.4 17.6 17.9 15.5

Education
United States ........ 28.1 31.5 30.4 30.4 31.5 31.9 34.4
Minnesota • •••••••• I 28.3 33.6 34.6 34.2 31.2 ' 36.6 40.6/

Interest
United States ........ 6.1 5.6 3.8 2.3 2.0 2.1 2.3
Minnesota ••••• I •••• 4.6 4.6 2.6 1.5 1.3 1.3 1.5

Other
United States ........ 14.1 12.1 13.7 16.6 15.6 14.9 13.7
Minnesota .... , ..... 9.6 6.6 6.7 8.3 19.2 8.1 7.5

IlPercentage distribution in this year is distorted by the payment of the Veterans'
Bonus in Minnesota. See Chart II. 2, p. 558.

Source: See Table II. 1.

level of $65. The only other function which cost appreciably more per
capita in Minnesota than it did in the nation as a whole was highways. In
this case governments in Minnesota spent approximately $45 per capita in
1954, compared with $34 for all states.

The third major expenditure category, health, hospitals and welfare, ab-
sorbed $34 per capita in all states and approximately $32 in Minnesota,
while for all other expenditures combined, representing about 22 per cent
of the total, governmental units in this State spent $10 less per capita than
they did in all 48 states.
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We have developed estimates of state and local expenditures on a uniform ~
basis for 1953 for Minnesota and the 7 neighboring states of Illinois, Iowa,

t
Ii
~

Missouri, Nebraska, North and South Dakota, and Wisconsin. These esti- t
t

mates are presented in Table II. 4. Total direct general expenditure per ~
{
~

capita in Minnesota, at $200, lies above the average for the 8 states of t
~

$190. Among this group of states Minnesota ranked third, within a range
g
~.
r-

of $216 for North Dakota to $151 for Missouri. j
As in the 1954 comparison of Minnesota expenditures with those of all ~

state and local governments, education stands out as the function which I
ri

is primarily responsible for this State's per capita expenditures being higher ~

I
g

Table II. 3. Per Capita* Expenditures of State and Local Governments, by Function, !
!United States and Minnesota, Selected Years, 1942-1954 I

1942 1944 1946 1948 1950 1952 1954 ,Total direct gen- (dollars)
eral expenditure

United States .... 68.14 64.04 78.00 120.60 150.23 166.20 18-9.04 IMinnesota ...... 75.76 77.29 86.05 136.18 178.68 182.20 207.30

General control IUnited States .... 4.29 4.33 4.97 6.00 6.86 7.60 8.47
Minnesota ...... 5.15 5.24 5.29 7.37 8.02 8.88 10.70

Public safety
United States .... 4.67 4.80 5.47 7.16 8.34 9.71 10.98
Minnesota ..... , 4.31 6.50 6.43 8.87 9.97 11.36 11.85

Highways
United States .... 11.05 8.67 11.83 20.71 25.07 29.61 34.03
Minnesota ...... 17.06 13.03 17.77 32.05 33.13 40.78 44.85

Sanitation
United States .... 1.70 1.77 2.62 4.57 5.50 6.32 6.52
Minnesota ...... 1.28 1.04 1.25 2.96 3.70 4.62 4.81

Health, hospitals
and welfare

United States .... 13.46 12.93 15.76 22.69 30.90 31.67 33.67
Minnesota ...... 15.94 17.00 17.49 24.94 31.52 32.70 32.23

Education
- United States .... 19.18 20.18 23.74 36.68 47.32 52.98 65.00

Minnesota ...... 21.51 25.98 29.75 46.59 55.70 66.71 84.23

Interest
United S~ates .... 4.19 3.61 2.98 2.72 3.02 3.52 4.42
Minnesota ...... 3.47 3.52 2.24 2.03 2.33 2.36 3.03

Other
United States .... 9.60 7.75 10.63 20.07 23.22 24.79 25.95
Minnesota I ••••• 7.04 4.98 5.83 11.37 34.31 n 14.79 15.60

*Per capita amounts computed by dividing total expenditures by estimated popu-
lation as of July 1 of each year. Source: U.S. Department of Commerce, Statistical
Abstract of the United States, various years, (Washington, D.C.).

nlncludes payment of Veterans Bonus.
Sources: See Table II. 1 and Chart n. 3, p. 559.
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in 1953 than the average for the 8 states. Its per capita outlays for educa
tion, at $74, were exceeded only by the $75 spent in Iowa. The average
for the 8 states was $65.

Relative to states in this area Minnesota's expenditures for streets and
highways, however, were not high. The average for this group of states was
$55 per capita, while Minnesota governments spent $53, to rank fifth.
Expenditures were higher in the Dakotas, Nebraska, and Iowa. Thus
Minnesota's expenditures on highways appear to be moderate when com-

Table ITA. Per Capita State and Local Direct General Expenditures, by Function,
Selected States, 1942 and 1953

69

Eight
state

Ill. la. Minn. Mo. Neb. N. Dak. S. Dak. Wis. average

6.51 2.74 4.31 4.09 3.23 2.55 2.45 5.74 3.95
11.24 6.67 9.13 8.64 8.13 6.55 5.10 10.99 8.31

14.95 14.48 15.94 12.27 11.59 12.49 13.17 15.50 13.80
30.12 25.96 31.96 34.33 22.18 21.16 22.30 27.42 26.93

16.30 13.49 15.65 12.47 13.86 13.48 19.02 13.27 14.69
26.16 26.68 29.39 25.07 38.57 53.71 31.46 24.72 31.97

18.71 20.75 21.51 13.17 17.10 37.41 23.31 21.51 21.68
69.88 75.17 73.51 49.41 60.39 65.08 62.82 61.37 64.70

67.88 67.93 75.76 50.73 60.94 82.88 77.30 75.85 69.91
179.33 200.24 200.02 150.75 188.27 215.80 199.31 185.22 189.86

Total direct gen- (_d_o_ll_a_rs_) _
eral expenditure

1942 .
1953 .

Public safety
1942 .
1953 .

Education
1942
1953n

Other
1942
1953

Highways
1942 8.42 15.60 17.06 8.02 14.17 16.53 18.53 16.89 14.40
1953 36.67 62.94 52.98 31.15 56.26 67.70 76.08 52.37 54.52

Sanitation
1942 2.98 .86 1.28 .69 .97 .42 .83 2.94 1.37
1953 5.23 2.83 3.06 2.14 2.74 1.60 1.55 8.35 3.44

Health, hospitals
and welfare

1942 .
1953 .

nExpenditures on education are for the school year 1951-52.
Sources: Expenditures for 1953 were estimated on the basis of data contained in

the following sources: U.S. Department of Commerce, Bureau of the Census, Com
pendium of State Government Finances in 1953 (Washington, D.C., 1954); Com
pendium of City Gove1'llment Finances ill 1953 (Washington, D.C., 1954); U.S.
Department of Health, Education and Welfare, Biennial Survey of Education, 1950
52 (Washington, D.C., 1955); Social Security Bulletin, September, 1954 (Wash
ington, D.C., 1954); and U.S. Department of Commerce, Bureau of Public Roads,
Highway Statistics, 1953 (Washington, D.C., 1955).

1942 expenditure data were drawn from U.S. Department of Commerce, Bureau
of the Census, Governmental Finances in the United States, 1942, U.S. Summary
(Washington, D.C., 1945).



• -j
. I

':'-j .
..tU ~_:

Staff Report

pared with those of its neighboring states, although they are high relative
to the national average. Conversely, we find the State's outlays for health,
hospitals and welfare, while below the average for all 48 states, are, at $32
per capita for 1953, considerably above the eight-state average of $27. With
respect to all other functional categories average expenditures in the eight
states exceeded those in Minnsota by about $2 per capita.

Trends in State and Local Expenditures, 1942 to 1954
Comparison of levels of per capita total expenditures between 1942 and

1954 or 1953 reveals that the position of Minnesota relative to the nation
as a whole and to the group of neighboring states has remained more or
less unchanged. Over this period of 12 to 13 years, however, some interest
ing changes have occurred with respect to the three leading expenditure
categories. Minnesota's highway expenditures fell relative to the national
average between 1942 and 1954, although they remained above that
average. Within the eight-state group they have fallen from almost $3
above to $2 below the average. In the case of health, hospitals and welfare,
whereas Minnesota governments spent $16 in 1942, compared to $13 for
the country as' a whole, by 1954 the corresponding amounts were $32 and
$34. Notwithstanding the ~bsolute increase in the State's expenditures on
this function, its position relative to its neighbors has remained approxi
mately unchanged.

A close examination of Tables II. 3 and II. 4 reveals that education is
primarily responsible for the continued higher-than-average level of ex
penditures. Had public expenditures per capita for this function increased,
since 1942, by the same absolute amount in Minnesota as they did in the
nation, or in the eight-state group, total expenditures on all functions would
not, in 1954 or 1953, have been appreciably higher than average.

Factors Affecting Expenditures on Education and Highways
It is beyond the scope of this study to inquire in detail into the factors

responsible for the level of expenditures in Minnesota. But recognition of
the association between levels of expenditure and revenue would seem to
require the highlighting of information that may help to explain this State's
position with respect to expenditures on education and highways.

EDUCATION

With regard to higher education, the data presented in Table II. 5 help
to explain why per capita expenditures in Minnesota are comparatively
high. We find that, while the number enrolled in all institutions of higher
education was equal in 1952 to 1.4 per cent of the State's population,
compared to the national average of 1.5 per cent, 64.3 per cent of this
number attends publicly supported institutions in Minnesota, whereas the
proportion for the United States as a whole is only 46.7 per cent and the
eight-state average is 58.2 per cent.
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Pel' cent of
Number population .

Public Expenditures in Minnesota
Table II. 5. Students Em-oIled in Institutions of Higher Education, Selected States, 1952

Ratio of en-
Publicly I

d
. .. 1'01 ment in

supporte mstltutlOns public institu.
Per cent of dons to total

Number population em-ollment
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5Data derived from U.S. Department of Health, Education and Welfare, Biennial
Survey of Education, 1950-52 (Washington, D.C., 1955), Ch. IV, Sec. II, p. 52. It
should be noted that the data contained in tables 11.3 and II. 4 are not comparable with
those cited here because the former include capital outlays while the latter do not.

o/bid.
7/bid.

46.7
33.3
57.1
64.3
33.3
60.0
92.3

.63.6
61.5

0.7
0.5
0.8
0.9
0.5
0.9
1.2
0.7
0.8

1,155,557
48,211
19,536
26,324
21,368
11,426
7,027
4,852

27,276

1.5
1.5
1.4
1.4
1.5
1.3
1.3
1.1
1.3

2,301,884
137,030
36,584
43,459
58,002
18,035
7,600
6,598

43,566

Continental
United States
Illinois .
Iowa .
MINNESOTA ..
Missouri .
Nebraska .
North Dakota ..
South Dakota ..
Wisconsin .

Source: Derived from United States Department of Health, Education and Welfare,'
Biennial Survey of Education, 1950-52 (Washington, D.C., 1955), Ch. IV, Sec. I,
pp. 29 and 58.

Current per capita operating expenditures of publicly supported insti
tutions of higher education were, at $15 in Minnesota, well above the
national average of $8 and the eight-state average of $11.5 For our pur
poses, however, more relevant than total current expenditure is the con
tribution to these colleges and universities of state and local governments,
that is, that portion of their cost of operation that is borne by the taxpayer.
This contribution amounted to less than $7 per capita in Minnesota, com
pared with an average of about $6 in the eight-state area and $4 for the
nation as a whole.o Thus, while higher education in this State contributes
substantially to the higher-than-average level of expenditures on education,
the comparatively large proportion of students emolled in public institu
tions, together with the broad program of education offered at the Uni
versity of Minnesota, do not impose commensurately heavy burdens upon
the taxpayer. We find that such sources of revenue as student fees, the Fed
eral Government, auxiliary or commercial enterprises, and private gifts
account for a considerably larger proportion of income available for cur
rent operations in Minnesota than is the case elsewhere. State and local
governments, in 1951-52, contributed 42 per cent of public college and
university income in Minnesota, compared with 47 per cent in the nation
as a whole and the eight-state average of 51 per cent. For the eight states
the percentage of such income derived from these governments ranged from
68 in illinois down to 42 in Minnesota.?
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Local expenditure on education in Minnesota, almost all of which is in

curred in the construction and operation of primary and secondary schools,8

is, on a per capita basis, doser to the average for the United States and
for the eight-state area than is direct per capita expenditure of the State,
although it is, nevertheless, considerably above these averages.!>

We find that the ratio of pupils in average daily attendance in public
schools to population in Minnesota is .15, approximately the same as it is
in the United States and in the eight-state area.10 Moreover, average teach
ers' salaries, while higher in 1952, at $3,327, than the average in this area,
are somewhat lower than they are in 'the nation as a whole.ll However,
despite the lower teachers' salaries, the non-capital outlays of both Minne
sota and its neighboring states per pupil in average daily attendance ex
ceeded the United States average by substantial amounts.12

The capital outlay figures for 1952 suggest that Minnesota's public
·school construction and equipment program was being carried on at a more
rapid rate than those of Iowa, Missouri, Nebraska, North and South
Dakota and Wisconsin. The amount being spent per pupil in average daily
attendance was, however, well below the level of outlays in illinois and the
United States as a whole.13 Given the obvious need in all states for more
class rooms and the generally acknowledged belief that current construc
tion programs are falling short of actual and potential demands, the people
of Minnesota may properly be more concerned with the prospect that
capital outlays are too small rather than too large.

We have not been able to account for the comparatively high level of
total local expenditures per capita on education in terms of quality of the
educational product, nor are there other easily identifiable forces at work.
Minnesota continues to have an extremely large number of school districts,
a correspondingly large number of ungraded one-and-two-teacher schools,
and many graded elementary and high schools which are far smaller in
size than is desirable. But, considering the very low population density that
prevails in much of the State, it is likely that at least some of the cost
saving achieved through large-scale consolidation of school districts will be
lost through increased transportation costs.14 While larger school units

8Minor amounts are spent on local junior college programs.
!>The average of the eight-state per capitas was $53, compared with Minnesota's

$58 in 1952 and the United States average in 1954 was $56, compared with Minne
sota's $65.

lOData derived from Statistical Abstract, 1955, p. 119.
llUnited States Department of Health, Welfare and Education, op. cit., Ch. I,

pp.26-29.
12Current annual expenditures per pupil in average daily attendance in 1952 were

as follows: Minnesota, $277; eight-state average, $260; and United States average,
$244. Ibid.

13Capital outlays per student in average daily attendance were $62 in Minnesota,
$68 in the United States as a whole, $82 in Illinois, $55 in Iowa, $38 in Missouri,
$25 in Nebraska, $23 in North Dakota, and $39 in South Dakota and Wisconsin. Ibid.

14Expenditures per pupil transported to public schools in Minnesota in 1952
amounted to $75, compared with the United States average of $35. Transportation
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will undoubtedly provide a broader program of study, expanded activities
and a better educational achievement, there is no assurance that these re
sults can be obtained at lower per pupil or per capita costs than those now
prevailing. It would appear, rather, that, if all or most of Minnesota's school
districts were large enough in area and population to support, throughout
the State, an adequate educational program through the twelfth grade,
expenditure levels considerably higher than those reported for 1954 or
1952 would be required.

HIGHWAYS

Expenditures on highways in Minnesota account for more than half of
the difference between per capita expenditures in this State and the average
for the nation as a whole. These expenditures may be expected to depend
upon factors affecting highway requirements and upon the adequacy of the
highway program.

One factor influencing expenditure requirements is the State's climate.
A wide temperature range, heavy snowfall, and alternating heavy freezing
and thawing not only require comparatively large outlays for maintenance,
but present, as well, difficult and costly construction problems. A second
factor is the number of motor vehicles relative to population. We find that
motor-vehicle registrations per thousand of population in Minnesota in
1953, at 417, were well above the 356 for the United States as a whole.15

Pointing also to higher-than-average highway expenditures is the fact that
Minnesota's population density of 37 persons per square mile is far below
the national figure of 53.16 Low population density is typically reflected in
high total road mileage relative to population and, consequently, compara
tively high per capita highway expenditures. Thus total municipal and rural
road mileage in Minnesota per thousand of population is about 40, com
pared with 22 for the nation as a whole.17

The adequacy of a state's highway program may be measured, in part,
by comparative construction needs. For the years 1955 to 1964, inclusive,
the figure for the continental United States has been placed at $634 per
capita, while for Minnesota it is approximately $540.18 Another indication
of the comparatively high level of adequacy of the State's highways is the

costs in this State, at 8.7 per cent of total current education expenditures; were, even
in 1952, relatively high. The corresponding percentages for all states and for the
eight-state area were 4.7 and 5.5. Ibid., p. 84.

15Derived from the President's Advisory Committee on a National Highway Pro-
gram, A Ten-Year National Highway Program (Washington, D.C., 1955), pp. 35-37.

16Derived from Statistical Abstract, 1955, pp. 9 and 14.
17Derived from A Ten-Year National Highway Program, op. cit., pp. 40-41.
1884th Congress, 1st Session, House Document No. 120, Needs of the Highway

Systems, 1955-64 (Washington, D.C., 1955), pp. 6-7. For the neighboring states con
struction needs expressed in per capita costs range from $955 for Iowa to $497 for
lllinois. It should be noted that, in reporting their highway needs, some states were un
doubtedly less conservative or realistic than others.
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fact that, whereas 80 per cent of Minnesota's total mileage is surfaced,
only about 60 per cent of all municipal and rural mileage in the United
States consists of surfaced streets and roads.19 The relatively high level of
expenditures in Minnesota in the past may be reflected not only in better
services to highway users currently, but also in the relatively lower esti
mated requirements for per capita outlays in the future.

Conclusions
State and local expenditures are incurred for the purpose of providing

public services which touch closely the personal and business lives of all
members of the community. Some of these services, such as the protection
of persons and property and the provision of minimum services in areas
like public health and sanitation, are vital to the very existence of our
society. The ever-growing importance of automotive transportation de
mands that streets and highways be constantly improved, extended, and
adequately maintained. We accept the principle that the opportunity to gain
at least a high-school education should be afforded to all children, irrespec
tive of parental means. We generally recognize as well that those who,
through no fault of their own, have not the means to provide for themselves
the basic necessities of human existence, are. properly regarded as public
charges. Moreover, economic development may depend substantially on
the adequacy of public services. The tourist industry and its dependence
upon highways and public recreation facilities is an obvious example.

However readily we may admit the need for such public services, we
lack measurable criteria that would enable us to indicate how far these
services should be carried, in terms of the expenditure of public funds. In
the absence of these criteria we have compared expenditures per capita in
Minnesota with those in other states and have found them to be compara
tively high. This, in itself, is not sufficient evidence that they are, therefore,
"too high". To a considerable extent public expenditures are substitutes
for or alternatives to private expenditures. Well maintained city streets,
for example, may save more in automotive repair bills than they cost in
taxes paid for their upkeep. Or, as we have seen, public expenditures on
higher education in Minnesota appear to be required, in part, because of
the comparatively small role played by privately supported institutions. In
general, if through the operation of the democratic process, the people of
a state choose to spend a relatively large share of their incomes in the
enjoyment of public services, this may well be a wise choice.

But, public expenditures are financed, for the most part, by means of
taxation and, depending upon the nature of the tax and the kind of public
expenditures involved, there may be a close association or little to no
association between the amount paid in taxes and the direct benefits re
ceived. To illustrate the former we have highway expenditures financed by
highway-user taxes, while the latter may be illustrated with welfare ex-

lflDerived from A Ten-Year National Highway Program, op. cit., pp. 40-41.
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Public Expenditures in Minnesota
penditures financed by income taxes. The distribution of tax payments
among persons and business concerns necessarily differs from the distri
bution of expenditure benefits. Consequently, while a high level of ex
penditures and taxation is advantageous to some, the choice of high levels
of expenditures and taxation imposes net burdens on others. Unfortunately,
that level which is "best" for the people of the State as a whole is in
determinate. It is, however, only against a background of information with
respect to public expenditures that tax policy in the broad sense can be
viewed intelligently.
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CHAPTER III

The Tax Structure in Minnesota

Legislative History
The present tax system in Minnesota is the product of almost one hun....

dred years of piecemeal governmental efforts to meet the demands imposed
by constantly rising levels of public expenditure. Tax revenues have in
creased enormously from less than one million dollars, about $4 per capita,
in 1860 to $472 million in 1954, or $152 per capita. Among the factors
contributing to this expansion in the need for governmental funds have
been rising prices, wages, and population; industrialization of the State's
economy and the accompanying urbanization of its population; technologi
cal changes, particularly in the field of transportation; rising standards of
living; and the assumption by government of a steadily increasing share of
the responsibility for health, welfare, and education of the citizens of the
State and residents of local communities.

In 1858, when Minnesota gained statehood, the general property tax
was relied upon by all units of state and local government for almost all
of their revenues. At the time it was reasonably well adapted to local ad
ministration. Property assumed comparatively few forms in a frontier agri
cultural economy and the task of assessment was entrusted to part-time
elected local officials. Moreover, with most wealth held in the form of
tangible property, and incomes from services and securities of comparative
ly minor importance, the ownership of such property was readily acceptable
as evidence of ability to contribute to the simple and rather frugal demands
on the public purse.

By 1903, although state and local tax collections had risen to $19 mil
lion, the tax system, with some minor modifications, remained basically as
it had been 45 years earlier. The early State and Territorial railroad com
pany charters had provided for exemption from property taxes and intro
duced contributions to the State, at varying rates, based on gross or net
income. It was not until 1887 that a uniform rate based on gross earnings,
in lieu of property taxes, was applied to all railroads operating in the State. l

A constitutional amendment of 1871, designed to prevent escape from
taxation by the railroads, required that any change in the gross earnings
rate or base be ratified by a majority of the voters. 2 In 1868 foreign insur
ance companies, and in 1872 all insurance companies except mutuals, were
subjected to a tax of 2 per cent of their gross premiums. The only other

lLloyd M. Short, Clara Penniman, and Floyd O. Flam, The Minnesota Department
of Taxation: An Administrative History (University of Minnesota Press, Minneapolis,
1955), p. 76.

2Minnesota Constitution, Art. IV, Sec. 32a.
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permanent additions to the tax structure during this period were gross earn
ings taxes imposed upon the receipts of telephone and telegraph, railroad
car, and express companies.

The Legislature, however, had made several unsuccessful attempts to
broaden the State tax base. Between 1885 and 1902 it enacted four inheri
tance tax laws, all of which were declared unconstitutional. The act of
1881, imposing a tax of one cent per ton on iron ore mined in the State,
in lieu of property taxes, was repealed by the Legislature after the Attorney
General had held, in 1896, that it was unconstitutional.

The gross earnings taxes were designed not as supplements to the revenue
structure of the State, but rather, as the courts defined them, "property
taxes measured by gross earnings." They were inspired partly by the desire
to limit tax concessions to the railroads and partly as a means of circum
venting the difficulties involved in the .local assessment of public utility
properties for tax purposes. However, by the turn of the century, the "in
lieu" gross earnings taxes produced slightly more revenue for the State than
did the general property tax.

Local units of government - cities, villages, counties, townships, school
and special districts - which, in 1860 levied $509,000, or $3 per capita,
under the general property tax, and accounted in that year for 78 per cent
of total state and local tax collections, continued to rely, in 1903, almost
entirely upon the property tax for their revenues.

The fact that the first fifty years of operation under the State Constitution
brought so little change in the revenue structure of state and local govern
ments in Minnesota was, generally, quite in keeping with developments in
other states. None of the early state experiments with income taxes had
been successful and, in Minnesota as in other states, the efforts of legis
lators and administrators were largely concentrated upon efforts to im
prove the administration of the general property tax.a Moreover, constitu
tional restrictions, requiring that all taxes be "as nearly equal as may be"
and that all property be assessed uniformly at its true money value, in
effect ruled out taxes other than the unclassified general property tax and
the "in lieu" gross earnings taxes.

Substantial reform measures were initiated, however, in 1905. In that
year the Legislature proposed the so-called "wide-open" amendment, which
was ratified at the polls in 1906. This amendment substituted for the highly

.restrictive sections of Article IX of the constitution the requirement that
"Taxes shall be uniform upon the same class of subjects, and shall be levied
and collected for public purposes...." This greatly enlarged the taxing
powers of the Legislature. The first new tax validated by the courts under
this provision was the Inheritance Tax Act of 1905. The beginnings of the

aThe Minnesota Legislature passed laws in 1874, 1875, 1877, and 1878, all de
signed to achieve improvements in property tax administration. It is interesting to
note that as early as the 1870's the State Auditor was urging the use of a system of
county assessors. Gladys C. Blakey, A History of Taxation ill Minnesota (The Uni
versity of Minnesota Press, Minneapolis, 1934), p. 17.
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system of classification of property for tax purposes may be seen in the
act of 1907 which imposed a registry tax of 50 cents per $100 of the
principal of debts secured by mortgages, in lieu of ad valorem taxes. Deal
ing again with intangible property, the Legislature of 1911 removed "money
and credits", that is, intangibles, from the general property tax base and
imposed a "lieu" tax of 3 mills.4

The Legislature, in 1907, created a three-man permanent State Tax
Commission.4n It was vested with extensive supervisory powers in the ad
ministration of the general property tax and, by 1939, when it was super
seded by the Department of Taxation under a single Commissioner,4b it
had been made responsible for the administration and collection of all
State taxes except those on insurance premiums, inheritances, and motor
vehicles. It was expected, as well, to investigate questions in the field of
taxation generally, and to advise the governor on matters of tax policy.

In its first biennial reportS the Commission urged, in 1908, that all laws
obstructing the enforcement of property assessment at "full and true" value
be amended. Conferences with members of both houses of the Legislature
brought the conclusion that it would be better, instead, to amend the full
and true value law. There appears to have been widespread agreement in
the Legislature upon the desirability of legalizing existing standards of assess
ment by requiring assessors to value property at a stated percentage of
full and true value. However, neither the legislative session of 1909 nor
that of 1911 reached agreement with respect to the percentage to be ap
plied. In its 1912 report the Tax Commission suggested that a system of
classification might be established under which different kinds of property
would be assessed at various proportions of actual value. It was more con
cerned, however, with having the matter "definitely settled at the earliest
possible moment" than it was with the questions of whether or not property
should be classified for assessment purposes and what the assessed-to-true
value ratio or ratios should be. Finally, the Legislature of 1913 passed a
compromise bill which provided for four classes of taxable property.6
Class 1 consisted of iron ore, mined or unmined, to be assessed at 50 per
cent of its full and true value. Class 2, to be assessed at 25 per cent of its
full and true value, comprised household goods and personal effects.
Unplatted real estate, livestock and farm produce, inventories, and manu
facturers' tools were all included in Class 3, for which the assessment ratio
was to be 33Y3 per cent. Class 4, largely urban realty, but including as well
all taxables not elsewhere provided for, was to be assessed at 40 per cent
of its full and true value.

4SessiOll Laws, 1911, Ch. 285.
4nSessioll Laws, 1907, Ch. 408.
4bSessioll Laws, 1939, Ch. 431. This Act provided for a broad reorganization of

the State government, one aspect of which was the replacement of the Tax Commis
sion by the Department of Taxation.

5Minnesota Tax Commission, First Biennial Report (St. Paul, 1908), p. 220.
6Session Laws, 1913, Ch. 483.
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While it did establish assessment ratios of 25 to 50 per cent, the range

within which the Tax Commission had suggested property was being
assessed, the Classification Act was largely the outcome of horse-trading
among various interest groups in the Legislature. Certainly the Commis
sion's suggestion, that property be classified according to whether or not it
was "productive," was afforded only minor attention. In the opinion of the
Commission the act was "open to very serious criticism."7 However, while
the law was admittedly "crude" and "even unfair in some particulars," it
was alleged to have "the supreme merit of being enforceable."s

Between 1903 and 1913 the tax rates applicable to the gross earnings
of railroads, express, freight- and sleeping-car companies were raised sub
stantially, and attained their present-day levels.

Thus, between 1858 and 1920, the major changes wrought in the revenue
structure of the State consisted principally of the change from a general to
a classified property tax for state and local purposes, the rise to prominence
of the gross earnings taxes, and the introduction of the graduated inheritance
tax. The period since 1920 has seen three major flurries of tax legislation.
The first of these was associated with the financing of a Trunk Highway
System authorized by constitutional amendment in 1920° and the introduc
tion of special taxes on the mining of iron ore. The second centers around
the need for new revenue sources occasioned by the depression of the
1930's and the opportunities presented by the repeal of prohibition, while
the third was brought about by the pressing financial requirements of state
and local governments within two or three years after the end of World
War II.

Prior to 1921 the State had levied only a one-mill property tax for the
financing of state-aid and county-aid highways. In order, therefore, to pro
vide funds for the financing of the almost 7,000 miles of highways author
ized by the Trunk Highway Amendment, and to permit the State to take
advantage of Federal grants-in-aid for highways, the 1921 Legislature re
placed the nominal registration fee on motor vehicles with a tax of 2 per
cent of the manufacturer's price of the vehicle.10 Although Federal aid
amounted to more than $5 million and the Motor Vehicle Tax produced
$9 million in 1922,11 available revenues were not sufficient to permit satis
factory progress on the construction of the State Trunk system. The Legis
lature, therefore, in 1923 and 1925 raised the tax on motor vehicles and,
in 1925, imposed a tax of 2 cents per gallon on gasoline.12 In 1929 the

7Minnesota Tax Commission, Fourth Biennial Report, (St. Paul, 1914), p. 23.
8/bid., p. 25.
9Minnesota Constitution, Article XVI.
l°Session Laws, 1921, Ch. 461. Depreciation at the rate of 10 per cent per year

was allowed in computing the tax base, but the tax was not permitted to fall below
$12 or $15, according to the weight of the vehicle. Motor vehicles were, at the same
time, exempted from the property tax.

11See below, Table III. 1.
12Session Laws, 1925, Ch. 297.
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gasoline tax rate was increased to 3 cents per gallonI3 and the rates on
motor vehicles were raised again.14

Since 1897 iron ore and mine property have been part of the property
tax base. But long before 1920 there began a considerable agitation in
favor of the imposition of special additional taxes upon the mining of iron
ore. The 1913 classification law had required the assessment of both mined
and unmined ore at a higher ratio to true and full value than that applied
to any other class of property. However, there was a widespread feeling in
the State that foreign corporations were reaping large profits from the ex
ploitation of a diminishing, irreplaceable Minnesota resource and that
something should be done about preserving at least a portion of their
"natural heritage" for the benefit of the people of the State. By the election
of 1920 the taxation of iron mining had become a major political issue.
GovernorPreus, in his first post-election message to the Legislature of
1921, called attention to his campaign endorsement of a "tonnage" tax and
advocated a net profits tax on iron are tonnage mined in the State.15 The
Legislature responded by imposing a tax at the rate of 6 per cent on the
value of all ores mined.16 The tax base was defined as the value of ore at
the mine, less certain mining costs.

In order to ensure the constitutionality of the Act, the Legislature pro
posed, in 1921, and the voters ratified, in 1922, an amendment to the con
stitution which provided for "an occupation tax on the valuation of all
ores mined or produced, which tax shall be in addition to all other taxes
provided by law ..."Y The influence of the "heritage" theory may be seen
in the fact that under the terms of this amendment 40 per cent of the pro
ceeds of the tax was apportioned to, the Permanent School Fund, 10 per
cent to the Permanent University Fund, and 50 per cent to the State General
Revenue Fund.

In 1923 the Legislature imposed for general revenue purposes, as a
complement to the occupation tax, a tax at the rate of 6 per cent on mining
royalties. IS

The importance of legislative action with respect to taxation in the 1920's
may be seen in the fact that of the $44 million of tax revenue collected by
the State in 1932 approximately $24 million was accounted for by the
taxes on motor vehicles, gasoline, iron are mining, and royalties.

The "Great Depression", which brought a decline in income received by
Minnesotans, from $1,593 million to $832 million between 1929 and 1933,
imposed severe financial stresses upon the State and its local subdivisions.
Not only did State revenues from iron are occupation, royalty, gross earn
ings, gasoline and motor vehicle taxes drop sharply, but property taxes
levied by all governments in the State became increasingly difficult to col-

13Sessioll Laws, 1929, Ch. 310.
Hlbid., Ch. 165.
15Gladys C. Blakey, op. cit., pp. 52-53.
I6Sessioll Laws, 1921, Ch. 223.
17Milll/esota COl/stitution, Article IX, Sec. lAo
18Sessio1l Laws, 1923, Ch. 226.
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lect, with delinquencies running above 20 per cent for the State as a whole.
In addition, assessed values declined as prices fell. At the same time the
costs of major functions, such as education, were extremely difficult to
reduce and general relief expenditures mounted rapidly with increasing
unemployment and the decline in farm incomes. Thus the Legislature of
1933 was faced with demands for tax relief on the one hand, and, on the
other, with the need for raising additional revenues.

The Income Tax Act of 1933 was a product of pressures from a variety
of sources, in addition to those imposed by the impact of the depression
itself. Some of those who favored the income tax did so because of their
view that it could serve as an alternative to the property tax, while others
believed that a graduated tax on income was desirable as a means of
establishing a more equitable tax system in the State. Actually, the debate
on the income tax had been in process for more than forty years. As early
as 1891 the Senate passed an income tax bill, the House took similar action
in 1907, and in 1920 and 1932 income tax amendments to the constitution
polled more votes "for" than "against" but failed to gain a majority of the
total votes cast in the elections.19 However, in 1931 and again in 1932, the
Attorney-General ruled that a graduated income tax was permissible under
the terms of the 1906 constitutional amendment. In the election campaign
of 1932 Governor Olson and the Farmer-Labor party, which gained con
trol of the House, strongly supported the tax. In its report to the 1933
Legislature the Tax Commission urged the adoption of a graduated tax on
personal and corporate income, a tax which "should be used to relieve
the present excessive burden on real and personal property". 20

In the Legislature of 1933 opposition in the Senate centered largely on
the question of how the income tax revenues were to be apportioned. 21

The Act22 that emerged required their distribution to the school districts,
with the proviso that the funds be used first to fulfill debt obligations. Both
corporate and personal incomes were subjected to rates varying from 1
per cent on the first $1,000 of taxable income to 5 per cent on income in
excess of $10,000. Personal exemptions of $1,200 for single taxpayers,
$2,000 for married couples, and $250 for each dependent were allowed.
Corporations were permitted a specific income credit of $1,000.

In response to the continuing need for more revenues the Legislature, in
1937, raised the rates applicable to taxable income of both persons and
corporations. 23 The rate structure for individuals, estates and trusts became
somewhat more progressive, reaching the levels now imposed,24 exclusive

19G1adys C. Blakey, op. cit., pp. 61-2.
2°Minnesota Tax Commission, Thirteenth Biennin! Report (St. Paul, 1932), p. 19.
21Ibid., p. 64.
22Sessioll Lmvs, 1933, Ch. 405.
23Sessioll Lnll's, Extra Sessioll, 1937, Ch. 49.
24Rates established were as follows: 1st $1000, 1 per cent; 2nd $1000, 2 per cent;

3rd $1000, 3 per cent; 4th $1000, 4 per cent; 5th $1000, 5 per cent; 6th and 7th
$1000, 6 per cent; 8th and 9th $1000, 7 per cent; between $9000 and $12,500, 8 per
cent; between $12,500 and $20,000, 9 per cent; and over $20,000, 10 per cent.
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of the Veterans' Adjusted Compensation and General Revenue Fund sur
taxes. In addition, further progression and a larger revenue potential were
achieved by replacing the exemptions for taxpayers and dependents with
tax credits of $30 for the married taxpayer living with his spouse, $10 for
single taxpayers, and $5 for each dependent. Estates and trusts were
allowed tax credits of $10.

The Act also introduced major changes in the corporate income tax.
The graduated rates imposed in 1933, equal to those applicable to indi
viduals, were replaced by a flat rate of 7 per cent for the calendar years
1937 and 1938 and 6 per cent25 thereafter. The $1000 specific income credit
was retained. An innovation in the 1937 Act permitted corporations to
reduce their Minnesota income tax liabilities by as much as 10 per cent,
depending upon the size of then' ratios of tangible property in the State to
total tangible property, and wages and salaries paid in the State to total
wages and salaries paid. A further change, again designed to encourage
business to locate property and personnel in Minnesota, was enacted in
1939;26 Corporations engaged in interstate business were permitted, in
allocating income to Minnesota, to assign weights of .70 to their sales ratio,
and .15 to each of the property and payroll ratios, rather than equal weights
to each.

The Legislature met the demand from hard-pressed farmers and home
owners for property-tax relief in 1933 by reducing the classification ratio
applicable to the first $4,000 of full and true value of urban and rural
homesteads from 40 to 25 per cent and 33V3 to 20 per cent, respectively.27
It provided some additional relief for farmers by extending the list of farm
personalty assessable at 10 per cent of full am} true value. 28 These changes
in the classification system, it was estimated, would reduce property tax
revenues by about 10 per cent,29

The repeal of prohibition in 1933 offered the Legislature a further op
portunity to broaden the tax base. This it did by imposing license charges
on manufacturers and dealers in alcoholic beverages and taxes on beer,
wine and liquors, at rates ranging from $1 per barrel on 3.2 beer to 60
cents per gallon on wine and other beverages containing more than 24 per
cent alcohol. 80

The only other major revenue measures passed by the Legislature in the
1930's were the changes in the iron ore occupation and royalty tax rates.

25The current "normal" rate.
20Session Laws, 1939, Ch. 446.
27Sessioll Laws, 1933, Ch. 359. The first $4000 of full and true value of home

steads were later exempted from the State levy, except with respect to State levies
for financing debts incurred prior to 1934. Session Laws, Extra Sessioll, 1937, Ch. 86.

28Sessioll Laws, 1933, Ch. 132.
29This was the unofficial estimate of the Tax Commission, according to Mrs.

Blakey (op. cit., p. 44). However, in view of the absence of stringent mill-rate limits
it would seem difficult to ascribe to the reclassification of homesteads any specific
revenue loss.

8°Sessioll Laws, Extra Session, 1934, Ch. 58.
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These were increased from 6 per cent to 10 per cent for 1937, 8 per cent
for 1938,81 and 9 per cent for 1939 and 1940.32

Many other changes in the tax laws appeared during this period, but
they were not of major significance for revenue purposes. There were, for
example, changes in the laws relating to the taxation of motor vehicles, an
estate tax designed to take advantage of the tax credit provided under the
1926 Federal Estate Tax Act was enacted in 1931 and a gift tax in 1937.

The prosperity that came with rearmament and the United States' entry
into World War II eased or eliminated financial stresses under which
governments in the State had struggled through the previous decade. The
drop in unemployment and the rise in farm incomes reduced relief expendi
tures, while other kinds of expenditure were curtailed because of the un
availability of men and materials. At the same time many elements of the
tax system, particularly those based on gross and net income, responded
sharply to rapid economic expansion following 1940.

Only three wartime tax measures of substantial continuing interest were
enacted. In 1943 the Legislature suspended for two years the 3-mill tax
on money and credits,33 justifying this action on the grounds that income
tax and other revenues had been so much increased that there was no
longer any real need for the levy. In 1945 money and credits were finally
exempted from taxation.34 An act of 1943 raised the tax credit permitted
for dependents under the personal income tax from $5 to $10,35 and the
iron are occupation and royalty tax rates were increased in 1941 from 8
to 10~ per cent.36

In the postwar period revenue requirements soon outran the productivity
of existing taxes and tax rates, and began, to deplete balances in various
State funds built up out of revenue surpluses realized during the war. The
war and the long depression that preceded it had resulted in the build-up
of large backlogs of necessary maintenance, replacement, and expansion of
public facilities; high levels of private construction gave rise to demands
for large public capital outlays; the high birth-rates of the war years
rapidly began to bring increased school enrollments; and inflation from
1946 to 1948 and again after the Korean outbreak brought a widening gap
between governmental costs and the revenue potential of the existing tax
structure.

The response of the Legislature in 1947 was aimed, first, at increasing
State revenues and, second, at enabling local units of government to achieve
more effective administration of the property tax. It imposed a tax on
cigarettes at the rate of 3 cents per package of 20,31 increased the tax on

31Sessioll Laws, Extra Session, ],937, Ch. 85.
32Sessioll Laws, 1939, Ch. 356. The gasoline tax was also increased from 3 cents to

4 cents per gallon by the 1937 Legislature. Session Laws, 1937, Ch. 383.
83Session Laws, 1943, Ch. 656.
84Session Laws, 1945, Ch. 453.
85Session Laws, 1943, Ch. 656.
36Sessioll Laws, 1941, Ch. 544 and 1943, Ch. 590.
31Sessioll Laws, 1947, Ch. 619.
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mtoxicating beverages containing more than 24 per cent alcohol by volume
from $2 to $2.50 per gallon,38 and raised the iron ore occupation and royalty
tax rates to 11 per cent.SO The Legislature took a long-advocated step
toward the centralization and strengthening of assessment personnel and
procedures by enacting a bill40 requiring County Boards of Commissioners
to appoint either County Assessors or County Supervisors of Assessments.

The act41 of 1949 in which the Legislature proposed a constitutional
amendment to permit the State to pay a Veterans' Bonus42 also imposed
special taxes designed to finance the bonus by the end of fiscal 1959. These
special taxes, all to be credited to the Veterans' Compensation Fund, are
the following:

1) $5 per year on all corporations, banks, individuals, trusts and estates
required to fill an income, franchise, or bank excise tax return;

2) an increase in the rates imposed on the incomes of corporations,
banks, individuals, trusts and estates of 5 per cent;43

3) 1 per cent added to the 11 per cent rates on iron ore and royalties;
4) a surtax of to per cent of the taxes paid on beer, wine and liquor.

All of these "adjusted compensation" taxes are scheduled to expire on
December 31, 1958.

The only change in the tax laws of substantial importance to the General
Revenue Fund in 1949 was an increase in the cigarette tax rate from 3
cents to 4 cents per package of 20.44

The resumption of a rapid rate of economic expansion in 1950, together
with inflation of prices and incomes and rising property tax assessments,
resulted in increased governmental revenues and reduced somewhat the
pressure for higher tax rates, lower exemptions, or new taxes. The one
major legislative enactment affecting the tax laws in the Sessions of 1951
and 1953 raised the rate on gasoline from 4 to 5 cents per gallon.45

However, in 1955 appropriations voted by the regular session of the
Legislature were far in excess of the revenue potential available under
existing laws. Moreover, revenue balances were insufficient in amount to
finance the deficit for the fiscal 1956-58 biennium. Under these circum
stances, the Legislature, convened in a one-day extra session, passed an
"omnibus" tax bill. 46 It added surtaxes of 5 per cent of the "normal" income
tax liability of individuals and fiduciaries, 1 per cent47 of the taxable income

38Ibid., Ch. 607.
30Ibid., Ch. 542.
40Ibid., Ch. 531.
41Session Laws, 1949, Ch. 642.
42Adopted Nov. 2, 1949. Minnesota COl/stitutiol/, Alt. XX.
4sThe increase in the effective rates was more than 5 per cent because it applied

to the liability under the personal income tax before deduction of credits for taxpayer,
spouse and dependents, and, under the corporate income tax, before the deduction of
the property-payroll credit.

HSession Laws, 1949, Ch. 703.
45Sessioll Laws, 1951, Ch. 287.
4GSessiol! Laws, Extra Sessioll, 1955, Ch. 2.
.!7Without allowance for the property-payroll credit.
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The Tax Structure in Minnesota
of corporations, and 15 per cent of the "normal" tax liabilities under the
iron ore occupation and royalty taxes. In addition, it imposed, for the first
time, a tax of 15 per cent of the wholesale price of tobacco products other
than cigarettes, and required that amounts received by insurance com
panies in payment for annuities be included in taxable insurance premiums.
According to estimates of the Department of Taxation, the income surtaxes
are expected to produce approximately $5 million in additional revenues
for fiscal 1956, the iron ore occupation and royalty surtaxes about $4
million, and the tax on tobacco products about $1.1 million. These special
surtaxes were imposed only for the current biennium.

Revenue Trends, 1903-1954
From a level of about $19 million in 1903 tax receipts of state and local

governments in Minnesota advanced to $120 million by 1922, $172 mil
lion in 1941, and $472 million in 1954. Increases in population have
resulted in a considerably slower rate of growth in tax collections per
capita. They increased from $10.53 to $48.97 between 1903 and 1922, to
$56.82 in 1932, $61.73 in 1941, and $152.13 in 1954.48 State and local
governments in the nation as a whole experienced, during this period, a
similar rise in tax revenues, from $10.86 per capita in 190349 to $135.87 in
1954.50 Per capita tax collections in Minnesota, measured in terms of
dollars of constant purchasing power,51 rose more moderately, from $27.20
in 1903 to $137.92 in 1954. Reliable income data are available only for
1929 and subsequent years. We find that, although state and local tax
receipts in Minnesota rose from about $57 per capita in 1932 to $152 in
1954, the percentage of personal income taken by taxes paid in the State
actually declined from 13.5 in 1932, when income was very low, to 10.9
in 1941 and 9.2 in 1954. Thus, despite the very substantial increase in the
amount of taxes paid per capita, the "burden" of these taxes in Minnesota,
measured in this fashion, is now considerably smaller than it was either in
the depression year of 1932 or the comparatively prosperous year, 1941.

The importance of tax legislation enacted since 1903 may be gauged
from Table III. 3. Taxes on property, gross earnings, and insurance pre
miums, which in 1903 accounted for virtually all state and local tax col
lections in Minnesota, were, in 1954, responsible for less than 60 per cent of
total tax revenue. The contrast is far sharper if we view the State Govern
ment separately. At this level we find that taxes introduced since 1903 pro
duced 84 per cent of tax collections in 1954. On the other hand, local units

48See Tables III. 1, and III. 2, and Chart III. 1, p. 560.
49D.S. Department of Commerce, Bureau of the Census, Historical Statistics Oil

State alld Local Gove1'1lment Finallces, 1902-1953 (Washington, D.C., 1955), p. 22.
GOD.S. Department of Commerce, Bureau of the Census, Summary of Govern

menfal Finances in 1954 (Washington, D.C., 1955), p. 35.
51Current dollars were converted to dollars of constant purchasing power by

dividing the former by the index of wholesale prices for all commodities (1947
49 = 100).
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Table Ill. 1 (Continued)
nRevenue receipts for certain local units, such as townships and some special dis

tricts and school districts in incorporated places of less than 2,500 inhabitants, are
not reported in the U.S. Bureau of the Census, Wealth, Debt, and Taxation: 1913.

bRevenue other than taxes, special assessments, and licenses and fines not reported
in the U.S. Bureau of the Census, Wealth, Public Debt, and Taxation: 1922.

cThe distribution of total property tax collections between real and personal was
based on taxable values of real and personal property as reported in State Auditor,
Abstract of Real and Personal Property Taxes.

dDistribution between individuals and corporations is not available in the Reports
of the Public Examiner prior to 1951. For 1941 and 1949 it is based on records of
the Department of Taxation. Corporation income tax includes bank excise tax.

eBreakdown of nontax revenue not available.

Sources:
1. State of Minnesota, Office of the State Auditor, Biennial Reports of the State

Auditor to the Legislature of Minnesota for the Fiscal Years ending June 3D,
1921-22 and 1931-32 (St. Paul, Minnesota).

2. U.S. Department of Commerce, Bureau of the Census, Wealth, Debt, and Taxa
tion: 1903; 1913, Volume II; Wealth, Public Debt, and Taxation: 1922; Finan
cial Statistics of State and Local Governments: 1932 (Washington, D.C.).

3. State of Minnesota, Department of Public Examiner, Reports of the Public
Examiner on the Revenues, Expenditures, and Debt of State and Local Govern
ments in Minnesota for the Fiscal years ending June 30, 1941, 1945, 1947,
1949, and 1953 (St. Paul, Minnesota).

4. U.S. Department of Commerce, Bureau of the Census, Compendium of State
Gove1'1lment Finances in 1939, 1945, 1947, 1949, 1953, 1954 (Washington.
D.C.).

5. State of Minnesota, 83rd Annual Report of the Commissioner of Insurance of
the State of Minnesota, 1954.

6. State of Minnesota, Office of the State Auditor, Abstract of Real and Personal
Property Taxes Levied by the Several Counties in the State of Minnesota for
the year 1954 with Comparison of Totals for Several Prior Years (St. Paul,
Minnesota) .

7. Preliminary data, 1954, are derived from work papers made available by the
Office of Public Examiner.

of government are only slightly less dependent upon the property tax for
tax revenue now than they were 50 or even 100 years ago. 52 For all gov
ernments in the State, as Table III. 3 and Chart III. 2 (p. 561) indicate, while
taxes levied on property provided more than 90 per cent of total tax revenues
in 1903 and as much as 77 per cent as recently as 1932, by 1954 this source

.of revenue, while still vastly more important than any other, accounted for
only 52 per cent of over-all tax receipts. The decline in the relative im
portance of gross earnings taxes has been even greater, from just under 9
per cent of total tax receipts to 4 per cent. Taxes on insurance premiums, on
the other hand, have contributed an almost constant proportion (roughly
1.5 per cent) of state and local tax revenues throughout the period.

The State, unlike its local subdivisions, now relies upon the property tax
for only about 5 per cent of its tax receipts. The relative importance to the
State of the gross earnings taxes has diminished sharply, and no other single

52See below, Tables Ill. 6, III. 7, and III. 8.



";Ij;'¥'~k!i\;V:;"ii\};';i;::,"

Table III. 2. Per Capita Revenue of State and Local Governments in Minnesota, by Major Sources, Selected Years, 1903-1954

Source of Revenue 1903 1913 1922 1932 1941 1945 1947 1949 1953 1954

Taxes
(in dollars)

Real property .......... 7.86 9.51 35.32 38.54 33.08 37.83 38.90 44.71 59.05 61.85
Personal property ...... 1.60 1.63 5.75 5.01 5.25 7.15 8.14 11.81 16.95 17.44
Individual income ...... ...... .. ........ .. ...... .. .. - .. 2.84 5.30 7.38 10.96 15.44 16.40

1
Corporate income ...... ...... .. .. ...... .. ...... .. ...... 1.90 3.75 3.96 6.02 5.31 4.67
Gross earnings ..... " ... 0.93 1.61 3.37 2.30 2.17 4.94 4.19 5.36 5.83 6.18
Insurance premiums .... 0.14 0.20 0.43 0.73 0.76 1.03 1.33 1.50 2.02 2.07

IIInheritance and gift .... :l. 0.20 0.39 0.71 0.31 0.77 1.09 0.77 1.13 1.31
Iron ore occupation ..... ...... .. .. ...... .. ...... 0.54 2.32 2.50 2.28 4.03 6.81 9.70
Royalties ........................ .. .. ...... ........ .. ...... 0.25 0.40 0.92 0.49 0.71 0.84 1.15
Alcoholic beverages .... ...... .. .. ...... ...... .. .. ...... 1.84 2.39 2.74 4.63 4.81 4.46
Cigarettes ........... .. ...... .. .. ..... ...... .. .. ...... .. .... - ........ 0.07 3.02 3.84 3.65
Gasoline ..... " .... " . ...... .. ...... .. .. ...... 4.53 6.10 5.61 8.19 8.91 13.09 13.75
Motor vehicles ......... ...... .. .. ...... 3.57 3.99 3.90 2.96 3.79 5.16 8.80 9.22

00 Other .............. ". 0.05 0.14 0.22 0.86 0.10 0.11 0.20 0.33 0.27
00

.. ......
-- -- -- -- -- -- --

Total taxes .............. 10.53 13.20 48.97 56.82 61.73 75.25 82.66 107.79 144.25 152.13

N ontax revenue
Special assessments ..... 0.70 1.44 3.94 3.39 1.67 1.26 1.46 1.89 3.15 N.A.
Licenses and fines ...... 0.91 1.03 0.49 2.22 1.93 2.04 2.86 3.31 4.29 N.A.
Fees and service charges. 0.79 1.73 N.A. 3.06 4.58 6.29 10.29 13.80 12.07 N.A.
Interest and rent ....... 0.46 0.97 N.A. 3.49 3.59 4.53 4.39 3.96 5.27 N.A.
Federal aids ........... 0.04 0.05 N.A. 2.23 7.46 7.22 9.78 13.99 18.79 N.A.
Donations, gifts, etc. . .. 0.02 0.07 N.A. 0.70 0.76 1.67 2.35 2.04 2.16 N.A.
All other .............. 0.32 0.07 N.A. .. ...... 1.21 2.39 3.36 4.27 4.82 N.A.

-- -- -- -- -- -- -- --
Total nontax revenue ..... 3.24 5.36 N.A. 15.09 21.20 25.40 34.49 43.26 50.53 55.41

-- -- -- -- -- -- --
Total revenue ........... ". 13.77 18.56 N.A. 71.91 82.93 100.65 117.15 151.05 194.78 207.54

aLess than $.005 per capita.

Sources: 1. See Table III. 1.
2. Population figures used are July 1 estimates reported in the U. S. Bureau of the Census, Statistical Abstract of the

United States, for various years.
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Table III. 3. Percentage Distribution of Tax Revenue of State and Local Governments
in Minnesota, by Major Sources, Selected Years, 1903-1954

Source of Revenue 1903 1913 1922 1932 1941 1945 1947 1949 1953 1954

Real property .................. 74.7 72.1 72.1 67.9 53.6 50.3 47.1 41.5 40.9 40.7
Personal property .............. 15.2 12.3 11.7 8.8 8.5 9.5 9.8 11.0 11.7 11.5
Individual income .............. ........ . ..... . ..... . .... 4.6 7.0 8.9 10.1 10.7 10.7
Corporate income .............. ...... . . .... ...... . ..... 3.1 5.0 4.8 5.6 3.7 3.1
Gross earnings ................. 8.8 12.2 6.9 4.0 3.5 6.6 5.1 5.0 4.0 4.0
Insurance premiums ............. 1.3 1.5 0.9 1.3 1.2 1.4 1.6 1.4 1.4 1.4
Inheritance and gift ............. :1 1.5 0.8 1.2 0.5 1.0 1.3 0.7 0.8 0.9

00 Iron ore occupation ............. ....... .. ...... .. ..... 0.9 3.8 3.3 2.8 3.7 4.7 6.3
\0

Royalties ............. _........ ....... ."" . .. ...... 0.4 0.6 1.2 0.6 0.6 0.6 0.8
AJcoholic beverages ....... , .... ........ .. ...... ...... .. . ..... 3.0 3.2 3.3 4.3 3.3 2.9
Cigarettes ..................... ..... . .. ...... ........ .. ...... .. ...... .. ...... 0.1 2.8 2.7 2.4
Gasoline .... _....... __ ........ ....... .. ..... .. ..... 8.0 9.9 7.5 9.9 8.3 9.1 9.0
Motor vehicles ................. ...... .. ........ 7.3 7.0 6.3 3.9 4.6 4.8 6.1 6.0
Other taxes .................... ....... 0.4 0.3 0.4 1.4 0.1 0.1 0.2 0.2 0.2-- -- -- -- -- -- -- -- --

Total taxes ................ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

uLess than .05 per cent.

Sources: See Table III. 1.
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tax measure has assumed a dominant role in its tax structure. Of total State
tax collections in 1954 of $239 million, the individual income tax produced
the largest share, $51 million, or approximately 21 per cent. The tax on
gasoline and other highway-user fuels ranked second. It produced almost
$43 million, about 18 per cent of total tax receipts. 53 Neither of these leading
sources of revenue accrues to the General Revenue Fund of the State; the
income tax is earmarked to the Income Tax School Fund and the Veterans'
Compensation Fund, while the gasoline tax is dedicated to the Trunk
Highway and Road and Bridge Funds. Third in relative importance among
State taxes in 1954 was the iron ore occupation tax, under which more
than $30 million was paid. In this instance less than one half of the tax
receipts were available to the General Revenue Fund, the remainder being
dedicated to the Permanent School and University Funds and to the
Veterans' Bonus Fund.54 In fourth rank we find the tax on motor vehicles.
The Constitution requires that all of the nearly $29 million collected be
paid into the State Highway Funds. .

No other State tax produced as much as $20 million in revenue in 1954.
Ranked in order of importance, the remainder of the tax structure consisted
of taxes on the gross earnings of railroads, telephone, telegraph, express
and raih'oad-car companies ($19 million),66 corporate income56 ($15
million) , alcoholic beverages ($14 million), property ($13 million) ,
cigarettes ($11 million), insurance premiums ($6 million), inheritance and
gifts ($4 million), iron ore royalties ($4 million), and a group of minor
taxes which, in total, added less than $1 million to the revenues of the
State.

The four most important State taxes, all of which were introduced be
tween 1921 and 1933, accounted, in 1954, for about 64 per cent of the
State's tax revenue. However, only 9 per cent of the revenue realized
through their imposition was available to the General Revenue Fund,
whereas approximately two thirds of the revenues derived from all other
taxes was paid into this Fund. Thus, of total State tax collections in 1954,
somewhat less than one third was subject to appropriation by the Legis
lature without formal restriction. 51

53See below, Tables Ill. 4 and III. 6.
54The "normal" occupation tax rate was 11 per cent in 1954. Forty per cent of the

revenue collected was paid to the Permanent School Fund and 10 per cent to the
Permanent University Fund. The proceeds of the 1 per cent surtax went to the
Veterans' Bonus Fund. In addition, 5 per cent of the proceeds of the normal occupa
tion tax is earmarked for payment to the Iron Range Resources Commission.

550f which the railroads paid approximately $14 million and telephone companies
more than $4 million.

56lnc1uding the bank excise tax.
57The term "formal restriction" encompasses both statutory "earmarking", as in the

case of the income taxes, and constitutional "dedication", as illustrated by the high
way-user taxes. Twenty-four of the 48 states earmark or dedicate more than 50
per cent of their revenues. The Tax Foundation, Earmarked State Taxes (New York,
1955), pp. 24-71.
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Table III. 4. Revenue of State Government in Minnesota, by Major Sources, Selected Years, 1903-1954

Source of Revenue 1903 1913 1922 1932 1941 1945 1947 1949:1 1953 1954
(thousands of dollars)

Taxes
Real property ................. 1,583 4,199 8,843 8,780 10,573 5,033 7,646 6,522 8,970 9,786
Personal property .............. 322 718 1,439 1,141 1,678 951 1,599 1,723 2,575 2,760
Individual income ............. ...... .. ...... .. ....... .. ...... 7,914 13,460 20,647 32,183 47,138 50,904
Corporate income ............. . ... ........ .. ...... .. ...... 5,298 9,516 11,076 17,655 16,220 14,505
Gross earnings ................ 1,714 3,522 8,269 5,928 6,040 12,529 11,703 15,737 17,785 19,166
Insurance premiums ............ 256 443 1,055 1,894 2,118 2,622 3,710 4,391 6,155 6,431
Inheritance and gift ............ 3 437 874 1,828 853 1,960 3,046 2,261 3,450 4,073
Iron ore occupation ............ ........ .. ...... .. ...... 1,383 6,461 6,336 6,371 11,838 20,804 30,089
Royalties .. " ................. ........ .. ...... .. ...... 633 1,106 2,337 1,364 2,074 2,558 3,576
Alcoholic beverages ............ ...... .. ...... .. .. ...... ........ 5,121 6,060 7,665 13,601 14,680 13,831
Cigarettes .................... ........ """ .. .. ...... .. ...... .. ...... .. ...... 205 8,856 11,723 11,326
Gasoline ..................... ........ .. ...... .. ...... 11,707 17,017 14,233 22,904 26,157 39,956 42,651

\0 Motor vehicles ................ ........ .. ..... 8,748 10,293 10,880 7,513 10,584 15,139 26,871 28,620.-.
Other ........................ 208 102 2,410 255 303 597 1,013 851""" .. ........

-- --
Total taxes ..................... 3,878 9,319 29,436 43,689 77,469 82,805 108,823 158,734 219,890 238,568

Nontax revenue
Special assessments ............ ...... .. ........ .. ...... 55
Licenses and fines ............. 13 155 199 872 2,354 2,199 3,728 4,146 5,931
Fees and service charges ........ 1,177 2,793 N.A. 2,504 9,606 9,496 19,969 26,881 24,912
Interest and rent .............. 725 1,654 N.A. 6,786 8,903 10,392 11,303 10,579 12,515
Federal aids .................. 73 114 N.A. 5,757 18,760 18,076 27,129 40,815 56,668
Donations, gifts, etc. . .......... ...... .. ........ N.A. 1,149 1,335 3,249 5,116 4,829 6,290
All other ..................... 357 ........ N.A. .. ...... .. ...... .. ...... 137 7,231 2,423-- --

Total nontax revenue ............ 2,345 4,716 N.A. 17,123 40,958 43,412 67,382 94,481 108,739
-- --

Total revenue .... . . . . . . . . . . . . . . . .. 6,223 14,035 N.A. 60,812 118,427 126,217 176,207 253,215 328,629

aAfter 1947 most of the University of Minnesota revenue is reported as local government revenue in the Report of the Public
Examiner. However, for comparability with earlier years University revenue is shown here as State revenue throughout.

Sources: See Table ill. 1.
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Table III. 5. Per Capita Revenue of State Government in Minnesota, by Major Sources, Selected Years, 1903-1954

Source of Revenue 1903 1913 1922 1932 1941 1945 1947 1949 1953 1954

Taxes
(in dollars)

Real property ....... 0.85 1.92 3.61 3.40 3.79 1.98 2.73 2.22 2.94 3.15
Personal property .... 0.17 0.33 0.59 0.44 0.60 0.37 0.57 0.59 0.84 0.89
Individual income .. , .. . . .. ...... .. ........ 2.84 5.31 7.38 10.96 15.44 16.40
Corporate income .... .. . ... .. ...... .. .. " .. 1.90 3.75 3.96 6.02 5.31 4.67
Gross earnings ...... 0.93 1.61 3.37 2.30 2.17 4.94 4.19 5.36 5.83 6.18
Insurance premiums .. 0.14 0.20 0.43 0.73 0.76 1.03 1.33 1.50 2.02 2.07
Inheritance and gift .. a 0.20 0.36 0.71 0.31 0.77 1.09 0.77 1.13 1.31
Iron ore occupation .. .. . ... """ .. 0.54 2.32 2.50 2.28 4.03 6.81 9.70
Royalties ........... ... .. . .. ...... 0.25 0.40 0.92 0.49 0.71 0.84 1.15
Alcoholic beverages ., ... .. . .. .... - """ .. 1.84 2.39 2.74 4.63 4.81 4.46
Cigarettes . . . . . . . . . . . ., . . .. ...... .. .. ...... .. ...... .. ...... 0.07 3.02 3.84 3.65
Gasoline ............ ... . .. .. ...... 4.53 6.10 5.61 8.19 8.91 13.09 13.75

I.D Motor vehicles ...... ... . .. 3.57 3.99 3.90 2.96 3.79 5.16 8.80 9.22
tv Other .............. ... . .. 0.09 0.04 0.86 0.10 0.11 0.20 0.33 0.27

-- -- -- -- -- -- -- -- -- --
Total taxes ........... 2.09 4.26 12.02 16.93 27.79 32.63 38.92 54.08 72.03 76.87

Nontax revenue
Special assessments '" ... .. . .. ...... 0.02
Licenses and fines .... 0.01 0.07 0.08 0.34 0.84 0.87 1.33 1.41 1.94
Fees and service

charges ......... :. 0.64 1.28 N.A. 0.97 3.44 3.74 7.14 9.16 8.16
Interest and rent ..... 0.39 0.76 N.A. 2.63 3.19 4.10 4.04 3.60 4.10
Federal aids . . . . . . . .. 0.04 0.05 N.A. 2.22 6.73 7.12 9.70 13.91 18.56
Donations, gifts, etc. . ... . .. N.A. 0.45 0.48 1.28 1.83 1.65 2.06
All other ........... 0.19 ... N.A. .. ...... ...... .. .. ...... 0.05 2.46 0.79-- -- -- -- -- -- -- -- --

Total nontax revenue ... 1.27 2.16 N.A. 6.63 14.68 17.11 24.09 32.19 35.61-- -- -- -- -- -- -- -- --
Total revenue ........... 3.36 6.42 N.A. 23.56 42.47 49.74 63.01 86.27 107.64

aLess than $.005 per capita.

Sources: See Tables III. 1 and III. 2.
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Table III. 6. Percentage Distribution of Tax Revenue of Stat~ Government in Minnesota, by Major Sources, Selected Years, 1903-1954

Source of Revenue 1903 1913 1922 1932 1941 1945 1947 1949 1953 1954

Real property ......... 40.8 45.0 30.0 20.1 13.7 6.1 7.0 4.1 4.1 4.1
Personal property ...... 8.3 7.7 4.9 2.6 2.2 1.1 1.5 1.1 1.2 1.2
Individual income ...... ...... .. .. ...... .. ...... ........ 10.3 16.2 19.0 20.3 21.4 21.3
Corporate income ...... .. - .... ........ ...... .. .. ...... 6.8 11.5 10.1 11.1 7.4 6.1
Gross earnings ........ 44.2 37.8 28.1 13.6 7.8 15.1 10.8 9.9 8.0 8.0
Insurance premiums .... 6.6 4.8 3.6 4.3 2.7 3.2 3.4 2.8 2.8 2.7

\0 Inheritance and gift . - .. .1 4.7 3.0 4.2 1.1 2.4 2.8 1.4 1.6 1.7
W Iron ore occupation ... _ ........ .. ...... .. ...... 3.2 8.3 7.6 5.8 7.5 9.5 12.6

Royalties ............. ........ .. ...... .. ...... 1.4 1.4 2.8 1.2 1.3 1.2 1.5
Alcoholic beverages .... ...... .. .. ...... ........ .. ...... 6.6 7.3 7.1 8.6 6.7 5.8
Cigarettes .... _. . .. _. . ...... .. ...... .. .. ...... .. ...... ........ .. ...... 0.2 5.6 5.3 4.7
Gasoline ............. ........ .. ...... .. ...... 26.8 22.0 17.2 21.1 16.5 18.1 17.9
Motor vehicles ........ ...... .. ........ 29.7 23.6 14.0 9.1 9.7 9.5 12.2 12.0
Other taxes ........... ...... .. ........ .7 .2 3.1 0.4 0.3 0.3 0.5 0.4

-- -- -- -- -- -- -- -- --' --
Total taxes ....... 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

Sources: See Table III. 1.
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Table III. 7. Revenue of Local Governments in Minnesota, by Major Sources, Selected Years, 1903-1954

Source of Revenue 1903 1913 1922 1932 1941 19A5 1947 1949 1953 1954

(thousands of dollars)
Taxes

Real property ............... 12,903 16,556 77,725 90,734 81,699 90,927 101,129 124,697 171,295 182,134
Personal property ......... : .. 2,624 2,831 12,653 11,790 12,970 17,191 21,155 32,948 49,163 51,371

I -

Other taxes ................. .... 98 220 467--
Total taxes ................... 15,527 19,485 90,598 102,991 94,669 108,118 122,284 157,645 220,458 233,505

Nontax revenue
Special assessments .......... 1,286 3,148 9,651 8,693 4,666 3,206 4,082 5,561 9,615

\0
Licenses and fines ............ 1,655 2,101 1,008 4,867 3,022 2,989 4,279 5,562 7,160

+:0- Fees and service charges ...... 271 982 N.A. 5,404 4,533 ' 7,773 11,032 16,541 18,313
Interest and rent ............. 121 457 N.A. 2,225 1,116 1,100 969 1,043 3,568
Federal aidsb ................ 1,040} 1,087 } N.A. 20,283 } 2,040 238 220 252 686
State aids ................... 45,830 45,420 54,542 87,900 127,750
Donations, gifts, etc. . ........ 37 160 N.A. 662 794 992 1,457 1,162 317
All other ................... 226 158 N.A. .... 3,376 6,071 9,264 5,297 12,303-- -- --

Total nontax revenue ........... 4,636 8,093 N.A. 42,134 65,337 67,789 85,845 123,318 179,712--
Total revenue ................... 20,163 27,578 N.A. 145,125 160,046 175,907 208,129 280,963 400,170

aOther local taxes, 1941-1954, shown under various nontax revenues.
bA separate breakdown of Federal and State aids to local governments is not reported for the years 1903-1932. Figures in the

table show total intergovernmental revenue.

Sources: See Table III. 1.
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Table ill. 8. Per Capita Revenue of Local Governments in Minnesota, by Major Sources, Selected Years, 1903-1954

Source of Revenue 1903 1913 1922 1932 1941 1945 1947 1949 1953 1954

(in dollars)
Taxes

Real property .............. 7.00 7.59 31.71 35.14 29.29 35.84 36.17 42.49 56.11 58.70
Personal property ........... 1.42 1.30 5.16 4.57 4.65 6.78 7.57 11.23 16.10 16.56
Other taxes ................ .. .... 0.05 0.09 0.19

-- -- -- --
Total taxes .................. 8.42 8.94 36.96 39.90 33.94 42.62 43.74 53.72 72.21 75.26

Nontax revenue
\0 Special assessments ......... 0.70 1.44 3.93 3.37 1.67 1.26 1.46 1.89 3.15
Ul

Licenses and fines ........... 0.90 0.96 0.41 1.88 1.08 1.18 1.53 1.90 2.35
Fees and service charges ..... 0.15 0.45 N.A. 2.09 1.63 3.06 3.95 5.64 6.00
Interest and rent ............ 0.07 0.21 N.A. 0.86 0.40 0.43 0.35 0.36 1.17
Federal aids ............... 0.56 } 0.50} N.A. 7.86 } 0.73 0.09 0.08 0.09 0.22
State aids ................. 16.43 17.90 19.51 29.95 41.84
Donations, gifts, etc. . ....... 0.02 0.07 N.A. 0.26 0.28 0.39 0.52 0.40 0.10
All others ................. 0.12 0.07 N.A. .. ...... 1.21 2.39 3.31 1.80 4.03-- --- -- -- -- -- -- -- --

Total nontax revenue .......... 2.52 3.70 N.A. 16.32 23.43 26.70 30.71 42.03 58.86-- -- -- -- -- -- -- -- --
Total revenue ................. , 10.94 12.64 N.A. 56.22 57.37 69.32 74.45 95.75 131.08

Sources: See Tables ill. 1 and Ill. 2.
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The decline in the relative importance of the property tax in state and
local tax systems and the emergence, largely at the state level, of new
forms of taxation have by no means been restricted to Minnesota. In 1903
all state and local governments in the United States relied upon the prop
erty tax for 82 per cent58 of their total tax receipts, compared with 45 per
centfi

!) in 1954. For Minnesota the corresponding proportions were 90 and
52 per cent.UO Property taxes in the United States as a whole, all but 4 per
cent of which are now levied by local governments,U1 have lagged well
behind total tax collections. Thus the states, which in 1903 accounted for
only 18 per centO~ of state and local tax receipts, now account for 50 per
centU3 of these receipts. The change in Minnesota has been remarkably
similar, the proportion of total state and local taxes imposed by the State
having increased from 20 to 50 per cent. U4

The decline in the relative share of local governments in state-local
direct general expenditures "vas far smaller than the decline in their share
of tax collections. U5 This was made possible by the emergence during the
past 50 years of state aid as an important source of revenue to local gov
ernments. Whereas state aid to all units of local government in the United
States amounted, in 1903, to only $52 million, contrasted with total local
tax receipts of $700 million,66 by 1954 state aid was equal to $5.7 billion67

while local taxes raised $11 billion.68 State aid expressed as a per cent of
local taxes rose during this period from 7 to 52. Experience in Minnesota
closely paralleled that of the nation as a whole. State aid of about $1
million in 1903 was equal only to 7 per cent of local tax collections, but
by 1954 it had reached approximately $130 million, a sum equal to 56 per
cent of local tax levies. GO When other non-tax local revenues are taken into
account we find that local governments, in Minnesota as well as through
out the United States, now depend upon the states for close to one-third
of their total revenues.

As a consequence of this development local units of government have
become increasingly dependent upon the adequacy of state revenues and

fiSDerived from Historical Statistics, op. cit., p. 22. Where references is made to
"all state and local government" data the basic figures used are obtained by dividing
total state and local tax receipts by the population of the United States.

59Derived from Summary of GOJlel'l/mental Finances in 1954, op. cit., p. 35.
GOSee Table III. 3.
G1Derived from Summar}' of GOl'eri/lnental Finances in 1954, op. cit., p. 35.
G~Derived from Historical Statistics, op. cit., pp. 17 and 19.
61lDerived from Summar}' of Govel'llment111 Finances in 1954, op. cit., p. 35.
64Derived from Tables III. 4 and III. 7.
65In 1903 local governments accounted for 87 per cent of total state and local

direct general expenditure, compared with 67 per cent in 1954. Derived from Histori
cal Statistics, op. cit., PP. 17 and 19 and SUlllmary of GOI'emmental Finances in ]954,
op. cit., p. 35.

GGHistorical Statistics, op. cit., p. 21.
G7Summary of GOJle1'l111lentai Finances in ]954, op. cit., p. 25.
G8/bid., p. 21.
nOData drawn or derived from Table III. 7.
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The Tax Structure in Minnesota
the decision-making authority of state legislatures. This is of greatest sig
nificance for school districts, which, typically, receive more than one-half
of all state aid. 70

A similar development has occurred at the state level, where revenue
received by all states from the federal government increased, between 1903
and 1954, from $3 million71 to $2.7 billion.72 These federal grants now
provide the states with almost one-quarter as much in revenue as do all
state taxes. 73 In Minnesota this proportion is somewhat greater than it is
for all 48 states.

Revenues in Minnesota and Neighboring States
Tables III. 9 and III. 10 provide a comparative picture of the state and

local revenue systems of Minnesota and the neighboring states of Iowa,
illinois, Missouri, Nebraska, North Dakota, South Dakota and Wisconsin.
For each of these states comparison is drawn with the eight-state average
and with state and local governments in the nation as a whole. Our major
purpose in presenting these tables is to indicate the areas of similarity and
difference in the revenue systems compared. Data for the two years, 1942
and 1953, are used in order to indicate the influence of wartime and post
war changes. The year 1953 is the most recent for which comprehensive
and comparable data are available, while 1942 is the only earlier year since
1932 for which these data are available.

Among the eight states and for all state and local governments in the
United States we find that per capita tax collections more than doubled
between 1942 and 1953. In 1953 they ranged from $156.23 in Wisconsin
to $102.34 in Missouri. State and local tax receipts in Minnesota, at
$151.16, ranked second among the eight states and were about $14 and
$19, respectively, above the eight-state and national averages.

Despite the very substantial increase in per capita tax receipts between
1942 and 1953, tax revenue expressed as a percentage of personal income
rose only modestly, on the average, and in Minnesota tax receipts repre
sented a somewhat smaller proportion of personal income in 1953 than
they did in 1942.74 Within the eight-state group,- Minnesota's rank in this
respect declined from second to fourth. Both state and local tax receipts

70Por both all states and school districts and for Minnesota, 52 per cent of total
state aid was received by School districts in 1954. Derived from Summary of Govern
mental Finances in 1954, op. cit., p. 26 and U.S. Department of Commerce, Bureau
of the Census, Compendium of State Government Finallces (Washington, D.C.,
1955), p. 28. In the case of all school districts in the United States 42.1 per cent of
their total general revenue was received in the form of state aid in 1953. The corre
sponding percentage in Minnesota was 43.4. Derived from U.S. Department of
Commerce, Bureau of the Census, State and Local Govel'llment Revellue ill 1953
(Washington, D.C., 1954), pp. 20 and 22.

71Historical Statistics, op. cit., p. 19.
72Summary of Governmental Finances ill 1954, op. cit., p. 25.
7RDerived from Compendium, op. cit., pp. 11 and 14.
749.2 per cent, compared with 9.5 per cent in 1942. See Table III. 11.
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Table ill. 9. (Continued)

llli- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue. nois sin sota Iowa souri braska Dakota Dakota 8 statese statesf

(in dollars)
TaXes (rank order appears in parentheses)

General sales
1942 .. . . . . . . . . . . . .. 10.85 (1 ) ...... .. ...... .. 8.55(2) 7.57(3) ........ 7.56(4) 6.33(5) 8.17 4.79
1953 ............... 22.82(2) ...... .. ........ 23.19(1 ) 21.60(3 ) .. ...... 20.40(4) 18.82(5) 21.37 15.37

Motor vehicles
1942 ............... 3.48(4)C 5.38(1) 3.79(3 ) 5.25(2) 3.19(6) 0.77(8) 3.46(5) 1.83(7) 3.38 3.09
1953 ............... 7.37(5) 8.58 (4) 8.83(3) 13.02(1) 5.40(6) 1.63 (8) 11.15(2) 4.16(7) 7.52 5.99

Severance
1942 ............... 0.05(3) 0.02(4) 3.73(1) .. ...... .. ..... .. ...... .. ...... 1.92(2) 1.43 0.47
1953 ............... ...... .. 0.04(3) 7.65(1) .. ..... ...... .. .. ...... .. ...... 0.98(2) 2.89 1.81

Other taxes

\0
1942 ............... 4.67(1) 2.03(6) 2.08(5) 1.74(7) 4.39(3) 4.41 (2) 1.41(8) 2.86(4) 2.95 5.35

\0 1953 ............... 11.28(2) 5.42(7) 5.55(6) 4.02(8) 12.83 (1) 8.08 (4) 5.89(5) 11.13(3) 8.02 14.79
Total taxes

1942 ............... 72.80(4) 76.18(1) 73.26(3) 67.55(6) 46.55(8) 52.98(7) 74.75(2) 67.74(5) 66.48 65.00
1953 ............... 135.36(6) 156.23(1) 151.16(2) 148.40(3) 102.34(8) 122.29(7) 138.42(5) 139.28(4) 136.68 132.05

Nontax revenue
Special assessments

1942 ............... 0.37(4) 0.38(3 ) 0.60(1) 0.36(5) 0.25(7) 0.33(6) 0.38(3) 0.39(2) 0.38 0.47
1953 ............... 0.86(7) 2.12(5) 2.49(3) 3.43(2) 0.44(8) 2.26(4) 6.59(1) 1.94(6) 2.52 1.24

Federal aid
1942 ............... 5.47(8) 6.19(6) 7.99(3) 5.58(7) 6.74(5) 7.60(4) 9.04(2) 10.30(1) 7.36 5.96
1953 ............... 12.80(8) 14.97(7) 18.91(4) 17.20(6) 24.21(3) 17.90(5) 27.01(2) 30.44(1) 20.43 16.23

Otherd

1942 ............... 3.68(6) 10.56(1) 7.26(3) 7.68(2) 2.85(7) 5.97(5) 6.53(4) 7.68(2) 6.53 N.A.
1953 ............... 12.37(7) 22.63(6) 30.68(2) 24.18(3) 11.92(8) 23.72(4) 46.78(1) 23.55(5) 24.48 N.A.

Total nontax
1942 ............... 9.52(8) 17.13(2) 15.85(4) 13.62(6) 9.84(7) 13.90(5) 15.95(3) 18.37(1) 14.27 N.A.
1953 ............... 26.03(8) 39.72(6) 52.08(3) 44.81(4) 36.57(7) 43.88(5) 80.38(1) 55.93(2) 47.42 N.A.

lb. .....- .m' .• .._--
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Table III. 9 (Continued)

llli- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue nois sin sota Iowa souri braska Dakota Dakota 8 statese states!

Total revenue
(in dollars)

Own sources
(rank order appears in parentheses)

1942 ............... 76.85(4) 87.12(1) 81.12(3) 75.59(6) 49.65(8) 59.28(7) 81.66(2) 75.81(5) 73.38 N.A.
1953 ............... 148.59(6) 180.98(3) 184.33(2) 176.01(4) 114.70(8) 148.27(7) 191.79(1) 164.77(5) 163.68 N.A.

All soUrces
1942 ............... 82.32(5) 93.31(1) 89.11(3) 81.17(6) 56.39(8) 66.88(7) 90.70(2) 86.11(4) 80.87 N.A.
1953 ............... 161.39(7) 195.95(3) 203.24(2) 193.21(5) 138.91(8) 166.17(6) 218.80(1) 195.21(4) 184.11 N.A.

alncludes corporation income taxes.
bIncludes corporation income taxes for Missouri, New Mexico and North Dakota in 1942 and Alabama, Louisiana and Missouri

in 1953.
cIncludes commercial drivers' licenses.

~ dNet revenue from liquor stores included for Iowa and Minnesota.
o eThe 8-state average is the average of the states' per capita revenues. If fewer than 8 states impose a tax the average represents
o the per capita averages for the number of states imposing it. -

fThe all states figures were obtained by dividing total receipts by the population of the U.S.A.
g"fhe data for 1953 for Minnesota are not precisely comparable with those presented in Table III. 2. The differences are due

to several factors, among them the fact that the Census Bureau data are based, in part, on a sample survey of local units in the State,
and differences between the Census Bureau and the Public Examiner's Office with respect to the definition of fiscal 1953. Census
Bureau data are used here in order to achieve comparability among the states.

Sources:
(1) U.S. Department of Commerce, Bureau of the Census, State Finances: 1942, Volume 3: Statistical Compendium (Washing-

ton, D.C., 1943). .
(2) U.S. Department of Commerce, Bureau of the Census, Governmental Finances in the United States: 1942 (Washington,

D.C., 1945).
(3) U.S. Department of Commerce, Bureau of the Census, State and Local Government Revenue in 1953 (Washington, D.C.,

1954).
(4) U.S. Department of Commerce, Bureau of the Census, Compendium of State Government Finances in 1953 (Washington,

D.C., 1954).
(5) Population figures used are July 1 estimates reported in the U.S. Bureau of the Census, Statistical Abstract of the United

States: 1955 and 1953.
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Table Ill. 10. Percentage Distribution of Tax Revenues of State and Local Governments, Eight States, 1942 and 1953

North South Average All
Source of Revenue Illinois Wisconsin Minnesota Iowa Missouri Nebraska Dakota Dakota 8 states states

(rank order appears in parentheses)
General property

1942 ................ 54.8(7) 56.8(6) 58.2(5) 59.0(4) 49.8(8) 67.7 (1) 67.1(2) 60.9(3 ) 59.3 53.6
1953 .... "........... 51.9(5) 55.5(3) 51.4(6) 54.9(4) 42.5(8) 71.7(1) 50.3(7) 56.6(2) 54.4 44.8

Individual income
1942 ................ ...... . 6.0(1) 5.0(2) 4.1(3) 4.2** .. ...... 2.3** 1.0(4) 4.0 2.9
1953 ................ ...... .. 11.6(1) 10.2(2) 4.7(3) 6.2** .. ...... 4.1 (4) .. ...... 7.7 4.6

Corporate income
1942 ................ 9.8(1) 3.7(2) 0.6(4) ** *:;: 0.8(3 ) 3.7 3.2...... .. .. ...... .. ...... .. ......
1953 ................ 9.3 (1) 3.5(2) 0.6(4) *:!: 1.1(3) 0.2(5) 2.9 3.9...... .. .. ...... .. ......

o Inheritance and gift
1.7(1) 0.7(5) 0.9(3) 0.8(4) 0.2(6) 0.2(6)~ 1942 ................ 1.4(2) * 0.7 1.3

1953 ................ 1.0(3 ) 1.4(1 ) 0.7(5) 1.2(2) 0.8(4) 0.2(6) 0.2(6) 0.7(5) 0.8 1.1

Gross earnings
1942 ................ 2.2(2) 0.4(3 ) 4.8(1) *

-!. -.- 1.2 1.2........ .. ......
1953 ................ 2.4(2) 1.1(3) 3.9(1) :1: -," * * 1.1 1.2........

Insurance
1942 ................ 1.4(2) 1.1(4) 1.2(3) 1.1(4) 1.9(1) 0.9(5) 0.7(7) 0.8(6) 1.1 1.3
1953 ................ 1.5(2) 1.2(4) 1.3(3) 1.2(4) 2.1 (1) 1.5(2) 1.2(4) 1.3(3) 1.4 1.5

Alcoholic beverages
1942 ....-•........... 4.1 (1) 2.9(5) 3.1(4) 0.7(7) 2.8(6) 3.1 (4) 3.6(2) 3.3 (3) 2.9 3.0
1953 .... :.-......... , 2.0(5) 2.3 (4) 3.2(2) 0.8(8) 1.4(7) 1.7(6) 3.4(1 ) 2.9(3 ) 2.2 2.2

Tobacco products
1942 ................ 2.2(1) 1.7(2) ...... .. 1.4(3 ) ........ .. ...... 1.4(3 ) 1.7(2) 1.7 1.5
1953 ................ 2.5(2) 1.9(3) 2.5(2) 1.3 (4) .. ...... 2.5(2) 4.1 (1) 1.9(3 ) 2.4 2.2



Table ill. 10 (Continued)

North South Average All
Source of Revenue Illinois VVisconsin ~Unnesota Iowa ~issouri Nebraska Dakota Dakota 8 states states

(rank order appears in parentheses)
Gasoline

1942 ......... _...... 7.7(8) 9.8(4) 10.2(3 ) 9.2(5) 7.9(7) 18.5(1) 8.1(6) 12.2(2) 10.4 11.0
1953 ................ 8.0(6) 6.7(7) 8.7(3) 8.1(5) 8.1 (5) 14.5(1) 8.5(4) 11.2(2) 9.2 9.7

General sales
1942 ................ 14.9(2) ...... .. .. ...... 12.6(3 ) 16.3(1) ........ 10.1 (4) 9.3(5) 12.6 7.4
1953 ................ 16.9(2) ...... .. ........ 15.7(3) 21.1(1) .. ...... 14.7(4) 13.5(5) 16.4 11.6

Motor vehicle
1942 ................ 4.8(5) 7.1(2) 5.2(4) 7.8(1) 6.9(3 ) 1.5 (8) 4.6(6) 2.7(7) 5.1 4.7

I--" 1953 ................ 5.5(4) 5.5(4) 5.8(3) 8.8(1) 5.3(5) 1.3(7) 8.1(2) 3.0(6) 5.4 4.60
tv

Severance
1942 ................ 0.1(3) * 5.1(1) 2.8(2) 2.0 0.7...... .. ...... .. ........ .. ......
1953 ................ * 5.1 (1) 0.7(2) 1.9 1.4...... .. .. ...... ........ .. ...... .. ......

Other taxes
1942 ., .".."........... 6.4(3 ) 2.7(6) 2.8(5) 2.6(7) 9.4(1) 8.3(2) 1.9(8 ) 4.2(4) 4.8 8.2
1953 ................ 8.3(2) 3.5(7) 3.7(6) 2.7(8) 12.5(1) 6.6(4) 4.3(5) 8.0(3 ) 6.2 11.2

Total taxes
1942 ................ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1953 ................ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

*Less than 0.1 per cent.
**Individual and corporate income taxes not separated see footnotes to Table III. 9.

Source: See Table ill. 9.
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Table III. 11. Revenue of State and Local Governments as a Percentage of Personal Income, Eight States, 1942 and 1953

North South Average All
Illinois Wisconsin Minnesota Iowa Missouri Nebraska Dakota Dakota 8 states states

(rank order appears in parentheses)

Total taxes

..... 1942 ......... 6.9(6) 8.6(4) 9.5(2) 8.3(5) 5.9(8) 6.5(7) 11.4(1) 8.8(3) 8.2 7.0
0 1953 ......... 6.2(7) 8.9(5) 9.2(4) 9.4(3) 5.9(8) 7.8(6) 11.6(1) 10.6(2) 8.7 7.4w

Total revenue from
own sources

1942 ......... 7.2(6) 9.9(3 ) 10.5(2) 9.3(4) 6.3(7) 7.3 (5) 12.4(1 ) 9.9(3) 9.1 N.A.
1953 . . . . . . . .. 6.8(7) 10.3(5) 11.3 (3) 11.2(4) 6.7(8) 9.5(6) 16.1(1) 12.5(2) 10.6 N.A.

Sources: See Table IlI.9. Personal income figures used are from the U.S. Department of Commerce, Office of Business Eco-
nomics, Survey of Current Business, September, 1955 (Washington, D.C.).



Staff Report

per capita and the ratios of taxes to personal income are distinctly higher
for our group of eight states than they are for the nation as a whole and,
in both respects, Minnesota ranks above the median and the arithmetic
mean of the eight states. Among the 48 states state-local tax receipts ex
pressed as a percentage of personal income ranged from 11.6 per cent in
North Dakota to 4.1 per cent in Delaware. The median percentage was
8.1. Minnesota, at 9.2 per cent, ranked eighth in the nation. However, a
comparatively small difference in tax receipts or income results in a large
change in a state's rank. For example, a reduction in taxes as a per cent of
income from 9.2 to 8.7 would bring a change in rank from eighth to
sixteenth.75

Detailed examination of Table III. 9 reveals that per capita collections
in Minnesota in 1942 and 1953 under corporate and personal income,
property, gross earnings, alcoholic beverages, tobacco products, gasoline,
motor vehicles, and severance taxes76 were comparatively high, relative to
both the eight-state and the national averages. On the other hand, inheri
tance and gift tax receipts per capita, while approximately equal to the
eight-state average, were well below the per capita level for all state and
local governments. Receipts in Minnesota under the heading of miscel
laneous or "other" taxes were substantially less than the per capita average
for the eight states and were equal to less than half of the almost $15 per
capita for the nation as a whole. Most important, in terms of the per capita
sums involved, is the contrast between Minnesota and other states with
respect to the general sales tax. Average per capita sales tax receipts in
1953 in Iowa, lllinois, Missouri, and North and South Dakota amounted
to $21.37, while state and local governments as a whole realized $15.37
per capita from this source of revenue, making it second only to the prop
erty tax as a producer of revenue for state and local governments. It is the
one widely used and higWy productive tax that is not imposed in Minnesota.

The relative revenue importance of the various taxes is indicated in
Table III. 10. This Table casts considerable light upon several aspects of

75The percentages used in the text were computed from tax collections reported in
U.S. Department of Commerce, Bureau of the Census, State and Local Govemment
Revenue in 1953 (Washington, D.C., 1954), pp. 10-13 and personal income, by states,
as presented in Table 1, p. 15, of U.S. Department of Commerce, Office of Business
Economics, Survey of Current Business, September,. 1955. It should be noted that,
according to the former publication (p. 28), Minnesota ranked fifth in state and local
taxes per $1,000 of resident "income". The change from fifth to eighth is the result
of a change in Department of Commerce estimates of personal income which pro
vides "a coverage of the personal income flow that is at once both somewhat more
comprehensive and more precise". Survey of Current Business, op. cit., p. 13. More
over, the Census Bureau's data on local taxes are bast<d, in part, upon a sample
survey. This may explain a substantial proportion of the/difference between the $461
million in state and local tax receipts in Minnesota reported in its tables and the
$440 million figure obtained from the report of the Minnesota Public Examiner.

76The iron ore occupation and royalty taxes in Minnesota are classified as severance
taxes, as they are by the Census Bureau, although they do possess features which
resemble, in important respects, income taxes.

104 !
1



The Tax Structure in Minnesota
state and local taxation. With the exception of Missouri, in all eight of the
states under comparison the property tax is depended upon for more than
one half of total tax revenues, with Minnesota's 51.4 per cent lying some
what below the 54.4 per cent for the eight states but considerably above the
national average of 44.8 per cent. Moreover, while the relative importance
ofthe property tax declined generally between 1942 and 1953, the decline
was greater in the nation as a whole than it was in Minnesota or in the eight
state area. Within the eight states, with the exception of the sales tax in
the five states that imposed it, the individual income tax in Wisconsin and
Minnesota, and the gasoline tax in Nebraska and South Dakota, no other
single source of tax revenue accounted for as much as 10 per cent of com
bined state-local tax collections in 1953.

Tables III. 12 and III. 13 present data for state governments correspond
ing to those provided in Tables III. 9 and III. 10 for state and local govern
ments combined, while the per capita revenue receipts of local units of
government are presented in Table III. 14. Comparison between Tables
III. 12 and III. 14 indicates that, in general, state tax receipts increased,
between 1942 and 1953, substantially more than did local tax collections.
In Minnesota in 1953 per capita tax receipts of the State were, at $74.55,
considerably above the national average of $66.65 and highest in the eight
state area. On the other hand, per capita local tax revenues of $76.61,
while higher than the average for the nation as a whole and slightly above
the eight-state average of $75.35, were exceeded in 5 of the 8 states. Table
III. 14 demonstrates clearly the very heavy reliance of local governments
upon the property tax. For all local governments in the United States only
about 12 per cent of tax receipts were, in 1953, derived from non-property
tax levies. The corresponding percentage for the eight states under com
parison was approximately 6, while in Minnesota it was less than 4 per cent,
or about one-third of the national average.

In sharp contrast to the concentrated dependence of local governments
upon a single source of tax revenue, Tables III. 12 and III. 13 demonstrate
the extent to which the states rely upon a diverse group of taxes. In 1953
only the individual income tax accounted for as much as 20 per cent of
total state tax revenue in Minnesota, while among the seven neighboring
states only the individual and corporate income taxes in Wisconsin, the
property and gasoline taxes in Nebraska, the gasoline tax in South Dakota,
and the sales tax in Iowa, lllinois, Missouri, and North and South Dakota
produced more than 20 per cent of total state tax receipts.

The comparative picture of state and local revenues for the ,fifty-year
period, 1903 to 1953, is presented in Table III. 15. The data suggest that
per capita revenues, in Minnesota as in other states, have tended to increase
at a moderate rate except when major wars and periods of inflation have
intervened. Clearly demonstrated as well is the fact that comparatively high
per capita taxes are by no means a recent development in Minnesota. Since
1903 per capita state and local tax collections in this State have exceeded
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Table ill. 12. Per Capita Revenues of State Government, Eight States, 1942 and 1953

llli- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue nois sin sota Iowa souri braska Dakota Dakota 8 states states

(in dollars)
(rank order appears in parentheses)

Taxes

General property
1942 ............. 0.04(8) 4.74(2) 3.99(4) 1.75(5) 1.21(6) 4.65(3 ) 8.08(1) 0.48(7) 3.12 2.01
1953 .......... - .. 0.05(8) 5.63(2) 3.84(4) 0.05(7) 1.79(5) 16.10(1) 5.26(3 ) 0.18(6) 4.11 2.31

Individual income
1942 ............. ... . 4.61(1) 3.68(2) 2.75(3) 1.94(4) . ... 1.67(5) 0.64(6) 2..55 1.85
1953 ............. ... . 18.20(1 ) 15.44(2) 6.99(3) 6.32(4) . ... 5.73(5) . ... 10.54 6.12

Corporate income.....
1942 ............. 7.47(1) 2.69(2) 0.45(4) 0.54(3 ) 2.79 2.030 .. -. ... . .... . ....

0"1 1953 ............. 14.55(1 ) 5.31(2) 0.89(4) . ... . ... 1.56(3 ) 0.23(5) 4.51 5.12... .

Inheritance and gift
1942 ........... __ 1.04(2) 1.34(1 ) 0.53 (4) 0.60(3) 0.39(5) 0.02(8) 0.15(6) 0.14(7) 0.53 0.83
1953 ............. 1.38(3) 2.23(1) 1.13(4) 1.78(2) 0.81(6) 0.25(8) 0.27(7) 0.94(5) 1.10 1.40

Gross earnings
1942 ............. 1.62(2) 0.30(3 ) 3.51(1) ... . . ... . ... . ... 0.01(4) 1.36 0.74
1953 ............. 3.27 (2) 1.70(3 ) 5.97(1) . ... 0.02(5) 0.01 (6) . ... 0.05(4) 1.84 1.57

Insurance
1942 ............. 0.98(1 ) 0.81(4) 0.86(3 ) 0.74(5) 0.90(2) 0.49(8) 0.52(7 ) 0.55(6) 0.73 0.84
1953 ............. 2.06(2) 1.81 (7) 1.92(3) 1.85(4) 2.12(1) 1.83(5) 1.64(8 ) 1.82(6) 1.88 2.02

Alcoholic beverages
1942 ............. 2.99(1) 2.21(4) 2.25(3) 0.45(7) 1.32(6) 1.61(5) 2.71(2) 2.25(3 ) 1.97 1.90
1953 ............. 2.70(5) 3.56(4) 4.80(1) 1.20(8) 1.45(7) 2.07(6) 4.69(2) 4.00(3 ) 3.06 2.94
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Table ill. 12 (Continued)

Illi- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue nois. sin sota Iowa souri braska Dakota Dakota 8 states states

(in dollars)
(rank order appears in parentheses)

Taxes

Tobacco products
1942 ............. 1.58(1) 1.30(2) ....... 0.95(5) .. ...... . ...... 1.07(4) 1.15(3) 1.21 0.97
1953 ............. 3.43(3) 3.02(4) 3.84(2) 1.96(7) ....... 3.00(5) 5.65(1) 2.67(6) 3.37 2.96

Gasoline
1942 ............. 5.62(7) 7.43(4) 7.49(3) 6.19(5) 3.66(8) 9.82(1) 6.06(6) 8.30(2) 6.82 7.00
1953 ............. 10.80(6) 10.42(7) 13.09(4) 12.07(4) 8.33(8) 17.75(1) 11.83(5) 15.63(2) 12.49 12.75

General sales

"""' 1942 ............. 10.85 (1 ) 8.55(2) 7.57(3) 7.56(4) 6.33(5) 8.17 4.700 ........ .. ...... .. ......
-..J 1953 ............. 22.82(2) 23.19(1) 21.60(3) 20.40(4) 18.82(5) 21.37 15.37.. , .... .. ...... .. ......

Motor vehicles
1942 ............. 3.48(4) 5.38(1 ) 3.79(3) 5.25(2) 3.19(6) 0.77(8) 3.46(5) 1.83(7) 3.39 3.03
1953 ............. 7.37(5) 8.58(4) 8.83 (3) 13.02(1 ) 5.40(6) 1.63(8) 11.15(2) 4.16(7) 7.52 5.99

Severance
1942 ............. 0.05(3) 0.02(4) 3.73(1) ........ .. .... .. ...... .. ...... 1.92(2) 1.43 0.46
1953 ............. ........ 0.04(3) 7.65(1) .. ...... .. ...... .. ..... .. ...... 0.98(2) 2.89 1.81

Other taxes
1942 ... .'-.~ ....... 1.01(4) 0.76(7) 0.86(6) 0.92(5) 1.07(3) 1.54(2) 0.71(8) 1.61 (1) 1.05 2.59
1953 ............. 3.27(3) 2.14(7) 2.73(4) 2.01(8) 2.76(6) 2.36(5) 3.14(2) 5.42(1) 3.02 6.30

Total taxes
1942 ............. 29.26(4) 36.37(1 ) 33.38(2) 28.60(5) 21.20(7) 18.91(8) 31.98(3) 25.75 (6) 28.18 28.95
1953 ............. 57.14(5) 71.88(2) 74.55(1) 65.01(4) 50.59(7) 45.01(8) 71.61(3) 54.89(6) 61.34 66.65
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Table III. 12. (Continued)

llli- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue nois sin sota Iowa souri braska Dakota Dakota 8 states states

(in dollars)
(rank order appears in parentheses)

Nontax revenue

Special assessments
1942 .............
1953 .............

Federal aid
1942 ............. 5.47(8) 6.19(6) 7.99(3) 5.58(7) 6.74(5) 7.60(4) 9.04(2) 10.30(1) 7.36 5.84
1953 ............. 12.80(8) 14.97(7) 18.91 (4) 17.20(6) 24.21(3) 17.90(5) 27.01(2) 30.44(1 ) 20.43 16.23

Other
..... 1942 ............. 0.58(8) 3.12(3) 3.86(2) 4.13 (1) 1.13(7) 2.77(5) 2.63(6) 2.97(4) 2.65 N.A.0
00 1953 ............. 2.53(8) 7.55 (6) 15.29(3 ) 11.41 (4) 3.08(7) 10.09(5) 39.76(1) 17.46(2) 13.40 N.A.

Total nontax
1942 ............. 6.05(8) 9.31(6) 11.85(2) 9.71(5) 7.87(7) 10.37(4) 11.66(3 ) 13.26(1 ) 10.01 N.A.
1953 .. ".......... 15.32(8) 22.52(7) 34.20(3) 28.61(4) 27.29(6) 27.99(5) 66.77(1) 47.90(2) 33.83 N.A.

Total revenue

Own sources
1942 ........ __ . .. 29.84(5) 39.49(1) 37.23(2) 32.73(4) 22.33 (7) 21.68(8) 34.60(3 ) 28.71(6) 30.83 N.A.
1953 ............. 59.67(6) 79.43 (3) 89.84(2) 76.42(4) 53.67(8) 55.10(7) 111.37(1 ) 72.35(5) 74.73 N.A.

All sources
1942 ............. 35.31(6) 45.68(1) 45.22(2) 38.31(5) 29.07(8) 29.28(7) 43.64(3) 39.01(4) 38.19 N.A.
1953 ............. 72.47(8) 94.40(4) 108.75(2) 93.62(5) 77.88(6) 73.00(7) 138.38(1) 102.79(3) 95.16 N.A.

Source: See Table III. 9.



Table ill. 13. Percentage Distribution of Tax Revenues of State Government, Eight States, 1942 and 1953

Illi- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue nois sin sota Iowa souri braska Dakota Dakota 8 states states

(rank order appears in parentheses)
General property

1942 ................ 0.1(8) 13.1 (3) 11.9(4) 6.1(5) 5.7(6) 24.6(2) 25.3(1) 1.9(7) 11.1 6.9
1953 ................ 0.1(7) 7.8(2) 5.1(4) 0.1 (7) 3.5(5) 35.8(1 ) 7.3(3) 0.3 (6) 7.5 3.5

Individual income
1942 ................ & ••• 12.7(1) 11.0(2) 9.6(3) 9.1** ........ 5.2** 2.5 (4) 9.0 6.4
1953 ................ ...... . 25.3(1) 20.7(2) 10.8(3 ) 12.5** ...... .. 8.0(4) ........ 16.2 9.2

Corporate income
1942 ................ 20.5(1 ) 8.1 (2) 1.6(4) ** ** 2.1 (3) 8.1 7.0....... . ...... .. ...... .. ........
1953 ................ 20.2(1) 7.1(2) 1.4(4) ** 2.2(3 ) 0.4(5) 6.3 7.7...... .. ...... .. ........

- Inheritance and gift
0

3.5(2) 3.7(1) 1.9(4)\0 1942 ................ 1.6(5) 2.1 (3) 0.1 (7) 0.5(6) 0.5(6) 1.7 2.9
1953 ................ 2.4(3 ) 3.1(1) 1.5(6) 2.7(2) 1.6(5) 0.6(5) 0.4(7) 1.7(4) 1.8 2.1

Gross earnings
1942 ................ 5.5(2) 0.8(3) 10.5(1) * :~~ * 2.8 2.5...... .. ........
1953 ................ 5.7(2) 2.4(3) 8.0(1 ) * * * 0.1(4) 2.3 2.4.......

Insurance
1942 ................ 3.4(2) 2.2(4) 2.6(3 ) 2.6(3 ) 4.2(1) 2.6(3 ) 1.6(6) 2.1 (5) 2.7 2.9
1953 ................ 3.6(3) 2.5 (7) 2.6(6) 2.8(5) 4.2(1) 4.1 (2) 2.3(8) 3.3(4) 3.2 3.0

Alcoholic beverages
1942 ................ 10.2(1 ) 6.1(6) 6.8(4) 1.6(7) 6.2(5) 8.5(3 ) 8.5 (3) 8.8(2) 7.1 6.6
1953 " '>;-............ 4.8(6) .' 5.0(5) 6.4(4) 1.8(8) 2.9(7) 4.6(3 ) 6.5(2) 7.3(1) 4.9 4.4

Tobacco products
1942 ................ 5.4(1) 3.6(3) ...... - 3.3(4) ....... .. ..... 3.3 (4) 4.5(2) 4.0 3.4
1953 ................ 6.0(3 ) 4.2(6) 5.2(4) 3.0(7) ...... 6.7(2) 7.9(1) 4.8(5) 5.4 4.4



Table III. 13 (Continued)

llli- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue nois sin sota Iowa souri braska Dakota Dakota 8 states states

(rank order appears in parentheses)

Gasoline
1942 ................ 19.2(6) 20.4(5) 22.4(3) 21.6(4) 17.3(8) 52.0(1) 19.0(7) 32.2(2) 25.5 24.3
1953 ................ 18.9(3 ) 14.5(7) 17.6(5) 18.6(4) 16.5(6) 39.4(1) 16.5(6) 28.5(2) 21.3 19.1

General sales
1942 ................ 37.1(1) ...... .. ........ 29.9(3 ) 35.7(2) .. ..... 23.6(5) 24.6(4) 30.2 16.2
1953 ................ 39.9(2) ...... .. ........ 35.7(3) 42.7(1) .. ...... 28.5(5) 34.3(4) 36.2 23.1

Motor vehicles
1942 ................ 11.9(4) 14.8(3 ) 11.4(5) 18.4(1) 15.1(2) 4.1(8) 10.8(6) 7.1(7) 11.7 10.4,... 1953 ................ 12.9(3 ) 11.9(4) 11.8(5) 20.0(1) 10.7(6) 3.6(8) 15.6(2) 7.6(7) 11.8 9.0,...

0
Severance

1942 ................ 0.2(3 ) 0.1(4) 11.2(1) ........ .. ...... .. ...... .. ...... 7.5(2) 4.7 1.6
1953 ................ ...... .. 0.1 (3) 10.3(1) ........ .. ...... .. ...... .. ...... 1.8(2) 4.1 2.7

Other taxes
1942 ... - - _.......... 3.5 (4) 2.1(8) 2.5(6) 3.2(5) 4.8(3) 8.1( 1) 2.2(7) 6.2(2) 4.1 8.9
1953 ................ 5.7(2) 3.0(8) 3.7(6) 3.1 (7) 5.4(3) 5.2(4) 4.8(5) 9.9(1) 5.1 9.4

Total taxes
1942 ... _......... ___ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0
1953 ................ 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0 100.0

*Less than 0.1 per cent.
"'*Individual and corporate income taxes not separated; see footnotes Table III. 9.

Source: See Table III. 9.



Table III. 14. Per Capita Revenues of Local Governments, Eight States, 1942 and 1953

llli- Wiscon- Minne- Mis- Ne- North South Average All
Source of Revenue nois sin sota Iowa souri braska Dakota Dakota 8 states states

Taxes (in dollars)

General property (rank order appears in parentheses)

1942 ........ 39.88(3 ) 38.53(5) 38.66(4) 38.13(6) 21.98(8) 31.21(7) 42.06(1) 40.73(2) 36.40 32.09
1953 ........ 70.22(6) 81.08(2) 73.79(4) 81.38(1) 41.67(8) 71.57(5) 64.35(7) 78.67(3) 70.34 56.92

Other
1942 ........ 3.66(1 ) 1.28(4) 1.23(6) 0.81 (7) 3.37(2) 2.87(3) 0.70(8) 1.26(5) 1.90 2.66
1953 ........ 8.01(2) 3.25(5) 2.82(6) 2.01(8) 10.08(1) 5.72(3) 2.45 (7) 5.71(4) 5.01 8.50

Total taxes
1942 ........ 43.54(1) 39.81(5) 39.89(4) 38.94(6) 25.35 (8) 34.08(7) 42.76(2) 41.99(3 ) 38.30 34.75
1953 ........ 78.23 (4) 84.33(2) 76.61(6) 83.39(3) 51.75(8) 77.29(5) 66.80(7) 84.38(1) 75.35 65.42

Nontax revenue
Special assessments

....... 1942 ........ 0.37(4) 0.38(3) 0.60(1) 0.36(5) 0.25(7) 0.33(6) 0.38(3) 0.39(2) 0.38 0.46

....... 1953 ........ 0.86(7) 2.12(5) 2.49(3) 3.43(2) 0.44(8) 2.26(4) 6.59(1) 1.94(6) 2.52 1.24.......
Intergovernmental

1942 ........ 9.15(5) 24.69( 1) 16.94(2) 13.31(3) 6.12(7) 11.18(4) 8.46(6) 4.18(8) 11.75 13.29
1953 ........ 18.07(6) 58.13(1 ) 40.48(2) 32.01 (3) 15.61(7) 29.06(4) 24.99(5) 11.06(8) 28.68 34.01

Other
1942 ........ 3.10(7) 7.45(1) 3.41(5) 3.56(4) 1.72(8) 3.21(6) 3.89(3 ) 4.72(2) 3.88 N.A.
1953 ........ 9.85(5) 15.08(2) 15.40(1 ) 12.78(4) 8.82(6) 13.64(3) 7.03(7) 6.09(8) 11.09 N.A.

Total nontax
1942 ........ 12.62(6) 32.52(1 ) 20.95(2) 17.23(3) 8.09(8) 14.72(4) 12.73(5) 9.29(7) 16.02 N.A.
1953 ........ 28.78(6) 75.33(1) 58.37(2) 48.22(3) 24.87(7) 44.96(4) 38.61(5) 19.09(8) 42.28 N.A.

Total revenue
Own sources

1942 ..... :'_ .. 47.01(4) 47.64( 1).- 43.90(5) 42.86(6) 27.32(8) 37.62(7) 47.03(3) 47.10(2) 42.56 N.A.
1953 ........ 88.94(6) 101.53(1) 94.50(3) 99.60(2) 61.01(8) 93.19(4) 80.42(7) 92.41 (5) 88.95 N.A.

All sources
1942 ........ 56.16(4) 72.33 (1) 60.84(2) 56.17(3) 33.44(8) 48.80(7) 55.49(5) 51.28 (6) 54.31 N.A.
1953 ........ 107.01 (5) 159.66(1) 134.98(2) 131.61 (3) 76.62(8) 122.25(4) 105.41(6) 103.47(7) 117.63 N.A.

Source: See Table TIL 9.



Table III. 15. Per Capita Revenues of State and Local Governments, Eight States, Selected Years, 1903 to 1953

Illi- Wiscon- Minne- Mis- Ne- North South A veragec Alld
Source of Revenue nois sin sotaa Iowaa soun braska Dakota Dakota 8 states states

Taxes (in dollars)

Property taxes (rank order appears in parentheses)

1903 ............. 10.41 (2) 9.26(4) 9.46(3 ) 9.23(5) 7.15(8) 7.47(7) 11.36(1) 8.13(6) 8.67 7.81
1913 ............. 11.76(1) 11.09(3) 11.14(2) 11.03(4) 9.53(7) 10.00(5) 9.56(6) 9.37(8) 10.44 12.05
1922 .. ___ . ___ . _.. 32.69(7) 39.45(6) 41.07(4) 39.57(5) 23.04(8) 41.11 (3) 41.58(2) 46.95(1) 38.18 30.55
1932 ............. 42.97(2) 42.33(4) 43.55(1) 37.81(5) 27.29(8) 33.65(7) 34.08(6) 42.38(3) 38.01 37.62
1942 ............. 39.92(5) 43.28(2) 42.65(3) 39.88(6) 23.19(8) 35.86(7) 50.14(1) 41.22(4) 39.52 34.80
1953 ....... __ .... 70.27(6) 86.70(2) 77.63(5) 81.43(3) 43.46(8) 87.67(1) 69.61 (7) 78.85(4) 74.45 59.21

Otherb

1903 ............. 1.71 (3) 1.95(1) 1.90(2) 1.05 (7) 1.51 (4) 1.07(6) 0.51(8) 1.27(5) 1.34 1.13
1913 ............. 2.57(2) 1.66(4) 3.01 (1) 1.30(5) 2.14(3 ) 1.12(6) 0.59(8) 0.89(7) 1.66 1.90
1922 ... - - .... _... 4.69(4) 6.72(2) 8.40 ( 1) 6.04(3) 4.65(5) 2.77(7) 2.83(6) 2.27(8) 4.80 6.39- 1932 ............. 9.60(6) 18.64(2) 13.93 (3) 23.19(1) 10.08(5) 8.80(7) 7.80(8) 10.33(4) 12.80 13.44- 1942 ............. 32.88(2) 32.90(1) 30.61 (3) 27.67(4) 23.36(7) 17.12(8) 24.61(6) 26.52(5) 26.96 30.20tv
1953 ............. 65.09(5) 69.53(2) 73.53 (1) 66.97(4) 58.88(7) 34.62(8) 68.81(3) 60.43(6) 62.23 72.84

Total taxes
1903 ............. 12.11 (1) 11.21 (4) 11.36(3 ) 10.28(5) 8.66(8) 8.54(7) 11.87(2) 9.40(6) 10.01 8.94
1913 ............. 14.33 (1) 12.75(3) 14.15(2) 12.33(4) 11.67(5) 11.12(6) 10.15(8) 10.26(7) 12.10 13.95
1922 ............. 37.38(7) 46.17(3) 49.47(1) 45.61 (4) 27.69(8) 43.88(6) 44.41(5) 49.22(2) 42.98 36.94
1932 ... ",' ........ 52.57(5) 60.97(2) 57.48(3) 61.00( 1) 37.37(8) 42.45(6) 41.88(7) 52.71(4) 50.81 51.06
1942 .... : ........ 72.80(4) 76~18(1) 73.26(3 ) 67.55(6) 46.55(8) 52.98(7) 74.75(2) 67.74(5) 66.48 65.00
1953 ............. 135.36(6) 156.23(1) 151.16(2) 148.40(3) 102.34(8) 122.29(7) 138.42(5) 139.28(4) 136.68 132.05

Nontax revenue
Special assessments

1903 ........ - - . - . 0.60(3) 0.34(5) 0.70(2) 0.44(4) 0.98(1) 0.22(7) 0.10(8) 0.26(6) 0.44 0.50
1913 ............. 1.79(2) 0.59(7) 1.44(3 ) 1.79(2) 2.21 (1) 0.60(6) 0.70(4) 0.62(5) 1.22 1.17
1922 ............. 3.38(3) 1.38(6) 3.94(2) 6.89(1 ) 1.33(7) 2.17(5) 2.38(4) 0.84(8) 2.79 1.89
1932 ............. 6.15(1 ) 2.08(4) 3.39(2) 1.90(6) 1.89(7) 2.47(3) 1.97(5) 1.09(8) 2.62 2.58
1942 ............. 0.37(4) 0.38(3) 0.60(1 ) 0.36(5) 0.25(7) 0.33(6) 0.3-8(3) 0.39(2) 0.38 0.47
1953 ............. 0.86(7) 2.12(5) 2.49(3) 3.43(2) 0.44(8) 2.26(4) 6.59(1 ) 1.94(6) 2.52 1.24
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Table III. 15. (Continued)

Illi- Wiscon- Minne- Mis- Ne- North South Averagec Alld
Source of Revenue nois sin sota:t Iowa:! souri braska Dakota Dakota 8 states states

(in dollars)

Federal aid (rank order appears in parentheses)

1903 ............. 0.04(3 ) 0.03 (4) 0.04(3 ) 0.04(3 ) 'O .... 0.07(2) 'O .... 0.15(1) 0.06 0.03
1913 ............. 0.03 (3) 0.05(2) 0.05(2) 0.05(2) * 0.11(1) * 0.05(2) 0.04 0.03
1922 ............. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
1932 ............. 1.28(8) 1.83(6) 2.23(4) 1.80(7) 2.16(5) 3.76(3 ) 4.95(2) 5.62(1) 2.95 2.00
1942 ............. 5.47(8) 6.19(6) 7.99(3) 5.58(7) 6.74(5) 7.60(4) 9.04(2) 10.30(1) 7.36 5.96
1953 ............. 12.80(8) 14.97(7) 18.91(4) 17.20(6) 24.21(3) 17.90(5) 27.01(2) 30.44(1 ) 20.43 16.23

~ Other revenue
~

w 1903 ............. 0.83(8) 0.92(6) 1.66(2) 0.89(7) 1.20(5) 1.37(4) 1.43 (3) 2.11(1) 1.25 N.A.
1913 ... __ ........ 2.15(4) 1.60(7) 2.93(3) 1.23 (8) 1.85(5) 1.82(6) 3.64(1 ) 3.56(2) 2.35 N.A.
1922 ........... '.. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
1932 ............. 6.18(7) 8.95(1) 8.80(2) 6.28(6) 4.41 (8) 6.72(5) 8.10(4) 8.54(3 ) 7.25 N.A.
1942 " _.......... 3.68(6) 10.56(1) 7.26(3) 7.68(2) 2.85(7) 5.97(5) 6.53 (4) 7.68(2) 6.53 N.A.
1953 ............. 12.37(7) 22.63(6) 30.68(2) 24.18(3 ) 11.92(8) 23.72(4) 46.78(1) 23.55 (5) 24.47 N.A.

Total nontax revenue
1903 ............. 1.47(5) 1.29 (8) 2.40(2) 1.37(6) 2.18(3 ) 1.66(4) 1.53 (7) 2.52(1) 1.75 N.A.
1913 ............. 3.97(5) 2.24(8) 4.43(1) 3.07(6) 4.06(4) 2.53(7) 4.34(2) 4.23 (3) 3.61 N.A.
1922 ............. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
1932 ............. 13.61(4) 12.86(6) 14.42(3 ) 9.98(7) 8.46(8) 12.95(5) 15.02(2) 15.25(1) 12.82 N.A.
1942 ..':............ 9.52(8) 1-7.13(2) 15.85(4) 13.62(6) 9.84(7) 13.90(5) 15.95(3 ) 18.37(1) 14.27 N.A.
1953 ............. 26.03 (8) 39.72(6) 52.08(3) 44.81 (4) 36.57(7) 43.88(5) 80.38(1) 55.93(2) 47.42 N.A.
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Table III. 15 (Continued)

Illi- Wiscon- Minne- Mis- Ne- North South AverageC Alld
Source of Revenue nois . sin sotaa Iowaa souri braska Dakota Dakota 8 states states

Total revenue (in dollars)

Own sources (rank order appears in parentheses)

1903 ............. 13.54(2) 12.47(3) 13.72(1 ) 11.61(6) 10.84(7) 10.13(8) 13.40(4) 11.77(5) 11.70 N.A.
1913 ............. 18.27(2) 14.94(5) 18.53(1) 15.35(4) 15.73(3) 13.54(8) 14.49(6) 14.44(7) 15.67 N.A.
1922 ............. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
1932 ............. 64.90(4) 72.00(1 ) 69.67(2) 69.18(3) 43.67(8) 51.64(7) 51.95(6) 62.34(5) 60.68 N.A.
1942 ............. 76.85(4) 87.12(1 ) 81.12(3) 75.59(6) 49.65(8) 59.28(7) 81.66(2) 75.81(5) 73.39 N.A.
1953 _............ 148.59(6) 180.98(3) 184.33(2) 176.01(4) 114.70(8) 148.27(7) 191.79(1) 164.77(5) 163.67 N.A.

All sources- 1903 ............. 13.58(2) 12.50(3 ) 13.76(1) 11.65(6) 10.84(7) 10.20(8) 13.40(4) 11.92(5) 11.76 N.A.-~ 1913 ............. 18.30(2) 14.99(5) 18.56(1) 15.40(4) 15.73(3) 13.65(7) 14.49(6) 14.49(6) 15.71 N.A.
1922 ............. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A. N.A.
1932 ............. 66.18(5) 73.83 (1) 71.90(2) 70.98(3) 45.83(8) 55.40(7) 56.90(6) 67.96(4) 63.63 N.A.
1942 ............. 82.32(5) 93.31(1) 89.11 (3) 81.17(6) 56.39(8) 66.88(7) 90.70(2) 86.11(4) 80.75 N.A.
1953 ............. 161.39(7) 195.95(3) 203.24(2) 193.21(5) 138.91(8) 166.17(6) 218.80(1) 195.21(4) 184.10 N.A.

*Less than'-D.Ol cents. .
aNet revenue from liquor stores included for Iowa and Minnesota in 1942 and 1953.
bIncludes revenue from licenses and fees.
cThe 8-state average is the average of the states per capita revenues.
dThe all states figures were obtained by dividing the total collections by the population of the U.S.A.

Sources: 1. See Table III. 9 for 1942 and 1953.
2. U.S. Department of Commerce, Bureau of the Census, Wealth, Debt, and Taxation: 1903; 1913, Volume 1I; Wealth,

Public Debt, and Taxation: 1922; Financial Statistics of State and Local Governments: 1932 (Washington, D.C.).
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T he Tax Structure in Minnesota
the average of the eight-state per capitas and the national average as well.
In total tax receipts per capita Minnesota has never ranked lower than third
among the eight states.

Tax Collections and Tax Burdens
Comparatively high tax collections per capita or a high ratio of state and

local taxes to personal income received in the State are frequently identified
with a heavy tax "burden". A careful approach to the measure of burdens
imposed by state and local governments suggests, however, that such easy
identification is unwarranted. For the individual, business firms, or the com
munity as a whole, the amounts paid in taxes are offset, in varying degrees,
by the value of the governmental services financed. "Taxes", as Justice
Oliver Wendell Holmes said, "are what we pay for civilized society...."77

Furthermore, per capita tax collections, useful as they are for purposes
of comparing the revenue productivity of the tax structures of governmental
units, indicate only the arithmetic mean arrived at by dividing total receipts
by population. They say nothing directly about either the tax cost of doing
business in a particular state or municipality or the amount of taxes borne
by anyone person or group of persons. The arithmetic mean or average
amount paid in state and local taxes mayor may not be a good indication of
the "typical" or "normal" amount paid. Much depends upon the manner in
which the tax load is distributed among persons and business firms. This
distribution, in turn, depends upon the nature of the tax structure. For ex
ample, although the per capita amount of taxes paid in a state is high, if the
tax structure consists exclusively of taxes on cigarettes, alcoholic beverages,
and incomes in excess of $5,000, the non-smoking teetotaler whose income
does not exceed $5,000 pays nothing. Similarly, while in the past three years
companies engaged in iron mining in Minnesota have paid an average of
about $50 million per year in occupation, royalty and property taxes, and
thus have added some $17 "per capita"78 to state and local taxes, this does
not in fact contribute toward making Minnesota a "high tax" state in which
to live or engage in business other than iron mining. '

Finally, to the taxpayer the relevant question is not "how much do I pay
in taxes to the state and its local subdivisions?", but "how much do these
taxes add to my total tax bill, federal, state and local?". The answer to the
latter question is influenced directly by the fact that payment of most state
and local taxes ordinarily reduces the size of the federal income tax base
of the individual or corporation and thus reduces substantially the im
portance of absolute dollar differences in state and local tax liabilities.

77Compania General de Tabacos de Filipinas v. Collector of 111tej'~/(/1 Revenue,
275 U.S. 100.

78Reference to Table III. 9 indicates that deduction of this amount per capita
would reduce state and local taxes in Minnesota to a level very close to that for
all state and local governments in the United States as a whole. The validity of this
conclusion is somewhat questionable, however, because similar deductions might be
taken for other states.
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Since deductibility of these taxes is available to taxpayers in all states,
relative differences may remain more or less unaffected, but it seems likely
that the absolute differences are, to the taxpayer, the more relevant ones.

Current comparisons and indications of trends in state and local taxa
tion in Minnesota and other states, such as we have drawn in this chapter,
are of importance for purposes of gaining an understanding of the tax
structure of the State, an understanding which should provide some help
and guidance toward arriving at policy conclusions. But they do not pro
vide, in themselves} easy and acceptable answers to questions of state and
local tax policy.

,
,/
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CHAPTER IV

Taxes and Industrial Location

The Problem of Measurement
While many sweeping pronouncements have been made with reference

to the effect of area differentials in taxation on industrial location, very little
careful testing of the usual generalizations has been done. The common
impression (or fear) is that a state or locality will readily attract or repel in
dustry depending on whether its tax structure is discriminatory or lenient
toward industry. This thesis has not been either validated or repudiated by
anything even resembling indisputable evidence. A modest number of
studies have been made, but the results are ambiguous or tenuous, at best.
The explanation for the strange absence of any "breakthrough" in the
analysis of a question of such widespread concern will become clearer after
a brief review of the inherent difficulties involved.

A firm is neither deterred from entering a "high-tax" state nor encour
aged to enter a "low-tax" state if the taxes in question would not be levied
on it. In short, the composition of the tax structure is more fundamental to
locational decisions than any over-all index such as state and/or local taxes
per capita or as a per cent of income. The machinery manufacturer may
be indifferent to the level of mineral taxes but sensitive to the level of real
property taxes; the wholesaler may be indifferent to the level of real prop
erty taxes but sensitive to the level of personal property taxes; the iron ore
producer may be indifferent to the level of personal property taxes but
sensitive to the level of mineral taxes; and all three may be indifferent to
the level of residential property or sales taxes.

THE TAX "BURDEN"

At the outset, a more realistic and specific measure of the industrial tax
"burden" is a basic prerequisite to the analysis of the effect of taxation on
industrial location. This presents a number of difficulties.

First, the statistical problem of separating taxes paid (and ultimately
borne) by busin.ess from "other" tax levies often requires better data than
are easily available. Second, and more fundamental, economic theory has
not yet progressed to a state which would allow final judgments to be made
on the shifting and incidence (functional and geographical) of the various
taxes (that is, who is the ultimate bearer of the tax?). Thus, in the half-light
of present knowledge of tax incidence, the allocation of taxes has to be
somewhat tentative.

Further, as most students of taxation and industrial location admit, al
though invariably with only passing reference, tax "levels" and tax "bur-
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dens" are not interchangeable concepts. Public revenues from "business
taxes" may be used to inaugurate or improve public services that are at
least partial substitutes for certain private business expenses, for example,
police and fire protection, good streets and highways, and so forth. Or,
alternatively, the public services may increase productivity, either directly
via good general and vocational educational facilities or indirectly via an
attractive, healthful community. Just as firms which migrated to the South
often found that low wage rates do not necessarily mean low labor costs,
so high tax rates do not necessarily mean high-cost production.

Finally, direct comparisons of statutory tax rates are not very meaning
ful unless good evidence exists of similarity in the provisions and enforce
ment of the tax laws. Exemptions, alternative tax bases available at the
option of the taxpayer, unrealistic valuations of property and other such
inequalities in administration all weaken the comparability of formal, pub
lished rate schedules. Unfortunately, these subtleties of practice are almost
impossible to evaluate.

THE IMPORTANCE OF TAXES AS A COST

Tax-burden measurement aside, the equally difficult problem of "relative
magnitudes" arises. State and local taxes are generally only a small part
of the total costs of production.1 This fact has led some analysts of the prob
lem to conclude that, if state and local taxes are quantitatively dwarfed by
other costs, they must, perforce, have only a negligible influence on indus
trial location. The opposing point of view is that what is relevant is not the
absolute size of tax costs relative to other costs of production but, rather,
the high degree of inter-area variability of tax costs.

Both the range and average deviation of tax costs are much larger
than the range and deviation of many costs which are a larger part

lA study of the tax cost of corporations doing business in Pennsylvania in 1947
revealed that the state corporate net income tax plus the capital stock tax (for
domestic corporations) or the franchise tax (for foreign corporations doing business
in Pennsylvania) varied from 0.19 per cent of total costs for wholesale trade to 2.37
per cent for real estate corporations, with an over-all average of 0.55 per cent. Manu
facturing was at about the median, with tax cost equal to 0.71 per cent of total costs.
Notice should be taken of the fact that neither real nor personal property taxes are
included in the computations. Jesse Burkhead and Donald Steele, "The Effect of
State Taxation on the Migration of Industry", The Journal of Business (The Univer
sity of Chicago), July, 1950, pp. 167-72.

The Twin City Business Executives' Research Committee in a questionnaire survey
of Minnesota manufacturers asked "what per cent of the total cost of your production
in 1953 consisted of the following state and/or local taxes?" The medians of the indus-
try medians of the responses were as follows: ,Per cent of total cost

Real property taxes , , ./ 0.67
Personal property taxes " , 0.80
Corporate income taxes , ,. 0.52
Other taxes (state and local) 0.43

Allowing for the greater inclusiveness of the Minnesota study, the results of these two
efforts are clearly compatible. Business Executives' Research Committee, 0[1. cit.}
pp.49-52.
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Taxes and Industrial Location
of total costs than are tax costs.... This cost variability is especially
important in locational analysis because expenses which are absolutely
uniform among prospective locations have no influence upon the choice
of plant sites.2

Those who feel that taxation is a significant locational factor attempt to
strengthen this latter position by pointing to the development of a national
money market and the reduction of regional interest rate differentials3 and
the spread of unionism and the narrowing of regional wage differentials. 4

Presumably, continually improving transportation will reduce absolute dif-
ferences in shipping costs. No refined and comprehensive data have been
produced, however, which demonstrate that state and local taxes are an
important contributor to inter-area production cost differentials.

A somewhat different rationale of the cost-importance of state and local
taxes is advanced by those who are interested in promoting the industrial
development of a particular area. Here the argument is that tax cost is not
only highly variable but, more important for policy, tax cost is highly
controllable. Certainly, it is easier to change the tax structure than to change
the basic economic, social and cultural attributes of a community. The ques
tion remains, however, as to the effectiveness of the tax change as industrial
promotional policy, not to mention the by-product problems of tax equity.

The quantitative smallness of state and local taxes as a cost, importance
>, aside, has a further ramification. Empirical studies often are inconclusive

or even potentially misleading. Imperfect knowledge and data, referred to
above, force the investigator to make rough approximations and, inevitably,
errors of estimation occur. While the inevitable errors in comparative pro
duction-cost studies for various regions may be absolutely small, even a
small absolute error in cost estimation may be very large relative to the
regional tax-cost differentials that exist. Hence, the margin of error may
be such that it becomes impossible to draw valid conclusions.

ISOLATING THE TAX EFFECT

Just as the relatively small size of tax costs makes comparative cost
studies difficult, similarly, the fact that taxes are only one of a multitude of
locational factors makes a broad inductive, aggregative technique difficult
to employ effectively. A number of analysts have attempted to quantify in
dustrial development and tax burden and to measure their correlation. 6

Without exception, the industrial-development indices have been question
able or ill-considered aggregations of income, population, production and
employment that are so general in nature that they reflect all economic

'2Joe S. Floyd, Jr., The Effects of Taxation on Industrial Location (The University
of North Carolina Press, Chapel Hill, 1952), p. 21. ./

3Edgar M. Hoover, The Location of Economic Activity (New York: McGraw
Hill Book Company, 1948), p. 69.

4Mollthly Labor Review, Vol. 66, No.5 (April, 1948), pp. 371-73.
5See Joe S. Floyd, Jr., op. cit., pp. 12-16, for a critical review of inductive studies

using correlation analysis.
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growth. The industry tax-burden indices are usually even less acceptable,
often being some odd conglomeration of such measures as all state and
local taxes as a per cent of income, per capita property taxes (including
residential) and the like.

But, beyond this, two additional glaring weaknesses are evident in the
correlation studies undertaken to date. First, all manufacturing activity is
lumped together (sometimes even all industrial activity of every kind). This
is almost certain to invalidate any results obtained because different regional
industrial structures (especially, some regions with a preponderance of the
rapidly-growing industries and vice versa) will almost invariably over
shadow regional tax differentials as a factor affecting the local rate of
growth. 6 Second, simple correlation has been employed exclusively. That
is to say, general manufacturing development and "tax burden" have been
compared, without reference to other developments occurring simultaneous
ly.7 Certainly, one would be justifiably hesitant in drawing inferences about
the growth of California and Florida in the postwar period from a simple
analysis of comparative tax policies.

The Importance of State and Local Taxes as a Cost to
Corporations Doing Business in Minnesota in 1953

Another estimate of the cost-importance of state and local taxes was
derived from data provided by the Minnesota Department of Taxation.

6An excerpt from a statistical study directed by M. H. Hunter will illustrate the
danger of drawing conclusions on the effect of taxes on industrial development of
"manufacturing" in general:

The general conclusion that must be reached, when ranks of general industrial
development are compared with the general tax burden for the period 1921 to
1929, is that there is little correlation between industrial development and the trend
of the tax burden. In Michigan, for example, we found the greatest industrial
development although at the same time she had the most rapidly increasing tax
burden. The state of Pennsylvania had a relatively low tax burden, yet the indus
trial growth was smaller than in any of the states except Minnesota and Massachu
setts. (Nine states were compared.) H. M. Hunter, "Effects of Taxation on the
Location of Industry", Proceedings of the Thirtieth A'nnual Conference of the
National Tax Associatioll (1937), pp. 183-84.
Obviously, Michigan, given the dynamic growth of the automobile industry in the

1920's, would have found it difficult, with anything short of a directly punitive tax
structure, to slow appreciably the rapid expansion of its economy. Conversely, Penn
sylvania, with a mature coal and steel economy, had passed through its most vigorous
growth and even the most favorable (to business) tax level and structure would not
suffice to offset the basic fact of its industrial maturity.

71n a recent study, increases in employment and value added by manufacture
(1947-52) were compared with the ratios of state and local taxes to residents' total
income (1950-51 and 1953) for the ten states ranking hiflhest and the ten ranking
lowest in this measure of tax "burden". Both employment 'and value added by manu
facture increased more in the high-tax than in the low-tax states for both tax years,
1950-51 and 1953. Business Executives' Research Committee, op. cit., p. 49.

This aggregative-inferential study, like its predecessors, not only does not sub
stantiate the claim that high taxes deter local industrial growth but, rather, links high
taxes and high state growth rates.
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Taxes and Industrial Location
The Department aggregated 6,860 individual firms doing business in Min
nesota into 179 industry classes (closely following the Census "three digit"
classification for manufacturing and a comparable aggregation in other
business) and supplied data on the gross receipts net income and total state
and local tax liabilities for these "industries" for the year 1953. The gross
receipts, net income and tax data used are an aggregate of the relevant
figures for all the operations of firms doing business in Minnesota, both
within and without the State. While separate gross receipts figures for
Minnesota operations only are available, net income attributable to and
state and local taxes incurred on Minnesota operations are not.

For convenience in presentation, the industry classes were further aggre
gated into 37 major industry groups (closely following the Census "two
digit" classification). Total state and local taxes were computed as a per
cent of industry gross receipts and net income, respectively, as presented
in Tables N. 1 and IV. 2. The significance of the finer industry classifica
tion is largely preserved by expressing, whenever possible, the range of
tax costs within each major industry group.

An analysis of the data in the Tables quickly discloses the not surprising
fact that the variation in total state and local taxes as a cost element is very
marked among major industry groups; perhaps somewhat less obvious is
the revelation that tax-cost importance is nearly as variable among indus
try classes within the same major industry group. Turning first to gross
receipts as a common denominator against which to assess the importance
of state and local taxes as a cost of doing business (Table N. 1) the promi
nent position of utilities at the top of the array is especially notable. The
high rank of bus and trucking service, however, is misleading because by
far the largest part of their tax costs is a quid pro quo for the special use
of public capital, the streets and highways, rather than a financial contri
bution to general government. To include gasoline and license taxes in the
measurement of tax "burden" is somewhat anomalous.

What may be surprising is the undistinguished position of the manufac
turing industries. Of the 17 manufacturing classifications listed, 7 exhibit
tax-to-gross-receipts ratios that exceed the median of all industries listed
and 10 fall below the median. An aggregate of all manufacturing shows
total state and local tax costs of only 0.82 per cent of gross receipts as
against 0.85 per cent for all industry. Manufacturing, by and large the most
geographically mobile of industries, appears to bear a state and local tax
load that is just slightly below the average for all industry.

The manufacturing data were further analyzed for relationships between
the magnitude of the state and local tax load on an industry agtl the record
of performance of that industry in Minnesota. The hypothesis here is that if
Minnesota is a "high-tax" state, as is often claimed, the industries for which
state and local taxes bulk largest may tend to be less represented in the
State. Specifically, adopting the finest industrial breakdown permitted by
the data (that analogous to the Census "three-digit" classification for the
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Table IV. 1. Total State and Local Taxes as a Per Cent of Gross Receipts for All
Corporations Doing Business in Minnesota, by Major Industry Group, 1953

Industry group

Number of
industry Number Group
classes of firms average

State and local
taxes as a

per cent of
gross receipts

Industry class rangeR
High Low

Electric light and power utilities.. 1
Telephone communicationb • . . . .• 1
Bus service 2
Real estate dealers, agents

and brokers . . . . . . . . . . . . . . . .. 4
Hotels 1
Gas utilities, heating and

illuminating " 1

Paper and allied products (mfg.). 4
Trucking service 1
Retail trade - general merchandise 5
Transportation equipment (mfg.). 9
Security dealers, investment

banking , . 4

Services allied to transportation .. 5
Business services 6
Rubber products (mfg.) 1
Chemicals and allied

products (mfg.) 7
Retail trade - automotive 5

Primary metal industries (mfg.) .. 6
Lumber and wood products,

except furniture (mfg.) 5
Printing and publishing and

allied industries (mfg.) 7
Personal services 7
Professional, scient. and control.

instruments (mfg.) 2

Warehousing and storage 4
Air transportation 2
Stone, clay and glass

products (mfg.) 6
Wholesale trade 13
Textile mill products (mfg.) 3

Furniture and fixtures (mfg.) 4
Apparel and other fabricated

textile prod. (mfg.) 5
Entertainment and recreation

services 7
Retail trade - apparel and

accessories 7
Machinery, except electrical (mfg.) 8

17
103
30

1,207
64

20

37
133
155
101

321

29
258

8

115
343

74

60

236
205

18

104
14

80
1,363

28

52

58

155

176
87

122

10.09
6.14
5.85

5.30
4.75

3.93

1.97
1.74
1.58
1.48

1.37

1.15
1.11
1.08

1.05
1.02

1.01

.85

.93

.89

.83

.81

.81

.76

.75

.72

.72

.7i

.65

.64

.63

6.66

8.53

1.98

1.68
2.42

4.53

5.85
1.72

1.34
1.30

1.16

1.09

4.00
1.89

.96

5.18
2.00

1.92
1.80
1.81

.78

.86

5.06

.94
1.89

2.92

1.56

0.92

0.42
0.54

0.25

0.24
0.45

0.59
0.28

0.69

0.54

0.25
0.45

.75

0.27
0.59

0.47
0.14
0.58

.64

.26

.50

.23

.53

o=f
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Taxes and Industrial Location
Table IV. 1 (Continued)

Products of petroleum and
coal (mfg.) ".. 2 10

Total reported 179 6,860

Number of
industry Number
classes of firms

State and local
taxes as a

per cent of
gross receipts

Group Industry class rangell
average High Low

.56 1.17 .35

.56 1.56 .45

.52 .65 .35

.50 2.00 .23

.41 1.76 .29

.32 .47 .20
-
.85

592

50

17
396
144

5

2
8
6

Industry group

Construction 13
Electrical mach., equip. and

supplies (mfg.) .
Leather and leather products

(mfg.) .
Food and kindred products (mfg.)
Retail trade - food and liquor

most part), tax loads were compared to degree of local specialization and
rate of local growth relative to national specialization and rate of growth,
respectively, industry by industry. The summarized results are shown
below:

llThe range is limited to high and low values for industry classes containing 3 or
more firms.

bDoes not include Northwestern Bell Telephone Company and approximately 4
other telephone companies.

Source: Derived from data supplied by the Minnesota Department of Taxation,
August, 1956.

The ratio of state and local taxes to gross receipts appears to be mildly
associated, inversely, with the degree of local development of the manufac
turing industry and more closely associated, inversely, with its/rate of local
development. These results suggest, not prove, that the combined level of
state and local taxes on manufacturing in Minnesota have had a deterrent
effect on the development of manufacturing here. Even apart from the ever
necessary caution that association does not establish causation, the preced
ing inferences follow only to the extent that Minnesota is a relatively high-
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0.97
1.18
1.26
1.40

Growth of
employment
Minn.lU.S.

1940-50

Industry group average

0.68
0.35
0.74
1.25

Index of
specializa
tion, 1950

4
7

11
11

Number
of

industry
classes

1.52-2.00
0.98-1.16
0.67-0.93
0.17-0.57

State and local
taxes as a per
cent of gross

receipts
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tax state. On the other hand, if Minnesota is a low-tax state, the expected
relationship of the variables would be reversed; the high-tax-cost industries
would show the greatest local growth relative to the national average rate,
if a prima facie case for taxes as a significant locational factor is to be
established.

While gross receipts is, on the whole, the best frame of reference against
which to assess the importance of taxes as a cost, it too has limitations.
State and local taxes claiming 1 per cent of gross receipts may be either
negligible or very distressing to the firm, depending on the size of its "profit
margin" (profits as a per cent of gross receipts). An industry, for instance,
in which the value of the product only slightly exceeds the value of the
embodied raw materials and in which, therefore, the profit margin is nar
row, food processing, for example, may be much more concerned about a
given tax-to-sales-ratio than, say, metals or machinery manufacturers, with
a relatively higher "value added". This is, in fact, borne out by a compari
son of the relative ranking of these industries in the preceding Table with
their places in Table IV. 2, wherein state and local taxes are related to net
income.

The shortcomings of using net income as a common denominator in the
evaluation of the relative importance of taxes to various industries is that
short-lived conditions temporarily affecting the profitability of an industry
can easily distort the picture beyond recognition. This is especially true
when the comparison is founded on a short time period, such as the single
year ratio used here. Noteworthy and more trustworthy, due to aggregation,
is the evidence that, on the average, state and local taxes paid everywhere
command about 19 per cent of total net income after taxes of firms doing
business in Minnesota. Deductibility of such taxes from the federal income
tax base suggests that the net cost to these firms of state and local taxes is
about 10 per cent of net income.

Whether state and local taxes should be related to gross receipts or net
income usually depends on the purpose of the analysis, although often
either frame of reference is acceptable if the applicatiOIi is consistent. Those
who employ net income as the base, perhaps merely to magnify the size of
the tax load - 18.6 per cent of net income is more alarming than 0.85 per
cent of gross receipts, would do well to consider transportation, labor, capi
tal, materials, power, heating and construction cost differentials in the same
context. Still, highlighting the fact that state and local taxes bulk almost
one-fifth as large as profits for business in general and much higher for
some serves the useful purpose of reminding the public and their legislative
representatives to proceed deliberatively in matters of business tax policy.

/
Regional Variation in Industrial State and Local Tax Liabilities

To round out this analysis of relative state and local tax bills and indus
trial location, attention is now transferred from the immediately preceding
aggregative-inferential material to a more direct, inductive approach. An
attempt will be made to approximate the total state and local tax bills of a
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Table IV. 2. Total State and Local Taxes as a Per Cent of Net Income for All Corporations Doing Business in Minnesota,
by Major Industry Group, 1953

Industry group

Number of
industry
classes

Number
of

firms
Group
average

State and local taxes as
a per cent of net income

Industry class rangea

Low High

Bus service " " 2
Textile mill products 3
Gas utilities, heating and illuminating 1
Rubber produc~ 1
Hotels : ' 1

...... Electric light and power utilities 1
~ Real estate dealers, agents and brokers 4

Trucking service 1
Apparel and other fabricated textile produc~ (mfg.) 5
Retail trade - general merchandise 5

Warehousing and storage. . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4
Services allied to transportation . . . . . . . . . . . . . . . . . . . . . . . . 5
Transportation equipment (mfg.) 9
Retail trade - food and liquor . . . . . . . . . . . . . . . . . . . . . . . . . 6
Personal services 7

Paper and allied products (mfg.) 4
Retail trade - apparel and accessories '.' . " " . . . 7
Food and kindred"products . . . . . 8
Telephone communicationsb •......................... 1
Leather and leather products (mfg.) 2

30
28
20

8
64

17
1,207

133
58

155

104
29

101
144
205

37
176
396
103

17

2,209.2
172.0
100.1
98.4
85.3

66.7
57.9
56.4
51.2
46.1

45.3
44.3
44.9
43.5
41.3

41.2
33.9
32.2
29.9
28.3

353.3
14.3

14.8

19.3
24.2

16.8
15.2
17.9
20.0
28.2

22.4
19.4
14.9

17.9

6,133.1
832.9

79.5

162.9
68.8

109.7
398.6

3,259.3
179.6
72.1

30.1
172.3
81.6

34.8



Table IV. 2. (Continued)

Professional, scient. and control. instruments (mfg.) 2
Retail trade - automotive 5
Chemicals and allied products (mfg.) 7
Printing and publishing and allied industries . . . . . . 7
Construction 13

Furniture and fixtures (mfg.) _. _.. _. _. . . . . . . . . . . . 4
Wholesale trade . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 13

.... Business services 6
~ Electrical mach., equip. and selling supplies (mfg.) 5

Products of petroleum and coal (mfg.) 2

Primary metal industries (mfg.) 6
Lumber and wood products, except furniture (mfg.) 5
Air transportation _. . . . . . . . . . . . 2
Security dealers, investment banking 4
Stone, clay and'_g!ass products (mfg.) 6

Entertainment and recreation services 7
Machinery, except electrical (mfg.) 8

Total reported 179

Industry group

Number of
industry
classes

State and local taxes as
a per cent of net income

Number Industry class range l1

of Group
firms average Low High

18 24.1 15.1 47.9
343 19.8 19.7 46.8
115 19.0 11.4 230.2
236 18.7 8.2 128.3
592 17.5 6.0 44.9

52 16.9 8.6 35.1
1,363 16.4 11.6 58.4

258 15.8 5.8 100.9
50 15.0 9.0 229.6
10 14.1 8.4 21.6

74 13.4 6.4 33.8
60 13.3 8.0 36.9
14 11.6 7.5 89.2

321 9.4 4.2 11.7
80 9.8 7.7 35.9

155 7.3 5.2 412.7
87 6.3 6.2 68.1-- --

6,860 18.6

nThe range is limited to high and low values for industry clas~es containing 3 or more firms.
bDoes not include Northwestern Bell Telephone Company and approximately 4 other telephone companies.

Source: Derived from data supplied by the Minnesota Department of Taxation, August, 1956.
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Taxes and Industrial Location
hypothetical firm, alternately located in Minnesota and various neighboring
states.

REGIONAL PROPERTY TAX DIFFERENTIALS

Probably the most difficult interstate tax-cost comparison is that of rela
tive property tax liabilities. Here, especially, a direct comparison of the
nominal tax rate schedules is most unsatisfactory. As stated in the letter
accompanying a questionnaire sent by the Minnesota Tax Study Committee
to 70 firms doing business in Minnesota:

It is ordinarily possible to compute the amounts payable on any as
sumed tax base by reference to the laws and regulations governing the
tax. In the case of real and personal property taxes, however, varying
assessment practices make it exceedingly difficult, if not impossible,
to determine effective rates. In order, therefore, to obtain a com
parable measure of the relative magnitude of property taxes in Minne
sota it is necessary to approach directly a representative group of
business taxpayers.

Firms surveyed were requested to:
... state the tax paid per dollar of book value of taxed property
located at places other than your principal location in Minnesota as
a per cent of the tax paid per dollar of book value at that location in
Minnesota.

Their attention was directed particularly to the 8 states used throughout
this study.

The results of the survey are compiled in the three Tables which follow.
Tables IV. 3 and IV. 4 detail the indices of state and local property tax pay
ments per dollar of book value at out-of-state locations relative to that
at the firm's principal Minnesota location for manufacturing and trade,
respectively. The impression that a relatively heavy property tax load is
imposed on Minnesota operations is immediately apparent. In only one
instance is the local property tax liability exceeded in any of the other 7
states - South Dakota's tax on trade realty and personalty. Otherwise, the
figures indicate that Minnesota manufacturing operations bear property
taxes ranging from slightly greater to roughly four-fold those prevailing in
neighboring states, averaging almost twice the level of the latter. In whole
sale and retail trade the interstate variation is greater, but neighboring states
still have effective local property tax rates that, on the average, attain only
about 70 per cent of the Minnesota level.

The frequent arbitrariness, or worse, of property tax assessments is re
sponsible for much of the wide range of tax-cost indices evident in most
of the states. The wide dispersion of the indices relative to thei/mean value
not only serves as a caution in interpretation and use of the data, especially
for predictive purposes, but also provides eloquent testimony in support of
the need for going beyond the published rate schedules, as has been done
here.
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Table IV. 3. Index of State and Local Property Taxes Paid per Dollar of Book Value

for Manufacturing Operations in Minnesota and Selected States and Regions, 1955

State or
Region*

Number of
returns Mean

Indexn

Range

Minnesota 100

Manufacturing - land
Iowa ,.,............... 10
Wisconsin 11
South Dakota . . . . . . . . . . . . . . . . . . . 5
Illinois 14
North Dakota 5
Nebraska 7
Missouri 9

and improvements
72
71
64
58
50
48
45

28 - 213
37 - 206
17 - 66
7 -136

20 - 115
25 - 71
25 - 90

'. -'~~-"--.=--~==~-_.............._-----_......

·

·1·.·.'·:

~

~.

:f

*:~ I

27 - 209
25 - 91
22 - 116

19 - 206
38 - 107
5-213

25 - 114
25 - 73

6 -160
3 - 103

46 - 161
9 - 67

18 - 42

25 - 53
18- 44
25 - 46

34 - 206
19 - 213
10 - 106
19 - 68
20 - 73

7 - 107
12 - 34

48
34
32

90
40
33

tangible personalty
82
80
48
48
44'
39
23

65
54
52

6
5
6

4
6
3

6
7
5
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Manufacturing - inventories
Wisconsin 12 78
North Dakota 5 67
Iowa 10 65
South Dakota . . . . . . . . . . . . . . . . . . . 4 62
Nebraska ,............. 9 45
Missouri 11 41
lilinois 18 41

West , .
South .
East , .

*The Regions used are those adopted by the U.S. Bureau of the Census, except that
"East" includes Ohio, Michigan and Indiana and "West" includes Kansas.

uThe mean index shown for each state other than Min/lesota is the arithmetic
average for all plants reported in the state, each plant index/being based on the ratio
of property tax paid to book value at the firm's principal location in Minnesota. It
was not possible to obtain a meaningful range for Minnesota locations.

Source: Data derived from a questionnaire survey of multiplant firms doing busi
ness in Minnesota and at least one other state, conducted by the Minnesota Tax
Study Committee, July, 1956.

Manufacturing - other
Wisconsin . , . . . . . . . . . . . . . . . . . . . . 9
Iowa '" .. . 6
Illinois 15
North Dakota ,........ 3
Nebraska 5
Missouri :........... 7
South Dakota 2

East .
West .
South .

South .
East .
West .

;~ ).



Taxes and Industrial Location
Table IV. 4. Index of State and Local Property Taxes Paid per Dollar of Book Value

for Wholesale and Retail Trade Operations in Minnesota and Selected States
and Regions, 1955

..

State or
Region*

Minnesota

Number of
returns Mean

100

Indexll

Range

Wholesale and retail trade - land and improvements
South Dakota 3 137
Iowa 3 82
North Dakota 2 75
Wisconsin .. . . . . . . . . . . . . . . . . . . . . 4 68
Missouri 3 48
Illinois 2 29
Nebraska .

56 - 206
33 - 136
30 - 120
58 - 80
45 - 55
16 - 42

East 3
West.... .. . . .. 4
South 2

62
50
40

48 - 82
28 - 82
33 - 46

Wholesale and retail trade - inventories
South Dakota 9
North Dakota -. . 7
Iowa 8
Wisconsin . . . . . . . . . . . . . . . . . . . 7
Nebraska 3
Missouri 5
Illinois 3

and other tangible personalty
120 53 - 248
92 37 - 131
82 61 - 118
72 49 - 85
56 43 - 73
32 6 - 53
32 26 - 39

East .
West .
South .

3
4
2

62
54
S4

53 - 73
41 - 62
38 - 69

*The Regions used are those adopted by the U.S. Bureau of the Census, except
that "East" includes Ohio, Michigan and Indiana and "West" includes Kansas.

llSee footnote to Table IV. 3.

Source: Data derived from a questionnaire survey of multiplant finns doing busi
ness in Minnesota and at least one other state, conducted by the Minnesota Tax Study
Committee, July, 1956.

The few scattered reports from states beyond the 7 specified in the ques
tionnaire indicate substantially the same general relationships. Minnesota
operations, in fact, appear to be at an even slightly greater property tax
cost disadvantage in the national frame of reference, averaging about twice
the effective property tax rates reported in these few geographically scat
tered returns.

The use of the "principal Minnesota location" as the base J)f the inter
state property tax cost comparisons introduces the possibility of a bias in
the sample. In a majority of cases the principal Minnesota location was
either Minneapolis or St. Paul; the out-of-state locations were largely in
areas of lesser population concentration. To be sure that the foregoing
results do not largely reflect the comparison of a large metropolitan loca-
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tion in Minnesota with, on the average, smaller urban areas elsewhere, a
separate large-urban-area analysis is added. In Table N. 5 state and local
property taxes paid per dollar of book value in the Twin Cities are com
pared with those of other cities of over 100,000 population.

The small number of observations available for most of the cities pre
vents the drawing of any hard and fast conclusions on the tax load of indi
vidual cities. But an over-all impression can be drawn with reasonable
confidence. Again, the local tax load seems to average about double that
imposed elsewhere. Only Dallas, Texas, and to a lesser extent Milwaukee,
Wisconsin, appear to even approach the effective property tax rate levied
on business in the Twin Cities. Specific illustrations aside, because of the
fewness of supporting observations, the general impression is that the
divergence in city size between the State and out-of-state locations is inci
dental and does not appreciably weaken the results of the immediately
foregoing Tables.

More difficult to evaluate, however, are two further reservations one
might have in accepting the results of the questionnaire survey. First, the
interstate property tax comparisons were based on data provided by busi
nessmen who have a definite stake in matters of tax policy in;.the State.

Secondly, the representativeness of the sample is a proper concern. Care
was taken to survey firms selected in random fashion from a reasonably
broad range of industrial classes. But control does not extend to the
response. Of the 50 manufacturing firms contacted, 25 reported the re
quired data and 15 failed to respond. Of the remaining 10, 5 were intra
state firms erroneously included in the survey; 3 claimed that their property
tax payments in the various locations were not comparable; 1 firm returned
non-comparable data and 1 firm pleaded inability to comply with the re
quest at that time. Of the 15 wholesale and retail trade firms contacted, 10
reported the required data; 4 firms failed to respond and 1 firm claimed that
the comparison was not applicable to it.

As such surveys go, the response has been favorable. Some people may
suspect that only those who have a grievance to report respond. Baldly put,
why should a business with a relatively low property tax load in Minnesota
offer this information to a State tax study committee? Roughly three-fifths
of the manufacturing firms and two-thirds of the trade firms contacted did
respond. It should be noted that those responding were predominantly the
large national firms - about 2 to 1; the non-respondents were predominant
ly the smaller firms, generally operating in only one or two other states
also about 2 to 1. So the respondents account for a much larger share of
the business done by all firms contacted than is their share of the mere !>

number of firms. Whether size has anything to do with the willingness or
ability to supply the requested information is not clear, but what is clear is
that the sample of responses includes about two-thirds of the firms contacted
whose presence or absence or expansion in Minnesota is quantitatively very
important.
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Table IV. 5. Index of State and Local Property Taxes Paid per Dollar of Book Value
for Manufacturing and Trade Operations in Cities of Over 100,000 Population

(1950), 1955

City
Number of

returnsu Mean
Index

Range

Twin Cities Area 100

Manufacturing - other tangible personalty

37 - 232
40 - 205
67 - 77
34 - 104
40- 95
38 - 90
42 - 71
36 - 59
25 - 37

23 - 232

63 - 81
56 - 67
30 - 73
41 - 56

6 -103
33 - 44
10 - 48
6 - 42

0-149

59 - 100
56 - 67
27 - 62

7 -107
25 - 33
9- 44

10 - 16

0-107

74
62
54
48
38
38
35
28

48

78
62
44
44
29
26
13

44

Milwaukee, Wisconsin , ..
Dallas, Texas , .
Omaha, Nebraska .
St. Louis, Missouri , .
Fort Wayne, Indiana .
Chicago, Illinois ", .
Kansas City, Missouri .

Total reported , ,...... 33

Manufacturing - land and improvements
Dallas, Texas 107
Chicago, Illinois 86
Milwaukee, Wisconsin 73
Des Moines, Iowa .. . . . . . . . . . . . . . 69
Memphis, Tennessee 68
St. Louis, Missouri ,........ 57
Omaha, Nebraska , 55
Kansas City, Missouri 48
Fort Wayne, Indiana 31

Total reported 38 64

Manufacturing - inventories
Milwaukee, Wisconsin , .
Dallas, Texas .
Omaha, Nebraska , .
Memphis, Tennessee .
Chicago, Illinois .
Fort Wayne, Indiana .
Kansas City, Missouri '
St. Louis, Missouri .

Total reported ,............ 44
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uThe number of returns for the individual cities ranged from 2 to 9.

Source: Data derived from a questionnaire survey of multiplant firms doing busi
ness in Minnesota and at least one other state, conducted by the Minnesota Tax
Study Committee, July, 1956. .

;~:

Wholesale and retail trade - inventories
Des Moines, Iowa , . . . . . . . 87
Milwaukee, Wisconsin 54
Spokane, Washington 34

Total reported 35 47
I

/

84- 90
25 - 83
33 - 35

0-104



Moreover, even if all the non-responding manufacturing firms were as
sumed to be paying lower effective property tax rates in Minnesota than
elsewhere, a most extreme assumption, manufacturing firms bearing a higher
property tax load in Minnesota than elsewhere would still slightly out
number their counterparts. And wholesale and retail trade firms taxed
more heavily in the State would outnumber their counterparts by roughly
3 to 2, even if all 5 non-respondents were counted as enjoying a property
tax cost advantage here. All of which suggests that, even regarding these
results with the most jaundiced eye, the strong impression remains that the
questionnaire data depict the general outlines of the relative property tax
loads in the 8-state area with acceptable accuracy. And the lack of any
reasonable grounds for mistrusting the survey responses enhances the value
of the detail of the picture.

TOTAL TAX DIFFERENTIALS

To estimate the relative total tax loads which would be incurred by a
business in each of the 8 states, a hypothetical manufacturing corporation
was alternately located in each of the states for tax-comparison purposes.
Arbitrarily, but probably not unreasonably, the hypothetical corporation
was assumed to hold $2 million each of plant, inventories and equipment
in the home state; to have $6 million of capital stock outstanding; and to
have earned a net income before all taxes of $1 million. To make the ex
ample especially relevant to the question of taxes and industrial location,
the corporation was constructed so as to give it an "export" orientation
90 per cent of property and payrolls in the home state but only 1°per cent
of sales. The corporation selling in a national, or at least multi-state market,
is the one most likely to be geographically mobile and the one which would
therefore pose the greatest problem in tax policy.

Specifically, the property tax liability that would be incurred by such a
manufacturing corporation based in Minnesota was computed assuming a
ratio of "assessor's full and true" to estimated market value for industrial
property of 35 per cent;8 using the prevailing classification rates of 40, 33.3
and 33.3 per cent, for land and improvements, inventories and other tangible
personalty, respectively; and applying the 1954 average tax rate for the
State of 144.6 mills. The property tax estimates for the other 7 states were
derived by applying the relevant mean tax indices of Table IV. 3 as reported
in the questionnaire survey. To these were added the appropriate state cor
porate franchise taxes and the federal and state corporate income tax lia
bilities, taking into account the "mutual deductibility" feature.

The higher effective property tax rates on manu~acturing operations in
Minnesota are especially apparent, as detailed in Table IV. 6. The property
tax liability incurred by our hypothetical manufacturing corporation would
range from about three-quarters of the Minnesota level in Wisconsin and

8Summary Report of the Minnesota Department of Taxation to the Equalization
Aid Review Committee, March, 1955, Appendix III, p. 38.
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Table IV. 6. Tax Liabilities Incurred by a Hypothetical Corporation in Minnesota and Selected Other States, 1955

'1

Taxes

State and local property taxes: a
land and improvements ($2 million)
inventories ($2 million) .
other tangible personalty ($2 million) ..

total - ..

State corporate franchise taxes .
(capital stock. $6 million)

Corporate income taxes: b
(net income before all taxes, $1 million)

state .
federal .. , _ .

total .

""""~ Total state and local taxes:
amount .
excess .
index (Minnesota = 100) .

Total federal, state and local taxes:
amount .
excess of Minnesota liability .
index (Minnesota = 100) .

Minn.

$ 40,488
33,740
33,740

$107,788

$ 10,056
453,221

$463,277

$117,844
$ 0

100.0

$571,065

$ °100.0

Wis. lli. Iowa Mo. Neb. S.D. N.D.

$ 28,746 $ 23,483 $ 29,151 $ 18,220 $ 19,434 $ 25,912 $ 20,244
26,317 13,833 21,931 13,833 15,183 20,919 22,606
27,667 16,195 26,992 13,159 14,846 7,760 16,195

$ 82,730 $ 53,511 $ 78,074 $ 45,212 $ 49,463 $ 54,591 $ 59,045

$ 1,500 "'" .. $ 2,700 $ 400

$ 36,074 .. ...... $ 1,346 $ 5,117 ."" .. .. ...... $ 26,377
452,722 """ .. 473,202 486,925 .. ...... .. ...... 470,082

$488,796 $485,894 $474,548 $492,042 $488,571 $486,113 $496,459

$118,804 $ 55,011 $ 79,420 $ 53,029 $ 49,863 $ 54,591 $ 85,422
$ -960 $ 62,833 $ 38,424 $ 64,815 $ 67,981 $ 63,253 $ 32,422
100.8 46.7 6704 45.0 42.3 46.3 72.5

$571,526 $540,905 $552,622 $539,954 $538,434 $540,704 $555,504
$ -461 $ 30,160 $ 18,443 $ 31,111 $ 32,631 $ 30,361 $ 15,561
100.08 94.72 96.77 94.55 94.29 94.68 97.27

aMinnesota property taxes estimated by assuming a ratio of "assessors full-and-true" to estimated market value of .35; classifica
tion rates of 040, .33 and .33 for land and improvements, inventories and other tangible personalty, respectively; and a tax rate of
144.6 mills. The property tax estimates for the other states were derived by applying the relevant mean tax indices of Table IV. 3, as
reported in the questionnaire survey.

bThe hypothetical corporation was assumed to have 90 per cent of its property and payrolls but only 10 per cent of its sales in
the home state. The corporate income was allocated in accordance with the state's statutory formula (Minnesota, $303,352; Wiscon
sin, $480,938; Iowa, $92,193; Missouri, $523,648; North Dakota, $658,669). Account was taken of mutual deductibility of federal
and state income taxes.
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Iowa to an average of less than one-half the State level in the other 5 states.
The Minnesota corporate income tax liability would be below average for
the 5 states levying the tax and just slightly above average for the full 8
states. Summing up, total state and local taxes incurred in Minnesota would
range from an almost identical amount in Wisconsin to less than one-half
as much in illinois, Missouri, Nebraska and South Dakota.

Inclusion of federal corporate income taxes on the hypothetical manu
facturing corporation operates as a great leveling force, both because their
sheer magnitude overshadows the state and local tax liability9 and because
the deductibility of state and local taxes from the federal tax base reduces
the federal tax liability by about one-half (52 per cent) the amount paid to
the state and local governments.

Conclusions
Our analysis provides two separate but necessarily related findings. The

first is that state and local governments in Minnesota impose a heavier tax
load upon business than they do in 6 of the 7 neighboring states. The second
involves the quantitative importance of state and local taxation of business.
Measured against gross receipts, the average of less than 1 per cent is not
impressive, but the approximately 19 per cent of net income (after taxes)
suggests that state and local taxes and tax differentials can not be lightly
dismissed. Moreover, the rather wide ranges in the ratios of taxes to both
gross receipts and net income indicate that their importance may be very
great for some firms and of little significance for others.

Thus, if attention is focused upon the relation between taxation and gross
receipts, the conclusion may be drawn that even if taxes are higher in
Minnesota they are not, in general, quantitatively important, especially
when the effects upon federal income tax liabilities are taken into account.
On the other hand, if primary attention is directed toward the impact of
taxes on net come, quite the opposite conclusion is appropriate.

Another consideration to be weighed is the attitude toward taxes of the
businessmen in whose hands locational decisions rest. Many corporate
executives have insisted that state and local tax differentials are of major
importance. Thus, for example, Minnesota manufacturers who were asked to
rank the importance of 24 listed location factors placed real and personal
property taxes ahead of such factors as "nearness to source of raw mate
rials", "availability of special labor skills", "nearness to sources of com
ponents, parts, or services" and 14 others. These taxes were ranked below
only "work attitudes of individual workers", wage rates, availability of
truck and rail transport services, ·and nearness to maj,or product markets.1o

9The degree of dominance of federal taxes varies directly with the size of the
corporation (more accurately, total profit). The use of a corporation with a $1
million profit is appropriate here because, by and large, the national-market corpora
tion is the one most likely to be geographically mobile and, hence, sensitive to relative
state tax levels.

lOBusiness Executives Research Committee, op. cit., p. 57.
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What is more, these same manufacturers, in rating the relative advantages
of Minnesota compared with alternative or competing locations with re
spect to the listed locational factors, indicated clearly that the factors that
ranked lowest (most disadvantageous) were the property taxesY

Further, objections to property and other state and local taxes arise not
only as a consequence of their level. The tax structure and the inequities
involved in the administration of certain taxes are also considered carefully
by businessmen.12

Our study has enabled us to shed additional light upon some of the
quantitative magnitudes involved in the questions posed by the issues sug
gested in this chapter's title, "Taxes and Industrial Location". But we are
not able to attach a specific weight to state and local taxes as a locational
factor. Industrial location is determined by a large number of factors, each
of which varies in relative importance from one industry to another. Among
these factors taxation has its place, and "other things being equal," a lower
tax load or one more conducive to economic growth undoubtedly adds to
the attractiveness of a state as a place in which to expand or locate. How
ever, other non-tax factors are never quite equal. Also, while the tax struc
ture, its administration and the tax level are important, only the level can be
quantified. Thus, while there is ample evidence to permit the conclusion
that taxes paid by business in Minnesota are higher than they are in the
neighboring states, no firm conclusions can be drawn with respect to the
influence of this State's state-local tax structure on the growth of its
economy.

11Ibid., p. 58.
1'ZMr. G. E. Garnhart of Westinghouse Electric Company, for example, while indi

cating strongly the concern of his company about tax levels, also emphasized the
importance of "fair and reasonable treatment by state and local taxing authorities."
"Industry Picks a Site", a talk to Association of State Planning and Development
Agencies, Boston, June 5, 1956 (mimeographed).

/
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CHAPTER V

The Property Tax

Rationale and Importance
The general property tax is largely an American development, although it

was influenced by fiscal practices originating in English feudalism. In the
colonial period the quitrent, a vestige of the feudal doctrine that all land
belonged to the Crown, was a significant source of revenue to the British
in some of the colonies. But opposition to it seems to have delayed the use
of the property tax in colonies where the quitrent was most effectively
enforced.1

Generally, in the colonial period taxes on property were supplementary
to poll taxes, fines, forfeitures, excises and tariffs. Property taxation was
conceived to be part of a tax system based upon the "faculty" principle.
This principle, which was very similar to the present-day ability to pay
theory, embodied the idea that the tax should vary with the productive or
economic potential of the individual, rather than with his actual income. 2

During the nineteenth century the growing revenues of state and local
government were obtained largely from property taxation, although it was
recognized that the tax did not conform well to the faculty principle.3 Prior
to the Civil War there was a marked swing from a selective tax, primarily
upon land, to a uniform tax upon all types of property. 4 In the second half
of the century the courts placed considerable emphasis upon the benefit
principle as a justification for the property tax. The emphasis upon benefit
seems to have resulted from the resistance to successive expansions of
governmental activity. For example, opponents of free public schools
argued that it is unjust to tax the property of persons wh<;> have no children
because they do not benefit from the expenditure of the funds. 5 Gradually,
however, the courts have abandoned the benefit principle.o

Critics of the property tax have held that it fails to relate tax liability to
either the income of the taxpayer or the public benefits enjoyed by the
property or its owner. If all buildings were uniform in construction one
might argue that the services of the municipal fire department, for example,
would be of greater value to the larger and more valuable property. But in

1Jens Peter Jensen, Property Taxation in the United States (Chicago, 1931), pp.
19-21. )

2Walter A. Morton, HOllsing Taxation (Madison, 1955), pp. 75-76.
3/bid., p. 76.
.lJens Peter Jensen, op. cit., p. 43.
5Herbert D. Simpson, "The Changing Theory of Property Taxation", The

American Economic Review, September, 1939, pp. 461-464.
o/bid., pp. 464-467.
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The Property Tax

practice quite the opposite relationship may obtain - the dilapidated frame
structure with inadequate wiring is more likely to sound the fire alarm
than is the "fireproof" building with an elaborate sprinkling system. Taxes
may be paid on mineral deposits for many years while they constitute idle
reserves, just as vacant property may be taxed as heavily as property that
is being used intensively. Since, in its very nature, it is a tax imposed upon
"things", without regard to the economic and other circumstances of their
owners or to differences in substance or construction, the burden of the
property tax is not likely to be distributed in close conformity with any
"norm" or criterion of taxation.

It has also been argued that the property tax tends to penalize the im
provement and development of property. One needs only to paint or re
shingle his home, sand-blast and point the face of an old building, or sink
drill-holes in the search for iron ore, for example, to have his tax liability
increased. An unfortunate aspect of the property tax is that it, in effect,
"subsidizes" or rewards, for example, the farmer who mines his land, the
timber cutter who destroys rather than farms and preserves timber tracts,
and the landlord who contributes to the growth of slums in our cities rather
than renovates and renews.

In its application to residences the tax rests upon a basic necessity,
shelter. In its application to business property it differentiates among busi
nesses according to the relative importance of property in their operations,
a basis for differentiation which is by no means necessarily associated with
the volume of business done, income produced, or the value of govern
mental services provided.

When these shortcomings in principle are added to the difficulties and
shortcomings inherent in its administration, it is not surprising that the
property tax has been the subject of so much criticism. "Should some
prosecuting attorney drag the tax as a culprit before a bar of justice, he
would be embarrassed by the abundance of expert evidence against it. No
writer of repute writing on state and local taxation in the Unitep States has
failed to offer his bit of derogatory testimony. No commission appointed to
investigate any state tax system, which has had time, means, and inclination
to secure the evidence, has failed to recommend the abolition of the tax or
measures tending toward fundamental modification."7

On the other hand, there are cogent and practical reasons for retaining
the tax. Particularly with respect to its application to real estate, the property
tax is the one major tax that is readily useable at the local level of governw

ment. Real property, for the most part, is highly or completely immobile and
is ever-present under the eye of the assessor. If a substantial degree of local
fiscal responsibility is to be retained the property tax is likely t6 continue to
be the bulwark of local finances. While replacement or supplemental taxes
have been used successfully, particularly by some larger cities, they have
not displaced the property tax anywhere, and for most of our local units

7Jensen, op. cit., p. 478.
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of government local administration of income, sales or excise taxes is not
likely to be either successful '01' sufficiently productive of a stable flow of
revenue. Moreover, it may also be pointed out that many of the expendi
tures of local units are property service expendituresS which should logically
be a charge against local property. In addition, a direct local property tax
may be highly useful as a means of retaining and encouraging strong local
interest in the affairs of government.

Taxes levied against property which is in fixed supply are said to be
capitalized.9 In effect the buyer avoids the incidence of existing taxes by
paying less than he would if he were buying tax free property yielding the
same return before taxes. Thus, elimination of the tax is sometimes opposed
on the ground that it provides "windfalls" to those owners who "bought
free" of the tax when the property was purchased.

Although criticism of the property tax during the last half century has
produced some modifications, changes have occurred primarily in periods
of crisis or under the pressure of unusually glaring inequities. Lack of
taxpayer interest and understanding plus an understandable reluctance to
move into untried alternatives have undoubtedly contributed to the inertia.10

PROPERTY TAX REVENUES IN MINNESOTA AND NEIGHBORING STATES

When Minnesota entered the union in 1858 she continued the property
tax from territorial days as the chief means of raising revenue.H From that
time until the present the property tax has been the largest source of revenue
for the combined State and local governments of Minnesota.12 In Minne
sota, as in other states, however, the importance of the property tax to the
State has dropped drastically. In 1903 the State government was receiving
48.1 per cent of its total tax revenue from the property tax. In 1954 only
5.3 per cent came from this source.1S

In 1954 property tax collections by all units of government in Minne
sota amounted to about $246 million. This compares with about $17

SProperty service expenditures include such expenditures as those for police and
fire protection, garbage collection and construction and maintenance of local roads
and streets.

9If a piece of land yields $1,000 per year and the rate of interest on investments
of equal risk is 5 per cent, a buyer would be willing to pay $20,000 for the land. If
an annual tax of $200 is imposed, the yield, after taxes, falls to $800 and a buyer
will be willing to pay no more than $16,000. The $4,000 by which the price is reduced,
invested at 5 per cent, will yield a sum sufficient to pay the tax. Capitalization is
uncertain if the property is reproducible or if either the tax rate or the interest rate
is uncertain or expected to change. Furthermore, lack of knowledge and other im
perfections in the markets for property will modify the degree to which capitalization
of the tax occurs. And the more general the application of the tax, that is, the fewer
the opportunities to invest in non-taxed property, and the{ less fixed the Sllpply of the
particular kind of property, the less likely is it that capitalization of the tax will occur.

10Jensen, op. cit., pp. 478-480.
HLIoyd M. Short, Clara Penniman and Floyd O. Flam, op. cit., p. 46.
12lbid., p. 46.
13Table III. 6.
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Table V. 1. Property Tax Revenue of State and Local Governments in
Minnesota, Selected Years, 1903-1954

Total
Year Real propertyb Personal property property tax

(thousands of dollars)

1903 .......... 14,486 2,946 17,432
1913a ......... 20,756 3,549 24,305
1922 · ......... 86,568 14,092 100,660
1932 · ......... 99,515 12,931 112,446
1941 · ......... 92,272 14,648 106,920
1943 .......... 95,604 16,083 111,687
1945 · .... , .... 95,960 18,142 114,102
1947 · ......... 108,774 22,755 131,529
1949 · , ........ 131,219 34,671 165,890
1951 .......... 156,901 42,465 199,366
1953 ..... , .... 180,266 51,737 232,003
1954 .......... 191,919 54,131 246,050

nRevenue receipts for certain local units such as townships and
some special districts and school districts in incorporated places of
less than 2,500 inhabitants are not reported in the U.S. Bureau of
the Census, Wealth, Debt, and Taxation: 1913.

bThe distribution of total property tax collections between real
and personal was based on taxable values of real and personal prop
erty as reported in State Auditor, Abstract of Real and Personal
Property Taxes.

Sources: See Table III. 1.

million in 1903,14 The increase has not been a uniform one over the years,
however. Between 1913 and 1922 property tax revenues increased more
than fourfold. Revenue in 1945 was only about 14 per cent higher than in
1922, but it more than doubled between 1945 and 1954.

About 78 per cent of the property taxes collected in 1954 were taxes on
real estate while the remaining 22 per cent were personal property taxes.
In 1903 about 83 per cent of the total represented real estate taxes. This
does not represent a steady decrease in the relative importance of real estate
taxes, however, since they made up about 88 per cent of the total in 1932.

On a per capita basis, total property taxes in Minnesota amounted to
$79.29 in 1954.15 This is considerably higher than the average for all the
states in the United States of $61.83. Table V. 2 reveals that Minnesota's
per capita state and local property tax collections have almost always been
higher than the average. In the eleven years given, Minnesota's per capita
collections were lower than the average only in 1913.

Comparisons of Minnesota's per capita property tax collecti6ns with the
per capita collections of neighboring states were presented in Table III. 9.
In 1932 Minnesota State and local governments had the highest per capita
property tax collections of any of the eight states. But by 1942 Minnesota

14Table V. 1.
15Table V. 2.
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had dropped to third place in this respect and is now fifth among the eight
states. The 1953 figure of $77.63 per capita in Minnesota compares with
$43.43 in Missouri, the lowest state, and with $87.67 in Nebraska, which
has the highest per capita property tax revenues among the eight states. lG

THE PLACE OF THE PROPERTY TAX IN THE REVENUE SYSTEM

Although much has been written about the decline of the property tax in
the United States, Minnesota state and local governments were still receiv
ing over one-half of their revenue from property taxation in 1954.a The

Table V. 2. Per Capita State and Local Property Tax Revenues,
Minnesota and All States, Selected Years, 1903-1954

Year Minnesota

(dollars)

All statesrt

1903 · . .. . .. 9.46 7.81
1913 · . . . 11.14 12.05
1922 .. 41.07 30.55
1932 ·. . . 43.55 37.62
1942 ... 42.65 34.80
1946 .. . . 43.81 35.60
1948 .. 49.27 41.93
1950 .. 59.98 48.59
1952 .. 70.34 55.55
1953 .. 77.63 59.21
1954 " . . . . . 79.29 61.83

llThe all-state averages were obtained by dividing total collec
tions by the population of the United States.

Sources:
1. Data for years 1903, 1913, 1922, 1932, 1942, 1953 from

Table III. 15.
2. Population data for 1946-52 and 1954 are July 1 estimates

reported in the U.S. Bureau of the Census, Statistical Ab
stract of the United States, 1953 and 1955.

3. Minnesota property tax collection figures for 1946-52 and
1954 are from Table III. 1.

4. All state property tax collections for 1946-52 and 1954 are
from U.S. Bureau of the Census, Historical Statistics of
State and Local Government Finances, 1902-1954 and
Summary of Governmental Finances in 1954.

over-all proportions, however, tend to obscure the fact that the importance
of property tax revenue varies greatly among different levels of government.
Table V. 3 provides a comparative picture of the ~mportance of property
tax revenue to various kinds of governmental units. State government in
Minnesota received only 3.5 per cent of its total general revenue from the
property tax and only 5 per cent of its total tax revenues. At the other

16Table III. 15.
17See Table III. 10.
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extreme, townships in Minnesota obtained 83.5 per cent and cities and
villages 55.1 per cent of their total revenues from property taxation. For
counties, school districts, and special districts, property taxes provided all or
almost all oftheir tax revenue and 54.1, 50.1 and 20.4 per cent, respective
ly, of total revenues from all sources.

Most levels of government in Minnesota depend more heavily upon
property taxes than do their counterparts in the 7 neighboring states. School
and special districts are the outstanding exceptions. They obtain only about
50 and 20 per cent, respectively, of their total general revenues from prop
erty taxes as compared with the eight-state average of almost 65 per cent.
Comparison of the data for the eight-states with figures for all 48 states
shows that, for every level of government, property tax revenues are of
greater relative importance in the eight-state area. These comparisons
emphasize the fact that, relative to all other states taken together, all levels
of government in Minnesota impose a comparatively heavy burden upon
property.

PROPERTY TAXES IN LARGE-CITY AREAS

Statistics concerning tax collections by cities are often misleading be
cause of the great variation in services performed by the city government.
In some cities the city corporation undertakes almost all the local govern
mental functions performed for its residents. In other cases, counties, school
districts, and various kinds of special districts perform many of these
services. Table V. 4 presents revenue figures for the city government and
all overlying local units of government. Revenues of local units of govern-

Table V. 3. Relative Importance of Property Tax Revenues to Various
Levels of Government, 1953

Minnesota Eight states All states
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3.5
74.1
95.3

I 95.6
j 98.4

100.0

(Property tax as percentage of total general revenuesu)
State 0 0 0 0 •• 0 • 0 • o. 3.5 3.0 2.5
Cities and villages 0 •• 0 •• 0 • 0 • 0 ••• , 55.1 50.0 48.9
Counties , 0 0 •• 54.1 52.1 46.6
Townships o' • 0 0 0 0 0 ••••••••••• 0' 83.5 74.6 67.5
School districts .. 0 •• 0 • 00 0 0 ••• 0 , 0 •• 0 0 50.1 64.5 50.9
Special districts 0 0 0 0 , 0 0 0 ••• 0 o' 20.4 63.4 29.1

(Property tax as percentage of total tax revenue)
State .... 0 0 ••• 0 ••• 0 0 0 0 •• 0 • 0 •• 0 •• 0 •• 5.1 4.3
Cities and villages .. 0 • 0 , 0 0 0 0 0 •••• 0 0 0 0 88.6 76.1
Counties 0 •• 0 • 0 0 ••• ,'0 0 •• 0 o' • o' •• 99.6 97.3
Townships 0 0 ••• 00' ••••••• 00' •• 97.3 98.2
School districts ., 0 ••••• 0 0 0 •••• 0 • 0 • 0 .100.0 99.6
Special districts ... 0 ••• 0 •• 0 0 • 0 •••• 0 •• 100.0 100.0

uIncludes intergovernmental revenue.

Source: U.S. Department of Commerce, Bureau of the Census, State and Local
Government Revenue in 1953 (Washington, D.C., 1955), pp. 20-26.

....-------------------------------- ---



"".'

i gg

Staff Report

ment which lie partly inside and partly outside of a city have been prorated
on a population basis.

These data are available only for the 41 cities in the United States which
had 1950 populations of over 250,000. Seven of these cities are located ill
the eight-state area, 2 of them in Minnesota. Per capita property tax col
lections in 1954 of local governments in Minneapolis were $93.27 and in
St. Paul they were $83.09. This compares with $107.21 in Milwaukee,
which was the highest among the 7 cities, and with $59.86 in Kansas City,
which was the lowest. The average in the area was $79.41 per capita and
for all 41 cities it was $78.56.

The same Table contains comparisons of the relative importance of the
property tax in large-city areas. Local governments in both Minneapolis
and St. Paul are seen to depend rather heavily upon property tax revenue.
In Minneapolis they obtained 94.6 per cent of their tax revenue and 60.1
per cent of their general revenue from property taxes. In St. Paul the cor
responding figures were 92 and 59.2 per cent. The Minneapolis and St.
Paul areas rank second and third, respectively, among the 7 cities with
regard both to the percentage of tax revenue and the percentage of general
revenue derived from property taxes.

Comparison of Minneapolis and St. Paul with the average figure for the
41 cities indicates even more strongly the relatively greater importance of
the property tax in the Minnesota cities. The 60.1 per cent of general
revenues obtained from property taxes by Minneapolis local governments
and the 59.2 per cent in St. Paul are considerably higher than the 50.1 per
cent for the 41 large cities.

Table V.4. Local Property Taxation in Large-City Areas, 195411

Per capita Property tax as Property tax
property tax percentage of as percentage

City area revenue general revenue of tax revenue
(rank orders appear in parentheses)

(dollars)
Minneapolis 93.27 (2) 60.1 (2) 94.6 (2)
St. Paul 83.09 (4) 59.2 (3) 92.0 (3)
Chicago 86.10 (3) 61.1 (1) 84.3 (5)
St. Louis. . . . . . . . . . . . . . . . .. 50.12 (7) 46.7 (7) 61.0 (7)
Milwaukee 107.21 (1) 55.3 (4) 95.3 (1)
Kansas Cityb 59.86 (6) 52.6 (6) 73.6 (6)
Omaha.......... .. . .. . 76.20 (5) 54.8 (5) 88.5 (4)
Seven-city average . . . . . . . . .. 79.41 56.1 85.1
Forty-one city average. . . . .. 78.56 50.1 82.3

I1Revenues of overlying local governmental units were, prorated by the Census
Bureau on the basis of 1950 census data. Intergovernmental payments between local
units have been eliminated to avoid duplication.

bData for Clay County which in 1950 served about 3 per cent of the population
within the Kansas City corporate limits are not available.

Source: U.S. Department of Commerce, Bureau of the Census, Compendium of
City Government Finances in 1954 (Washington, D.C., 1955), pp. 144-149.
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The Property Tax in Minnesota
Since 1907, when the mortgage registry tax was imposed in lieu of the

property tax on mortgages,18 Minnesota has been moving away from the
universal and uniform taxation of property which characterizes a true gen
eral property tax.19

PROPERTY TAX EXEMPTIONS

The property tax is now imposed upon all real and personal property
except that which is exempted by law.20 The following types of property are
not taxable at the present time:

1. Public property. Property owned by the federal government is exempt
from taxation by state and local governments for constitutional reasons un
less otherwise authorized by Congress.21 Although property of certain fed
eral agencies is taxable because of Congressional authorization, most prop
erty owned by the federal government and its agencies is exempt.

Property owned by state and local units of government is exempt if used
for a public purpose.22 If the property is leased to a private party for private
purposes it is subject to taxation even though the income from the lease
is used for governmental purposes.23

2. Property used for certain purposes. Property owned by organizations
devoted to charitable, religious, and educational purposes and used for
those purposes is generally tax exempt in Minnesota. It is not necessary
that the organization be non-profit, however. For example, academies and
seminaries of learning may be organized and operated for profit and still be
exempt. However, such organizations as barber colleges and riding schools
are not considered to be seminaries of learning. Property used for public
charity is tax exempt although not owned by the public.24

Public hospitals and burying grounds are tax exempt even though owned
and operated for profit. But tax exemption is not extended to commercial,
civic, or veterans' organizations, or to fraternities. 25

3. Property otherwise taxed. Railroads, telephone, telegraph, freight line,
sleeping car and express companies pay gross earnings taxes and are exempt

18See Chapter III., p. 78.
19It is doubtful that Minnesota, or any other state, ever imposed a true general

property tax. In Minnesota early State and Territorial railroad charters provided
exemption from property taxes and substituted gross earnings taxes. Although these
taxes were said to be "property taxes measured by gross earnings", they did not re
sult in railroad property and other property being treated uniformly.

20Minnesota Statutes, 1953, Ch. 272.01.
21McCulloch v. Maryland, 4 Wheat. 316; Weston v. Charleston, 2)Pet. 499; Vall

Brocklin v. Tennessee, 117 U.S. 151.
22MiJlnesota Statutes, 1953, Ch. 272.02.
23Anoka County v. City of St. Paul, 194 Minn. 554 (1935).
24Minnesota Statutes, 1953, Ch. 272.02. See also, 1956 Assessors' Manual, pp.

35-42.
25Ibid.
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from property taxes on property which is used in the operation of the
business.26

Handlers of grain are exempt from ad valorem taxes on the grain but pay
a special tax of 1A to 112 mill per bushel.21

Cooperative light and power associations pay a tax of $10.00 per 100
members in lieu of the ad valorem tax upon their distribution lines in
rural areas.28

The tangible personal property of banks and insurance companies used
in the business is exempt from property taxation under the provisions of
the bank excise and insurance premiums taxes.29

Motor vehicles and trailers which are licensed for use on highways are
not subject to property taxation.80

4. Household goods. The personal property of every householder, up to
$400 of full and true value, or $100 of assessed value, is exempt.31 Al
though this exemption is commonly referred to as a household goods ex
emption, it is not limited to household goods and may be applied to other
personal property owned by a householder and located in the same assess
ment district. 32

5. Intangibles. The act of 1907 which imposed the mortgage registry
tax removed mortgages from the general property tax base. In 1911 money
and credits were removed from the assessment rolls and a 3 mill money
and credits tax was imposed.33 This tax was suspended in 194334 and re
moved in 1945.85 Thus all intangibles are now exempt and the property
tax in Minnesota applies only to land and improvements and tangible
personalty.

6. Homesteads. The first $4,000 of the full and true value of a home
stead is exempt from the regular State mill levy.86

7. Taconite. Machinery, equipment and other facilities used in the mining
and concentration of taconite are exempt from State and local ad valorem
taxation, as are taconite lands from which at least 1,000 tons of concen
trate per 40-acre tract is produced. A special tax of 5 cents per ton of
concentrate, plus 1/10 of one cent for each 1 p'er cent of iron content
above 55 per cent, is levied by the State. Reserve properties from which
less than 1,000 tons of concentrate per 40-acre tract is produced are subject
to the property tax up to a maximum of $1.00 per acre.81

26Minnesota Statutes, 1953, Ch. 295.
27Mi1l1zesota Statutes, 1953, Ch. 286.02.
28Minnesota Statutes, 1953, Ch. 273.41.
29Minnesota Statutes, 1953, Chs. 273.52,273.53 and 60.63 Subd. 9.
30Minnesota Statutes, 1953, Ch. 168.013.
81Minnesota Statutes, 1953, Ch. 272.02(8). )
320p. Atty. Gen. 1940, No. 327, p. 427.
33Session Laws, 1911, Ch. 285.
84Session Laws, 1943, Ch. 656.
85Session Laws, 1945, Ch. 453.
86Minnesota Statutes, 1953, Ch. 273.13, Subd. 7.
37See Chapter IX, p. 323.
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THE CLASSIFICATION OF PROPERTY

The property tax base in Minnesota is affected not only by exemptions
but also by the system of classification.

The passage of the "wide open" amendment to the State Constitution in
1906 made possible classification of the property tax in Minnesota.88 One
of the chief tasks of the State Tax Commission created in 1907 was to pro
vide for better compliance with and administration of the property tax.
The Commission found that the general practice throughout the State was
assessment at fractional values, in spite of the law to the contrary. This state
of affairs was due in part to avoidance and evasion and in part to laxity in
administration.89 The members of the Commission were strongly in favor
of classification. They felt that all property should not be treated alike. In
their opinion, property should be classified according to "uses to which it is
put, its productiveness and its desirability in a public sense".40 Accordingly,
they suggested that classification distinguish between real and personal
property. Real property classification should further differentiate between
homesteads, cultivated farms and business property, wild and unimproved
lands, and mineral and timber lands. The proposed classes of personal
property were: common necessities of life, tools, implements and business
equipment, comforts and conveniences, "harmless" luxuries, and "harm
ful" luxuries. The implication was that the several categories of realty and
personalty should be assessed in ascending order of proportion to full and
true value.41

It was felt that even in the absence of taxpayer resistance and administra
tive inefficiency, conformance with the law would have been very difficult.
Had the practice and custom of property taxation in Minnesota been
brought up to the standard provided by the Constitution, the salaries of
numerous county officials, probate judges and auditors would 'have to in
crease threefold. Similarly, debt limits would have been vastly increased.42

Independently of these considerations there was a growing clamor for
classification emanating from the ever-increasing heterogeneity of property
and the realization that not all property receives the same b~nefits from
the government or connotes the same capacity to bear taxes. 48

88The amendment substituted for the four long paragraphs of Article IX of the
Constitution requiring all taxes to be uniform, the sentence "Taxes shall be uniform
upon the same class of subjects, and shall be levied and collected for public pur
poses ..." After some legal wrangles, the Supreme Court, in January, 1909, decided
that the amendment had in fact been ratified. See Gladys C. Blakey, op. cit., pp. 39 ff.
and Ch. III above.

30Ibid., p. 41. In 1896, for example, sewing machines were assessed at twice the
amount of all loans and credits of the private banks, brokers and stock jpbbers in the
State. Ibid., p. 32. /

4°Minnesota Tax Commission, First Biennial Report (St. Paul, 1908), p. 216.
41Ibid.
42Minnesota Tax Commission, Fourth Biennial Report (St. Paul, 1914), pp. 18-19.
43Cf. William Anderson, Local Government and Finance in Minnesota (Minne-

apolis, 1935), pp. 142-143.
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After the problem had been fruitlessly debated in two legislative ses
sions, in 1909 and 1911, a compromise was finally achieved in the 1913
session which culminated in the passage of the 1913 classified property
law.44 The classification law as passed in the 1913 session bore little re
semblance to the suggestions advanced by the Tax Commission in 1908.
Property was classified under four classes, with ratios of assessed to full and
true value ranging from 25 per cent on household goods to 50 per cent on
mined and unmined iron ore.45 Of special interest is the differentiation be
tween urban and rural real estate. Urban realty was to be assessed at 40
per cent and rural realty at 33th per cent of full and true value. This dis
tinction was not related either to previously existing practices or to the
theoretical considerations advanced in the past, but was clearly the out
come of the legislative process itself.46

The classification law has been amended on several occasions and in
several important respects. Of greatest importance, however, is the "home
stead exemption" law. This law, passed almost unanimously during the
nation-wide bank holiday in 1933, provided relief to Minnesota home
owners at a time when tax delinquencies were high and a large amount of
property was approaching forfeiture. 47 Although commonly referred to as
a homestead exemption law it is, more accurately, a homestead classifica
tion law. The assessment ratio on the first $4,000 of full and true value of
owner occupied rural real estate was reduced from 33th per cent to 20
per cent. In the case of owner occupied urban real estate, the reduction was
from 40 per cent to 25 per cent,48 Since 1937 the first $4,000 of full and
true value has been exempt from the State levy.4811

In 1951, in order to induce an oil refinery to locate in the State, the
Legislature provided that the real property of refineries be assessed at 27
per cent and personal property of refineries be assessed at 17 per cent of
full and true value.411

The successive reductions of the property tax base through special treat
ment of various classes of property were seldom seripusly challenged in the
courts. The courts have repeatedly held that any classification is within the
law so long as it is "reasonable" and bears "a reasonable relation to a per-

44Cf. Ch. III, p. 78.
45Session Laws, 1913, Ch. 483.
46A variety of views exists regarding the underlying reasons for this distinction.

Some students feel that it represented the agricultural bias of the State and was
forced upon the Legislature by the farmers. Others explain the measure on the
grounds that city representatives felt that nothing less than 40 per cent of full and true
value would be fiscally sufficient while rural spokesmen were unwilling to be assessed
on more than 331h per cent. Cf. Jensen, op. cit., p. 179;' Gladys Blakey, op. cit.,
p. 43, Minnesota Tax Commission, Sixth Biennial Report (St. Paul, 1918), p. 85.

47Roland F. Hatfield and Allen Sulerud, "Homestead Preference in the Minnesota
Property Tax System", Bulletin of the National Tax Association, March, 1947, p. 162.

48Minnesota Statutes, 1953, Ch. 273.13, Subd. 6 and Subd. 7.
4811Session Laws, Extra Session, 1937, Ch., 86.
4°Minnesota Statutes, 1953, Ch. 273.13, Subd. 13.
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Table V. 5. The Minnesota Property Classification System, 1955

Class Description
Per cent of "full
and true" value

147

Source: State of Minnesota, 1955 Personal Property Return; Minnesota Tax Study
Commission, Minnesota's Tax Stl'llcture (December, 1954), Appendix II; Minnesota
Statutes Annotated, 1947, Vol. 18, pp. 339-354; Commerce Clearing House, State
Tax Reporter (Chicago, 1956).

I. Personal Property
1. All mined iron ore in stockpile . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 50

1A. Direct products of blast and open hearth furnaces, not further
processed 15

2. Household goods and other personal property actually used for
personal and domestic purposes or for the furnishing and equip
ment of the family residence .. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 25

3. Business property, including stocks of merchandise together with
the furniture and fixtures used therewith; manufacturers' materials
and manufacturers' articles; all agricultural products not in the
hands of the producer; all tools and implements; and all machinery
not permanently attached to, and a part of the real estate, except
agricultural products in the hands of the producer and farm tools
and implements and machinery used by the owner in any agricul-
tural pursuit. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 33Y3

3A. All agricultural products in the hands of the producer. . . . . . . .. 10
3D. All livestock and poultry and all agricultural tools, implements

and machinery used by the owner in any agricultural pursuit . . .. 20
4. Structures on railway land not owned by railroads; private prop-

erty on urban public lands; water craft; transmission and distri
bution systems of utility and pipeline companies; billboards and
other advertising devices; and other taxable personalty. . . . . . . . .. 40

None Electric distribution lines, for sale of electricity to farmers at
given retail................................................... 5

Other rural electric transmission lines 331,6
Personal property of petroleum refineries 17

II. Real Property

5

50

40
27

33Y3
20
25

48~t030

Unmined iron ore .
"Low grade" iron ore, with "tonnage recovery" below 50 per cent,
maximum rate of assessment to decrease 1~ per cent for each 1
per cent decrease in "tonnage recovery" (ratio of weight of post
beneficiation concentrate to the weight of low grade ore), up to
a minimum .
Non-homestead real estate which is rural in character, devoted
or adaptable to rural but not necessarily agricultural use .
First $4,000 of "true and full" value of rural homesteads .
First $4,000 of "tlue and full" value of urban homesteads .
First $8,000 of "true and full" value of all real estate with special
fixtures adapted for occupancy by permanently disabled veterans ..
Urban real estate and urban homesteads on "true and full" value
above $4,000, urban homesteads of totally disabled veterans
above $8,000 : ) .
Real property of petroleum refinenes .

4.

3.

1.
lA.

None
given

3B.
3C.

'3CC.
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mitted end of governmental action".50 The only constraint imposed by the
courts was to insist that "all persons similarly circumstanced shall be treated
alike".51

Table V. 5 presents a summary view of the classified property law as it
stands at present. There are 13 classes of property subject to varying rates
of assessment, ranging from 5 per cent to 50 per cent.

Auxiliary forests, vessels navigating international water, rural electric
cooperatives, and coal docks represent property which, while included in
the base, is subject to preferential tax treatment.52

THE TAX BASE
Because there are several meanings of the word "value" in property taxa

tion, confusion may easily arise. The following brief definitions indicate the
way the various terms which refer to value will be used in this report.

Market value is the usual selling price of the property.
Full and true value is a valuation placed on property by the assessor.

Legally it is defined as market value, but in practice it is usually only a
.fraction of current market value.

Assessed value is the value which results from applying the classification
ratios to full and true value. It ranges from 5 to 50 per cent of full and true
value, depending upon the class of property involved.

Taxable value is the value to which the tax rate is applied. It differs from
assessed value by the amount of the household exemption.53

Many factors influence the size and composition of the property tax base.
The market value of all property within the State sets an upper limit to the
tax base. The actual base, however, is very different from the total market
value of property and does not necessarily vary in a similar fashion over
time.

There are a number of reasons for this difference. Obviously the exemp
tion of many types of property reduces the tax base. The classification
system further reduces the base by more than two-thirds, and full and true
value is only a fraction of market value. Finally, an undetermined amount
of personal property is concealed from the assessor or is moved from the
State on assessment day. In observing changes in the Minnesota property
tax base it is sometimes possible to isolate the cause of the change, but
sometimes it is not.

Table V. 6 presents taxable values and full and true values of real estate
and personal property for selected years from 1914 to 1954. The differ-

50State v. Donovan, (1945), 218 Minn. 606.
51Reed v. Bjornson, (1934), 191 Minn. 254.
52For details on these taxes see, in the order listed in the t~Xt: Minnesota Statutes,

1953, Chs. 88.47, 289.01, 273.41, and 298.26.
53The term "household exemption" is used rather than the more commonly used

"household goods exemption." The former term is the one used in the Assessors'
Manual and is also more descriptive, since the exemption may apply to farm equip
ment, business inventories, or any other type of personal property of a householder,
as long as it is located in the same assessment district.
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ences between the two values are due to classification and the household
exemption. Changes in the ratio of taxable to full and true values over time
may represent either modifications of the law or changes in the amount of
property in the various classes. From 1914 to 1954 this ratio declined 14
per cent in the case of real property and 30 per cent in the case of per
sonalty.

Table V. 7 shows the assessed value of major groups of property for
selected years from 1920 to 1954. In that period the largest increase in
assessed valuation was in household goods, which increased by 167 per
cent. However, because of the household exemption, the taxable value is
much less than the assessed value of this item. Although the Table shows
an assessed valuation of $83 million in 1954, taxable valuation was only
$19 million. 54 The assessed valuation of business personal property more
than doubled, while "other property" also doubled. The "other property"
category includes structures on railroad land not owned by the railroads,
privately owned structures on public land, watercraft, utility property locally
assessed, and billboards. The assessed value of farm personal property de
creased slightly while the value of mined iron ore fell sharply.

Table V. 6. Difference Between Full and True Value and Taxable Value of Real and
Personal Property Resulting from Classification, Minnesota, Selected Years, 1914-1954

True and full value Per cent of taxable to
Year (millions of dollars) Taxable value fi full and true value

Real property
1914 ............... 3,350 1,274 38.0
1924 ............. " 4,525 1,708 37.8
1934 .... , .......... 3,591 1,245 34.7
1944 " ............. 3,327 1,098 33.0
1954 ............... 4,518 1,478 32.7

Personal Property
1914 ............... 683 229 33.5
1924 ............... 860 243 28.1
1934 ............... 664 152 22.9
1944 ............... 935 207 22.2
1954 ............... 1,713 403b 23.5

aThe figure provided by the State Auditor for 1954 does not include $9.5 million
of taxable value of electric light and power companies.

bThis figure differs from that estimated by the Minnesota Department of Taxation
by about $1 million.

Source: Derived from Minnesota Tax Commission, Fourth Biennial Report (Min
neapolis, 1914), p. 57, Minnesota Department of Taxation, MiI(,lesota Property
Taxation, 1924-1946 (St. Paul, 1947), pp. 49-50, and 1953-1954 Biennial Report
(St. Paul, 1954), p. 27 and from State Auditor of Minnesota, Abstract of Real and
Personal Property Taxes Levied by the Several COllllties in the State of Minnesota
for the Year 1954.

54Data prepared by the Minnesota Department of Taxation, April 27, 1956.
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Table V.7. Assessed Values, by Property Classes, Minnesota, Selected Years,

1920-1954a

Class Personal Property 1920 1930 1940 1950 1952 1954

(millions of dollars)

1 Mined iron ore ........ 13 8 6 4 4 4
lA Products of blast furnace b b b

2 Household goods ...... 31 39 36 66 74 83
3 Business property ...... 114 94 85 198 234 233

3A,3D Farm property ........ 104 66 47 92 102 99
4 Other personalty ....... 24 29 26 39 43 48- - - - - -

Total personalty ..... 287 236 201 399 457 467

Real estate ................... 1,749 1,674 1,135 1,273 1,390 1,477-- -- -- -- -- --
Total assessed value ........... 2,036 1,910 1,335 1,672 1,848 1,944

aThis tabulation does not include property assessed directly by the Tax Commis
sioner. It also omits some property such as automobiles and intangibles not now
assessed as personal property.

bThe assessed value of class lA property was $19,000 in 1950, $26,000 in 1952
and $103,000 in 1954.

Source: Derived from data prepared by the Minnesota Department of Taxation.

The assessed value of real estate, by 1954, had not regained the level
of 1920 or 1930. The decline after 1930 was due to the effects of the de
pression and the homestead exemption, but even since 1950 the increase in
the assessed value of real estate reflects, at best, only the value of new
residential construction.

The erosion of the property tax base which has taken place since 1920
may be seen in the total assessed valuation. Although there has been a tre
mendous growth in real wealth and in the price level since 1920, total as
sessed valuation was less in 1954 than it was then. Table V. 6 indicates that
part of this erosion is the result of the classification law. Although data on
the value of tangible wealth in Minnesota which would permit quantitative
measurement are not available, it seems likely that an even greater cause
of this erosion is a reduction of the ratio of full and true value to market
value.

Table V. 8 presents the same information, except that the breakdown is
more detailed. Rural real estate has declined substantially in assessed value
since 1920. In 1920 this type of property was assessed at $903 million. In
1954 it was assessed at only $449 million. Part of this decline represents the
effect of the homestead exemption, enacted in 1933. l'he assessed value of
urban real estate, on the other hand, increased from/$563 million to $839
million, in spite of the effect of the homestead exemption. Unmined iron ore
declined from $283 million to $161 million.

Table V. 9 shows the assessed value of various types of property as a
percentage of total assessed values for selected years. With the exception
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Table V.8. Breakdown of Assessed Values, by Major Property Classes, Minnesota, Selected Years, 1920-1954

Class Type of property 1920 1930 1940 1950 1952 1954

(thousands of dollars)

1 Mined iron ore ............................ 13,183 7,673 6,459 3,715 3,700 4,163
lA Iron and steel ............................. ........ .. ...... .. ...... 19 27 103
2 Household goods .......................... 30,635 39,313 35,652 65,695 74,295 82,509
3 Manufacturers inventories ................... 26,031 18,008 22,290 43,722 57,786 56,217
3 Business machinery and equipmenta .•....•.... 20,025 20,057 18,548 49,916 57,782 62,101

3 Wholesale inventories ....................... 23,636 16,853 12,631 27,497 31,164 31,652
3 Retail inventories ........................ .. 33,720 24,935 18,321 46,999 52,359 48,553
3 Other business personalty ................... 10,889 13,959 13,791 29,665 34,959 34,718
3A Agricultural products in hands of producers .... 3,616 625 596 5,717 1,824 5,678

'"'""
3D Livestock and domestic animals .............. 82,376 58,630 39,885 48,323 56,335 46,583

VI

'"'"" 3D Farm tools and equipment ................... 18,502 7,078 6,882 38,076 44,079 46,810
4 Other personalty ........................... 24,808 28,712 25,737 39,354 43,486 48,286
1 Unmined iron ore .......................... 282,596 229,045 176,154 149,369 156,815 160,590
3 Non-homestead rural realty .................. 903,176 714,664 344,811 341,935 347,686 350,804
3B Rural homesteadsb ......................... ........ .. ...... 84,761 99,044 99,403 98,631

3C Urban homesteadsb ......................... ........ .. ...... 147,211 243,583 281,107 311,441
4 Non-homestead urban realty ................. 562,838 725,326 375,267 422,134 483,986 527,750
4 Permanently attached machinery .............. ........ 5,462 6,905 16,995 21,305 27,600

Total ................................... 2,036,030 1,910,340 1,335,904 1,671,757 1,848,101 1,944,189

aThis item is overstated because a few counties, notably Hennepin, include permanently attached machinery in this classification.
In 1954 such machinery amounted to $10 million in Hennepin County alone.

bHomestead property includes only the first $4,000 of full and true value of each homestead.

Source: Derived from data provided by the Minnesota Department of Taxation.
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Table V.9. Breakdown of Assessed Values, by Major Property Classes,
Minnesota, Selected Years, 1920-1954
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of the household goods item, for which the assessed value is much greater
than the taxable value, these percentages provide a good indication of the
revenue importance of various classes of property and of the changes which
have taken place since 1920.

The most striking change that has occurred is the rise in the importance
of personal property as compared to real estate. In 1920 only 14.1 per cent
of total assessed value was accounted for by personal property. In 1954
personal property accounted for 24 per cent. This is not explained by the
impact of classification since it has had the effect of reducing the ratio of
assessed to full and true value more rapidly for personalty than for real
estate.55

Among classes of real estate, unmined iron are makes up 8.3 per cent of
total assessed value, rural real estate 23.1 per cent, and urban real estate

55See Table V. 6.
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1920Type of property

RLess than .05 per cent.
Source: See Table V. 8.

1 Mined iron ore 0.6
1A Iron and steel .
2 Household goods. . . . . . . 1.5
3 Manufacturers inventories 1.3
3 Business machinery and

equipment 1.0
3 Wholesale inventories 1.2
3 Retail inventories 1.7
3 Other business personalty 0.5
3A Agricultural products in

hands of producers .. . . . 0.2
3D Livestock and domestic

animals . . . . . . . . . 4.0
3D Farm tools and equipment 0.9
4 Other personalty 1.2

Total personal property 14.1

1 Unmined iron ore. . . . .. 13.9
3 Non-homestead rural

realty 44.4
3B Rural homesteads .
3C Urban homesteads .
4 Non-homestead urban

realty 27.6
4 Permanently attached

machinery .

Total real estate 85.9
Total 100.0

Class
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Table V. 10. Estimated Propeliy Tax Levies, by Major Type of Property,
Minnesota, 1954

nLess than .05 per cent.

Source: Derived from data provided by the Minnesota Department of Taxation.
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(thousands of

dollars)Type of property

Mined iron ore and steel products .
Household goods .
Business machinery and equipment .
Manufacturers' inventories .
Wholesale inventories .
Retail inventories .
Other business personalty .
Agricultural products in hands of producers
Livestock and domestic animals .
Farm tools and equipment .
Other personalty .
Rural transmission and distribution lines ..
Petroleum refineries .

~--

Total personal property .
Unmined iron ore .
Non-homestead rural real estate .
Rural homestead .
Urban homestead .
Non-homestead urban real estate .
Permanently attached machinery , .
Petroleum refineries .

Total real estate .

Total real and personal .

1,IA
2
3
3
3
3
3
3A
3D
3D
4
none
none

1
3
3B
3C
4
4
none

Class

The Property Tax

43.1 per cent. Permanently attached machinery constitutes 1.4 per cent of
the total, a figure that is somewhat understated because some taxing dis
tricts assess this item as personal property.

Table V. 10 provides estimates of tax levies for 1954 by classes of
property. These data have great importance for policy decisions. They per
mit estimation of the revenue that would be lost if certain classes of prop
erty were to be exempted and make it possible to estimate the effect of
changing the classification ratios of various classes of property.

The relative importance of each class in the property tax revenue picture
is indicated by the column showing the percentage of total revenue ac
counted for by each class. These figures are very similar in magnitude to
those given in Table V.9. Differences arise primarily from the fact that
certain types of property may be concentrated in areas having mill rates
that are higher or lower than average. A slight difference also results from
the fact that Table V. 10 provides a somewhat more complete listing of
property.



Table V. 11. Total Property Taxes and Estimated Personal Property Tax Levied,
by County, 1954

(thousands of dollars)
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570
2,600
1,509
1,106

961
970

3,699
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Dodge .
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Grant .
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Hubbard .
Isanti .
Itasca .
Jackson .
l<anabec .
l<andiyohi .
](ittson .
l<oochiching .
Lac Qui Parle .
Lake .
Lake of the Woods .
Le Sueur .
Lincoln .
Lyon .
McLeod .
Mahnomen .
Marshall .
Martin .
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IlIncludes $9,522 thousand of special assessments but does not include $1,414
thousand of tax on electric light and power companies.

Source: Minnesota Department of Taxation and State Auditor, Abstract of Real
and Personal Property Taxes Levied, 1954.

(thousands of dollars)
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Table V.l1. (Continued)
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Wadena .
Waseca '" ..
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Yellow Medicine .
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An estimate of the importance of personal property tax collections in
each county is given in Table V. 11. Although the range is from 13.5 per
cent of total collections in St. Louis to 29.8 in Cook, the great majority of
the counties fall into a relatively narrow range. Seventy of the 87 counties
obtain between 18 and 26 per cent of their total property tax revenues from
the personal property tax.

Administrative Procedures50

One of the common criticisms of the property tax is that it is poorly
administered. Despite the fact that numerous organizations and groups at
the national, state and local levels have been recommending drastic changes
in property tax administration for many years, changes have come slowly.
The description of property tax administration in Minnesota which follows
indicates that the experience in Minnesota has not been unlike that of other
states in this respect.

ASSESSMENT

Assessment day in Minnesota is May 1. Personal property is assessed
annually with reference to its value on May 1. Real property subject to
taxation is listed and assessed as of May 1 of even-numbered years.

In odd-numbered years real property assessment is confined to property
which has become subject to tax since the last assessment. The assessor also
annually records changes in the homestead status of property. Real property
is revalued in the case of destruction of buildings or other structures of over
$100 in value during the year. Exempt real estate is assessed every six
years. 57

Assessment in Minnesota is the responsibility of approximately 2,700
assessing officers. Forty-nine of these are county assessors and 38 are county
supervisors of assessment. The State Tax Commissioner serves as assessor
of certain public utility property. The remainder are local assessors func
tioning at the township, village, city or, in unorganized territories, at the
district level. Most of them are part-time officials, either elected, usually
for a two year term, or appointed by the governing body of the unit in
volved. Part-time assessors may be compensated on a per diem or an annual
basis. In most cases per diem rates are from $6.00 to $8.00 and mayor
may not be supplemented by a mileage allowance for travel in assessment
work.58 Annual compensation may be as low as $75.00.

In the larger cities the assessor is a full-time official with a large staff
of assistants. In Minneapolis all of the real estate appraisers are graduate

50ln addition to the sources cited, information is based upon interviews with
members of the staff of the Department of Taxation, several county and city assessors,
and other persons directly engaged in the administration of the property tax.

57Minnesota Statutes, 1953, Chs. 273.17 and 273.18.
58The statutes provide that mileage shall be paid for travel to assessors' meetings

and to return assessments to the county seat. Payment of mileage for travel in con·
nection with the actual assessment is optional.
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engmeers and trained accountants do much of the personal property
appraisal.

Every county is required to have either a county assessor or a county
supervisor of assessment. All counties except Hennepin, Ramsey and St.
Louis are allowed to choose the system which they prefer. The supervisor
of assessments or the county assessor is appointed by the board of county
commissioners for a 4 year term. The law provides that he shall be selected
and appointed because of his knowledge and training in the field of prop
erty taxation and that his appointment shall be approved by the Commis
sioner of Taxation before becoming effective. 59

The statutes specify, in considerable detail, the duties of the county
supervisor of assessments.60 These are primarily to assist and advise local
assessors01 as to their duties and the methods which should be used. The
supervisor assists the Commissioner of Taxation in conducting assessors'
meetings and may call meetings of assessors to give assistance and instruc
tions. He is also required to prepare and keep available land maps and
sales records for use by local assessors or boards of equalization. He does
not actually make assessments and since he has no power to control local
assessors his role is that of advisor rather than supervisor.

County assessors are charged with all the duties of the supervisor of
assessments and, in addition, with the responsibility for actually assessing
property. Adoption of the county assessor system, however, does not result
in the elimination of local assessors. The local assessors continue to have
the duty of viewing and appraising property within their jurisdictions. They
report' their appraisal to the county assessor who enters the assessment in
the books.

The county assessor is responsible for viewing and appraising property
which would be difficult for the local assessors to appraise. He is also re
sponsible for much of the work which is done by the county auditor in
counties having supervisors of assessment.

Responsibility for assessing those utility properties which are subject to
ad valorem taxation is divided between the State Commissioner of Taxation
and the assessors. The Commissioner is responsible for the original assess
ment of the following types of property: 02

1. Personal property consisting of electric rural transmission and distri
bution lines.

2. Personal property consisting of transmission lines of cooperative elec
tric associations.

3. Pipelines and attached equipment of companies engaged in transport
ing oil, natural gas or other petroleum products.

4. Flight property of all commercial airline companies.
50Minnesota Statutes, 1953, Ch. 273.071.
oOMinnesota Statutes, 1953, Ch. 273.071, Subd. 8.
G1Except city assessors in cities of the first class, which means, in effect, Minne

apolis and Duluth, since St. Paul has no city assessor.
o2Minnesota Department of Taxation, Biennial Report, 1953-1954, pp. 39-40.
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Other utility property subject to ad valorem taxation is originally assessed
by the local assessor. However, because of the difficulty of valuing this
type of property most local assessors make no effort to assess utility prop
erty accurately. The Tax Commissioner maintains a centralized system of
utility valuation and makes wide use of his power to change utility assess
ments as Commissioner or while sitting as the State Board of Equalization.68

Legally iron ore is assessed by the local assessor and then reviewed by
the local board of review and the county and state boards of equalization.
In actual practice, however, iron ore valuations are made by the mining
division of the Department of Taxation.64

Local assessors, except when special provisions apply, are required to
perform their duties during the months of April, May and June.05 The
statutes provide .that the assessor must, where practicable, actually view all
real property. The assessor is to call upon all owners of personal property
who are required to list their personal property. The actual assessment is
to be made by the assessor.

As would be expected when such a large number of assessors are in
volved, the quality of assessment and assessment personnel varies greatly.
In some cases local assessors are qualified for their job and do a careful and
thorough job of assessment. In other cases local assessors are chosen be
cause they are the only persons willing to take the job.

Assessors who do a careful job of real estate appraisal' actually view the
property, make use of soil maps, land value maps, sales records and other
aids provided by the county assessor or supervisor of assessments. Probably
the greatest difficulty involved in valuing real estate involves types of prop
erty which are seldom sold. Commercial property in villages and downtown
or industrial property in larger cities are examples. In this case, it is up to
the assessor to form an opinion of market value.06 This may be done with
the aid of elaborate formulas, with the help of personnel from the Depart
ment of Taxation, or it may take the form of an educated guess on the part
of the local assessor.

Methods of assessment of personal property vary widely with different
types of property. In the case of livestock and machinery most local asses
sors use schedules of typical values prepared by members of the assessors'
association. Although these schedules have not been officially approved by
the State Tax Commissioner, they are widely used.

Assessment of inventories and equipment of merchants and manufactur
ers often presents a difficult problem in Minnesota. This type of property is
difficult to appraise by merely viewing it, even for an expert. The Minnesota
law does not give the local or county assessor the right to inspect the books
of the taxpayer. The result is that the assessor usually takes the taxpayer's

6s/bid., p. 40.
04Ibid., p. 53.
65Minnesota Statutes, 1953, Ch. 273.08; op. Atty. Gen., 12-C-l, May 4, 1945.
60State v. Fritch, 175 Minn. 478.
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word for the value. In cases of obvious understatement the, assessor some
times makes an arbitrary assessment. This places the burden of proof on
the taxpayer if he wishes to protest. Most assessors, however, are under
standably reluctant to use this procedure frequently.

Assessment of household goods in Minnesota, as in other states, is ex
tremely haphazard and amounts to little more than a formality. Among the
factors which account for this is the lack of a market for second-hand furni
ture, the ill-will that would be created by a careful search of a house and
the ease with which some valuables can be hidden. Although the statute
authorizes assessors to enter any house or building and view it and the
property therein, the Assessors' Manual suggests that cupboards, closets
and drawers should not be opened by the assessor. 67

Assessors who are unqualified or unwilling to do their job properly often
do nothing except copy the last assessment roll. In some cases they do not
even fully complete the valuation cards. When local assessors do not do a
satisfactory job, a county assessor can legally do the work himself or have
it done by a deputy. In practice, however, lack of adequate personnel and
the serious lack of time imposed by the overlapping of the assessment period
and the period during which the boards of review meet may prevent this
action. In county supervisor counties, the supervisor cannot change the
assessments of the local assessor. His only recourse is to recommend
changes to the county board of equalization.

One of the most troublesome problems in connection with property
assessment is the selection and application of an adequate standard of
value. Minnesota law provides that the assessor is to determine full and
true value, which is then reduced by the percentages provided in the classi
fication law to obtain assessed value. Full and true value is defined to be
the usual selling price at the place where the property is located at the time
of assessment. It is the price which could be obtained at private sale and
not at a forced or auction sale.68

In practice, full and true value as determined by assessors in Minnesota
is typically only a fraction of the actual market price. This procedure is not
legally authorized but is a condition which has long existed in practice.
Some assessors insist that fractional assessment makes their work easier
because it enables them to avoid revaluing previously assessed property.
They claim that it is possible to leave assessments of older property un
changed from year to year and vary the ratio of full and true value to
market value of newly constructed property in such a way as to assess it
on an equal basis with older property even though depreciation takes place
and price changes are occurring. Other assessors deny that accurate assess
ments can be obtained in this way. There is no doubt, however, that frac
tional assessment makes the assessment and taxing process more difficult
for the citizen to understand and makes it more difficult for a taxpayer to

67Assessors' Manual, 1956, p. 116.
68Minnesota Statutes, 1953, Ch. 272.03, Subd. 8.
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know whether or not his assessment is fair. It also makes appeal from the
assessor's valuation more difficult.

There has been a tendency in Minnesota, as in many other states, to
temper the judgment of the market by injecting subjective or normative
elements into the valuation process. In periods of changing values, assess
ments tend to change more slowly than actual market prices. The courts
often acquiesce in this procedure. For example, in State v. Penn Mutual
Life Insurance Co. (1936)69 the Minnesota Supreme Court affirmed a
valuation of $13,500 on a lot despite the fact that evidence showed that
attempts over a considerable period of time to sell the lot and a building
on it for $6,500 had been unsuccessful. The assessor testified that under
present conditions the lot could probably not be sold for more than $7,000.
This injection of a "normal value" concept has the advantage of maintain
ing a stable tax base but it makes uniform assessment more difficult to
achieve by removing the objective market standard.

REVIEW AND EQUALIZATION

Upon completion of the work of the assessor the assessment rolls are
subject to review and equalization. It is important to distinguish between
review and equalization even though in Minnesota, as in a number of other
states, "boards of equalization" may also perform review functions. Review
agencies are charged with the task of examining the original assessment
rolls prepared by the as'sessor and changing individual assessments that are
out of line. Such changes may be made either upon complaint of the tax
payer or upon the review board's own motion.

Equalization is concerned with altering the aggregate value of whole
groups of property rather than individual assessments. Since the ratio of
full and true value to market value may differ widely from assessment dis
trict to assessment district, there are a number of reasons why equalization
is needed. Some of the most important reasons are:

1. To equalize the burden of state tax levies among counties and to
equalize the burden of county tax levies among assessment districts
within the county.

2. To equalize the burden upon property assessed by the State Tax
Commissioner and property assessed locally.

3. To equalize the apportionment of state aid funds when the distribu
tion formula includes assessed values as one of the factors.

4. To equalize the value of individual claims for property tax exemp
tions such as the homestead exemption and the exemption on house
hold goods.

5. To correct discrimination against certain classes of property which
may result from a conscious or unconscious bias of the assessor.

In Minnesota local boards of review meet between June 1 and July 15,
the exact date being set by the county assessor or supervisor of assessment.

69 198 Minn. 115.
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in townships the town board serves as a review board. The governing body
of each village or city serves as a review board unless the city charter pro
vides for a "board of equalization". The local board of review has the
power to add omitted property to the list and to correct assessments either
upon its own motion or upon complaint of the taxpayer, but an assessment
cannot be raised until the owner of the property has been notified and
afforded an opportunity to appear at a hearing. The assessor is required to
attend but cannot vote. In counties having supervisors of assessment, the
local assessors must make changes on the assessment roll as directed by the
review board. In counties having county assessors the changes are made by
the county assessor. In county assessor counties the local board does not
have the power to reduce the aggregate assessment below the amount re
turned by the county assessor for that town, city or village.

The extent of the activity and of the effectiveness of local boards of
review varies considerably. In some cases, the meeting is a mere formality.
Typical procedure at such a meeting is to spend a few minutes waiting for
complaining taxpayers to appear, then sign the assessment books and ad
journ. Other boards make quite a number of changes, at the request of
either taxpayers or the county assessing officer or on their own initiative.
The lack of familiarity of most review board members with assessment pro
cedures and the natural reluctance of an elected board to arouse opposition
by making changes lead many boards to do little or nothing. Unfamiliarity
with standards of appraisal and assessment procedures may be overcome
in part if the county assessor or county supervisor of assessment prepares
schedules which facilitate comparison of assessments. At least one county
assessor insures that the boards have some familiarity with the assessment
list by reading it aloud at the board meeting.

The provision which prevents local boards of review in county assessor
counties from reducing the aggregate assessment is valuable in preventing
competitive undervaluation by local boards. It also serves to check board
members who might be inclined to lower their own assessment. On the
other hand, it can serve as a real handicap to a taxpayer who is appealing
an unfair assessment. In order to reduce his assessment, the board must raise
another assessment, which requires the giving of due notice and holding
another meeting at which the person whose assessment is raised can appear.
This provision is sometimes thwarted by holding unofficial board meetings
before the rolls are officially turned in or by deliberately omitting property
which can be added to offset any needed reductions.

The county board of equalization is made up of the county commission
ers, or a majority of them, and the county auditor. It meets on the third
Monday in July. The county board has the power to change the valuation
of all property of a given class in the county as a whole or in any local
assessment district. 70 The county board also has the power of review, that
is, it may change the valuation of any individual tract or piece of property,

7°Minnesota Statutes, 1953, Ch. 274.13, and Op. Atty. Gen., 1928, No. 273, p. 250.
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subject only to the requirements for due notice and a hearing in the case
of increases in valuation. But the county board cannot reduce the aggregate
assessed value of real property or the aggregate value of personal property
in the county.71

Since the county board of equalization is composed of elected officials
who spend only a few days a year dealing with property assessments, they
are unlikely to do an effective job unless they have a considerable amount
of guidance and technical help from the county assessing officer or the
county auditor. In county assessor counties members of the board of
equalization review the work of a county assessor hired and supervised by
them in their capacity as members of the board of county commissioners.
As a result many county boards of equalization make few changes except
in the case of appeals. In counties having a supervisor of assessments, the
supervisor does not have the power to change assessments made by the
local assessors, so he may recommend many changes to the board of
equalization.

Since the creation of the Department of Taxation in 1939, the Tax Com
missioner has acted as the State Board of Equalization. This is probably
the only one-man board of equalization in the United States.72

The State Board of Equalization has the power to raise the assessment
of individual pieces of property, in cases where it would be of assistance in
equalizing values, subject to the usual provisions concerning notice to the
owner. The Board also has both intercounty and intracounty equalization
duties. In performing these duties it can add to or deduct from the value of
any class of property of any county, city, village or town. The State Board
of Equalization cannot reduce the aggregate valuation of all property in
the State by more than one per cent in anyone year.78

The State Tax Commissioner, however, is given the power by another
section of the statutes to raise or lower the assessed valuation of the real
or personal property of any individual, co-partnership, company, association
or corporation.74 No limitation as to the total amount of such changes is
provided. Thus the powers of the Commissioner vary widely according to
which of his several roles he is performing at the moment.

Boards of review and equalization in Minnesota generally have adequate
power to permit effective performance. The only important limitations on
their power are those which limit or prevent reduction in aggregate assess
ments. A serious problem, however, is involved in securing sufficient data
to permit accurate equalization. Comparisons of average assessed value
of various kinds of property in the different assessment districts are helpful,
but differences in the districts may exist which justify wide variations. Al
though supplemental data are utilized by the State Board of Equalization,
some assessors feel that serious mistakes have been made. The data col-

71Minllesota Statutes, 1953, Ch. 274.13.
72Lloyd M. Short, Clara Penniman and Floyd O. Flom, op. cit., p. 68.
78Minnesota Statutes, 1953, Ch. 270.12, Subd. 6.
74Minnesota Statutes, 1953, Ch. 270.11, Subd. 6.
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lected by the Equalization Aid Review Committee are valuable in connec
tion with real estate equalization. A few cases have been cited where the
data were not checked carefully enough to eliminate sales that were not
bona fide current sales, and the use of appraisal data was necessary with
some kinds of property, but this is by far the most accurate data available.

The principal handicap to more effective equalization and review at the
State level appears to be insufficient staff. Technical positions remain un
filled because the salary authorized does not attract men with the necessary
qualifications. Some county assessors have indicated in interviews that more
technical help from the Department of Taxation would be welcome if
qualified men were made available.

THE ASSESSMENT DATE

There has been a considerable amount of discussion concerning whether
or not May 1 is the most satisfactory assessment date. Obviously, any date
that is chosen will be advantageous to some taxpayers and disadvantageous
to others. For example, the present May 1 date finds coal dealers with very
small inventories and farm equipment dealers with very large ones. A
change to a date in the fall would reverse their positions.

Emphasis in this section is upon the administrative problems involved in
the choice of an assessment date, although this cannot be separated com
pletely from questions of equity. 75

A number of states have tried to solve the problem of an equitable assess
ment date for inventories by requiring the use of an average inventory figure.
In some states this is a quarterly average, but more commonly it is ob
tained by averaging inventory values as of the first day of each month.
Although this promotes greater equality among various types of businesses,
an average assessment date complicates administration except where the
assessor has access to taxpayer records which contain the necessary infor
mation. Moreover, the compliance costs are prohibitive for many small
business and farmer-taxpayers. The optional-average inventory method is
a compromise which permits a choice to the taxpayer. He may be assessed

. on the basis of average inventories or according to inventories on a speci
fied day.

Among dates which might be substituted for the present date, January 1
has been given the most attention. This date would undoubtedly reduce
total inventories subject to assessment since merchants' stocks are typically
low at the close of the Christmas season, but it has some important ad
ministrative advantages. Assessment of both inventories and equipment
would be simplified since many businesses take inventory and prepare finan
cial records as of that date. At present owners of inventories' are asked to
fill in a form which has blanks for the inventory on the inventory date and
for purchases and sales since that date. If assessment date and inventory
date were the same, the need for the latter information and the calculations

. ,

75The effect of the assessment date upon agriculture is discussed in Ch. VI.
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involving them would be eliminated. No single date would accomplish this
for all businesses, but January 1 would be the most satisfactory single date.

Assessment of agricultural property would also be facilitated if the
assessment day were changed to January 1. Livestock and machinery are
less likely to be scattered over the countryside and both assessor and owner
would have more time. In most areas roads are now kept open in winter
and are apt to be more passable than in the early spring. The fact that the
land may be covered with snow is not of great importance since the general
features of land change slowly and can be entered in permanent records at
any time during the year.

Probably the greatest administrative advantage to be gained by changing
to a January 1 assessment date would be the increase in the time available
for the local and county assessors to complete their work. At present the
statutes state that the work of assessment must be done during the months
of April, May, and June. However, board of review meetings must be
scheduled between June 1 and July 15 and must be attended by the county
assessor or supervisor of assessments. In some of the larger counties this
means an average of more than one meeting a day during the entire period.
Those local assessors whose review boards meet first have only two months
to complete their assessment. Those whose meetings are later in the period
turn in their roll after the board of review meetings have started, which
means that the county assessor or supervisor may have little or no oppor
tunity to see the roll before the review board meets. Changing the assess
ment date to January 1 and requiring that the local assessor have his roll
in by April 1 would permit the county assessor or supervisor to review the
work carefully before the boards of review meet.

REAPPRAISAL

The Tax Commissioner has the power to order a reappraisal in any tax
ing district, upon his own initiative, in response to a verified complaint or
in response to a finding court or a legislative body. In such cases the Com
missioner appoints a special assessor and any necessary deputies and deter
mines their compensation. Necessary expenses are paid out of State funds
and must be repaid by the taxing jurisdiction in which the reassessment
is ordered.76

TAXPAYER REDRESS

In order to protect the taxpayer against erroneous or discriminatory
assessment, appeal procedures must be provided. In Minnesota there are
many avenues which such an appeal may take. However, a considerable
amount of uncertainty exists in connection with some of these procedures.77

A taxpayer may appeal to his local assessor, to the local board of re
view, the county board of equalization or the State Tax Commissioner for

76Miflnesota Statutes, 1953, Chs. 270.11, subd. 3; 270.16; 270.17; 270.18.
77David R. Roberts, "Tax Valuation of Minnesota Iron Ore", Minnesota Lall'

Review, April, 1950, pp. 389-444.
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the reduction of his assessment. The local assessor may sometimes grant
reductions but he is apt to feel that he has made the assessment to the best
of his ability and that there is no reason to grant special reductions to
"malcontents". Protection of the taxpayer requires that he have the right
to have his case heard by someone not directly involved in the original
assessment. In some cases the county assessor can fill the role of an im
partial arbitrator.

In the case of local boards of review in county assessor counties and
county boards of equalization, the prohibition against lowering the aggre
gate assessment may serve as an obstacle to obtaining relief from these
sources. The limitation on the power of the local board means that one
assessment cannot be lowered without raising another, which requires that
notice be given to property owners whose assessments are being raised. A
similar situation prevails in the case of the county board unless it makes
increases in classes of property against which individual reductions can be
offset.

Orders of the Tax Commissioner may be appealed to the Board of Tax
Appeals. 78 The Board holds a public hearing upon the appeal and deter
mines the issues de novo. However, the burden of proof is upon the tax
payer since the statutes provide that orders of the Commissioner are prima
facie valid. The statutes provide that decisions of the Board may be ap
pealed to the Supreme Court upon grounds that the Board was without
jurisdiction, that the order was not justified by the evidence or was not in
conformity with law, or that the Board committed any other error of law. 7

!l

It is a common rule of law that courts will not hear a case unless the
complaining party has exhausted all administrative remedies. If this rule is
applied to cases involving overassessment of property in Minnesota, the
taxpayer has a long series of steps which he must take before appealing to
the courts.80 There are, however, two lines of decisions in Minnesota con
cerning the exhaustion of administrative remedies.81

There are a number of possible ways which might be used by a taxpayer
to get his case into court.82 No attempt is made here to discuss the intricate
legal issues involved in obtaining relief through the courts, but some of the
more important aspects will be briefly described.

The statutory remedies include the right to petition the district court
before the first of June in the year in which the tax is payable upon the
grounds of illegal assessment, overvaluation, or unfair or unequal assess
ment of real property. Before filing such a petition the taxpayer must pay
at least 50 per cent of the tax. The district court has the power to approve
a compromise settlement of such cases or to enter judgment.83 An alterna-

78Minnesota Statutes, 1953, Ch. 271.06.
79Minnesota Statutes, 1953, Ch. 271.10.
80David R. Roberts, op. cit., pp. 389-444.
81lbid., p. 426.
82lbid., pp. 427-428.
88Minnesota Statutes, 1953, Ch. 278.
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tive procedure is for the taxpayer to fail to pay the tax and to raise the
objections mentioned above as a defense in the action to collect the delin
quent tax.84

Once in court, the taxpayer faces possible difficulties in obtaining relief.
The first is that the burden of proof rests upon the complaining taxpayer.85

This means that in the absence of convincing evidence that the valuation is
too high the assessment will not be disturbed.

Another difficulty involves the uncertainty as to whether or not relief
will be granted to taxpayers who are assessed at less than 100 per cent of
full value but at a higher per cent than the average. In 1908 the Minnesota
Supreme Court in State v. Cudahy Packing Company86 refused to grant
relief to a taxpayer whose property was assessed at approximately market
value even though other property, in accordance with instructions of the
State Auditor, was assessed at far less than market value. Although it
appears that this rule is not always followed by the lower courts, the Cudahy
Case has never been clearly overruled and there is a considerable amount
of uncertainty on the point. Even if the Cudahy Case is not followed, legal
rules make it difficult for a taxpayer to prove that he is unfairly assessed.
In the case of State v. L. C. Fritch87 the defendant was the owner of unim
proved lands and he complained that improved lands were undervalued to
the extent that he was being denied equal protection of the law. The Court
stated:

To establish a defense or right to reduction upon that ground it is not
enough to show under-valuation of a number of particular classes of
property, but the proof must be such as to require a finding of "an
intentional violation of the essential principle of practical uniformity".
(italics added)

Although there are many avenues open to the taxpayer, there seem to
be many uncertainties and a considerable amount of expense involved in
obtaining relief. There is a widespread belief in Minnesota that available
appeal procedures do not provide a simple, inexpensive method of appeal
which provides adequate protection to the taxpayer. Many assessing officers
point to the fact that few appeals are taken from their assessments as proof
that assessments are fair. This could equally well be evidence that the tax
payer feels that appeal will do little good or evidence that the taxpayer has
no way of knowing when he is being unfairly assessed. Even the best asses
sor will make mistakes and the presence of a reasonable number of appeals
would appear to be more indicative of fair treatment than would the almost
complete absence of appeals. .

84Minnesota Statutes, 1953, Ch. 279.19.
85State v. Penn Mutual Life Insurance Co., 195 Minn. 115; State v. Walso, 196

Minn. 525; Minnesota Statutes Annotated, Ch. 279.19, Notes 13 and 16.
86103 Minnesota 419.
87175 Minnesota 478 (1928).
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Results of the Assessment Process in Minnesota
An analysis of the divergence between the market value of taxable real

property and the assessors' full and true value is made possible as a conse
quence of the work of the Equalization Aid Review Committee.88 In the
Summary Report issued in March, 1955, the Committee presented the
results of its state-wide sales-ratio survey that forms the basis of the present
discussion.89

The survey reveals that the weighted average ratio of full and true value
to estimated market value,90 for all kinds of realty, was 36 per cent. There
were considerable deviations from the over-all ratio among counties and
among various kinds of real estate. The fact that the a~sessors' full and
true value of real property is only slightly more than one-third of market
value is not unique to Minnesota. Table V. 12 shows that in those states
that have in recent years conducted sales-ratio surveys the situation is not
much different. In fact, Minnesota's statewide ratio of 36 per cent occupies
a median position among the seven states for which statewide ratios are
available.

DISPERSION BY TYPE OF PROPERTY

The ratios of full and true to estimated market value of various types of
realty deviate considerably from the weighted average ratio of 35.99. They
range from 16.20 for lakeshore to 45.88 for public utility property. Of
special interest is the relatively high ratio of 43.68 for farm realty.91

Whatever the reasons for the relatively high ratio of farm real estate, it
more than offsets the lower assessment rate provided farm property in the
classification system. "Offset indexes" were computed to measure the ex
tent to which variations in assessment practices have offset the legislative
intent to have farm property assessed at a lower percentage of full and true
value than urban property. An index value of 1.0 indicates that the rela-

88The Committee was created in 1951, principally to determine the distribution of
equalization aid to school districts. It consists of the Commissioners of Education,
Administration and Taxation. See Session Laws, 1951, Ch. 705.

89Progress Report of the Equalization Aid Review Committee, February, 1953 and
Summary Report of the Minnesota Department of Taxation to the Equalization Aid
Review Committee, March, 1955. (Hereafter cited as Summary Report.) The De
partment of Taxation has, in addition, provided the Tax Study Committee with valu
able worksheet data that permit a more detailed analysis of the survey results.
Analysis of Residential, Commercial and Industrial Sales-Ratio Sample of 13 Counties
from the Equalization Aid Review Committee Data of March, 1955, (April, 1956).
(Hereafter cited as Analysis.)

90The survey utilized a sample of 50,000 individual properties in all 87 counties.
The estimates of market value were, in the case of residential and farm properties,
based on bona fide sales. For commercial, public utility and industrial properties sales
data were supplemented by appraisals and other methods. See Summary Report,
op. cit., pp. 6-7.

91See Table V. 13. Unmined iron ore was not included in the survey. Ore bearing
land is valued by the Department of Taxation and no alternative method of appraisal
is known to be superior to the one currently being used.
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Table V. 12. Sales Ratio Studies, Real Property, for Selected States

Source: Summary Report of the Minnesota Department of Taxation to the Equali
zation Aid Review Committee, March, 1955, p. 9.

I,
I
I

I

Ratio
(per cent)

Estimated
market value

Assessors' full
and true valueTypes of property

Highest Statewide Lowest Year survey
State county ratio ratio county ratio completed

MINNESOTA ........... 52 36 17 1955
Illinois .................. 100 63 13 1953
Kansas ..... , ., .......... 48 23 13 1953
Kentucky ..... " ......... 50 17 1952
Missouri ............. " . 63 19 1947
Nebraska ................ 64 47 18 1953
New Jersey .............. 56 34 16 1953
Pennsylvania ............. 55 40 21 1951
Washington .............. 39 20 13 1954

Table V. 13. Ratios of Full and True to Market Value, by Major Types of Realty,
Minnesota, 1955

ii

Source: Summary Report of the Minnesota Department of Taxation to the
Equalization Aid Review Committee, March, 1955, p. 38.

tively greater underassessment of other property has exactly offset the
favored classification given farm property. A value of more than 1.0 indi
cates that classification has been more than offset and that farm real prop
erty is being assessed at a higher percentage of matket value than other
property. A value of .833 indicates that the two classes of property are being
assessed at the ratio contemplated in the classification law. When an offset
index is computed comparing farm property with residential property for
the entire State a value of 1.20 results, indicating that the lower classifica
tion of farm property has been more than offset. When farm property is
compared with commercial property, the index is .938, indicating that
assessment variation has only partially offset the effect of classification.
Table V. 14 presents similar offset indexes for each county in the State.
The rural homestead classification ratio of 20 per cent and the urban home- .
stead ratio of 25 per cent are not taken into account. However, this does
not seriously weaken the usefulness of the indexes because the ratio of 40
to 33Y3 is sufficiently close to that of 25 to 20.
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(thousands of dollars)

30.44
37.82
38.79
35.06
45.88
16.20
43.68
35.99

1,601,368 5,260,313
63,483 167,879

590,432 1,521,950
177,176 505,315
92,058 200,638
24,506 151,289

1,478,388 3,384,335
4,027,412 11,191,719

Residential .
Multiple dwelling .
Commercial .
Industrial .
Public utility .
Lakeshore .
Farm .
All realty .
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A more detailed analysis of the dispersion of the ratios among various
kinds of realty is provided in Table V. 15. The Table is derived from the
analysis of 36 kinds of property in 13 counties. A sample containing 1,544
commercial and 142 industrial items has been compiled and estimated
market values of these items obtained from appraisals or actual sales.92

The median ratio of the commercial sample was 31.29 compared with the
industrial ratio of 31.11. The similarity of the median ratios masks con
siderable variations among ratios of individual items. The lowest ratio,
14.00, was 79 per cent below the highest ratio, 66.05.

It will be noted that the extremely high and extremely low ratios are
found in cases where the number in the sample is small. This probably re
flects two influences. In the first place, property which is of an unusual type
is hard to assess accurately because the assessor may have little or no
knowledge of sales price, cost or other information pertaining to it. Second
ly, when the sample is small there is less chance that extremely high and
extremely low ratios will cancel out. In other words, there may be indi
vidual pieces of property included in some of the larger samples whose
assessment ratios are higher than 66 per cent or lower than 14 per cent,
but this fact is obscured because the sample is large.

DISPERSION OF RESIDENTIAL PROPERTY RATIOS

Over 5,000 ratios of assessor's full and true to market value of residen
tial dwellings in 13 counties were analyzed with the object of determining
whether or not there is an association between variations in ratios and the
age or value of the house. Table V. 16 summarizes the data. Although
generalizations must be drawn carefully, certain patterns of assessment can
be distinguished. In the case of property built before 1940 and selling for
less than $9,000 there appears to be a direct relation between the age of
the dwelling and the assessment ratio; older dwellings are assessed at a
higher percentage of market value than are newer ones. There is no clear
relationship between the assessment ratio and age within the price range
of $9,000 to $24,000. Above $24,000 the relationship found for low
priced residences seems to have been reversed; older dwellings are assessed
at lower ratios than newer ones. The validity of this finding is questionable,
however, because the sample includes only 22 houses built before 1940
which sold for more than $24,000.

No firm conclusions can be drawn concerning the effect of price upon
the assessment ratios of residences built before 1940. In some age brackets
there is evidence of higher ratios for lower priced houses, but the evidence
is, in general, not strong.

With respect to houses built since 1940, no conclusions can be drawn as

92et. Analysis. In the commercial sample the market values of 452 items were
estimated on the basis of actual sales and of 1,092 items on the basis of appraisals.
In the industrial sample, 13 actual sales and 129 appraisals were used for purposes
of estimating market value.
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Table V. 14. Effect of Assessment Practice on Lower Classification of Farm Property, by Counties

County

Offset index,
residential
propertya

Offset index,
commercial
propertyb County

Offset index,
residential
propertya

Offset index,
commercial
propertyb

Aitkin 1.6
Anoka 1.0
Becker 1.3
Beltrami . . . . . . . . . . . . . . . .. 1.2
Benton 1.4

Big Stone .... . . . . . . . . . . . . . . .. 1.5
Blue Earth . . . . . . . . . . . . . . . . . .. 1.1
Brown 1.0
Carlton 1.2
Carver 1.2,.....

-...lo Cass 1.2
Chippewa . . . . . . . . . . . . . . . . . . .. 1.2
Chisago 1.5
Clay 1.5
Clearwater .. . . . . . . . . . . . . . . . .. 1.1

Cook 1.6
Cottonwood , 1.0
Crow Wing 1.5
Dakota 1.6
Dodge 1.2

Douglas ~ . . . . . . . . . . . . .. 1.4
Faribault 0.9
Fillmore . . . . . . . . . . . . . . . .. 1.2

.Freeborn 1.1
Goodhue 1.5

1.4
0.9
1.4
1.1
1.3

1.6
1.0
1.0
1.2
1.2

1.3
1.2
1.3
1.2
0.9

1.5
0.8
1.1
1.3
1.2

1.5
0.8
1.3
1.1
1.5

Grant 1.4
Hennepin 1.2
Houston . . . . . . . . . . . . . . . . .. 1.5
Hubbard 1.1
Isanti 1.9

Itasca 1.2
Jackson 1.0
Kanabec . . . . . . . . . . . . . . . . . . . .. 1.8
Kandiyohi 1.4
Kittson . . . . . . . . . . . . . . . . .. 1.4

Koochiching 1.6
Lac Qui Parle 1.1
Lake " 1.0
Lake of the Woods 1.0
Le Sueur 1.2

Lincoln 1.1
Lyon 1.1
McLeod 1.1
Mahnomen 1.6
Marshall 1.3

Martin 1.1
Meeker 1.2
Mille Lacs 1.0
Morrison 1.3
Mower 1.2

1.2
1.1
1.4
1.2
1.8

0.9
1.0
1.2
1.5
1.3

1.0
1.1
0.9
0.8
1.2

1.1
1.0
1.2
1.9
1.3

1.0
1.1
1.0
1.3
1.2



Table V. 14. (Continued)

::;"/11

County

Offset index,
residential
propertya

Offset index,
commercial
propertyb County

Offset index,
residential
propertya

Offset index,
commercial
propertyb

Murray 1.1
Nicollet 1.3
Nobles 0.9
Norman 1.5
Olmsted 1.6

Ottertail . . . . . . . . . . . . . .. 1.3
Pennington 1.4
Pine 1.5
Pipestone 1.1
Polk 1.4

l-4

-l
l-4 Pope .. . . . . . . . . . . . . . . . . . . . . .. 1.5

Ramsey .
Red Lake . . . . . . . . . . . . . . . . . . .. 1.3 .
Redwood 1.1
Renville 1.0

Rice 1.4
Rock 0.8
Roseau 1.3
S1. Louis 1.2
S~ott 1.7

1.0
1.2
0.9
1.5
1.2

1.2
1.2
1.5
1.0
1.2

1.5

1.3
1.1
1.2

1.4
0.8
1.5
0.7
1.8

Sherburne 1.5
Sibley 1.2
Stearns 1.5
Steele 1.2
Stevens . . . . . . . . . . . . . . . . .. 1.4

Swift 1.1
Todd 1.4
Traverse , 1.7
Wabasha 1.5
Wadena 1.4

Waseca 1.2
Washington 1.5
Watonwan 1.1
Wilkin 1.4
Winona 1.4

Wright 1.2
Yellow Medicine 1.0

1.8
1.2
1.6
1.2
1.3

1.1
1.7
1.3
1.6
1.4

1.4
1.2
1.1
1.2
1.4

1.2
0.9

aMedian ratio, farm property . 40
Median ratio, residential property --:- 33~

bMedian ratio, farm property . 40
Median ratio, commercial property --:- 33 1/3

Source: Derived from Summary Report, pp. 25-27.
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Table V. 15. Commercial and Industrial Property in 13 Counties,n Ratios of

Full and True to Market Values by Kinds of Property, Minnesota, 1955

Industrial (I) Number in
Kind of property or commercial (C) Ratio sample

Not indicated C 66.05 1
Not indicated I 44.41 1
Liquor store ,................. C 44.29 6
Barber shop C 41.47 10
Blacksmith shop . . . . .. C 41.17 9
Not indicated C 38.89 2
Not indicated I 36.89 2
Bottling works I 36.76 4
Bank C 35.53 11
Iron works . . . . . . . . . . . . . . . . . . . . . . . . . .. I 34.89 12
Hatchery ,....... C 34.68 2
Variety store, appliance, clothing, hardware C 34.07 491
Bakery I 34.03 5
Warehouse . . . . . . . . . . . . . . . . . . . . . . . . . .. C 33.42 42
Drug store , C 33.29 50
Factory (plant) I 33.01 38
Grain elevator C 32.87 77
Laundry ... . . . . . . . . . . . . . . . . . . . . . . . . .. C 32.38 11
Pop factory , . . . . . .. C 32.30 7
Office building, clinic C 31.82 41
Not indicated I 31.27 4
Lumber yard C 31.04 32
Pool hall, club house C 30.89 76
Grocery store, meat market C 30.19 191
Filling station, garage C 29.63 267
Cafe , , C 29.07 62
Creamery I 28.43 73
Bulk oil , ,.... C 28.09 87
Hotel ,. C 26.52 19
Apartment house C 25.30 6
Greenhouse , ,. C 24.78 2
Grain elevator ' I 22.40 3
Vacant land. . . . . . . . . . . . . . . . . . . . . . . . .. C 19.60 27
Handcraft, theatre ,..... C 19.05 9
Motel " ,.C 16.50 5
Not indicated C 14.00 1
Median, commercial 31.29 1,544
Median, industrial 31.11 142

nAnoka, Cass, Cottonwood, Faribault, Fillmore, Freeborn, Houston, Koochiching,
Martin, Mower, Nobles, Ramsey, St. Louis.

Source: Analysis, op. cit.

to the influence of age upon the assessment ratio. When this newer property
is examined for evidence of the effect of price upon the ratios, the evidence
is also unclear except for some indication that higher ratios are found in
the middle price brackets.

Table V. 17 shows the relationship between sales price and the ratio of
full and true value to market value of residential property in Minneapolis
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Table V. 16. Median Ratios of Full and True Value to Market Value of Residences, 13 Minnesota Counties, by Age and Pricea

Below $3,000- $6,000- $9,000- $12,000- $18,000- Over All
$3,000 $6,000 $9,000 $12,000 $18,000 $24,000 $24,000 Prices

Before 1900 ........ (25) 48.2 (82) 34.0 (35) 33.1 (12) 34.1 (3) 36.1 (1) 14.7 (3) 25.6 (161) 35.8

1900-1910 .......... (42) 33.4 (145) 29.0 (125) 26.3 (32) 25.1 (12) 27.5 (5) 21.9 ... (361) 28.1

1910-1920 .......... (30) 25.9 (146) 24.4 (170) 23.8 (64) 22.0 (29) 21.6 (8) 19.9 (6) 19.0 (452) 23.6

1920-1930 .......... (21) 23.8 (89) 21.0 (163) 23.3 (100) 22.8 (52) 18.9 (34) 18.8 (7) 17.3 (466) 21.8
~

~ 1930-1940 .......... (18) 19.5 (77) 21.5 (88) 22.9 (57) 24.1 (30) 24.2 (33) 24.0 (6) 20.5 (309) 22.8

1940-1950 .......... (25) 25.3 (116) 24.0 (211) 25.2 (226) 28.5 (155) 29.1 (104) 28.5 (37) 26.3 (874) 27.0

After 1950 .......... (7) 10.6 (29) 17.2 (116) 28.2 (287) 27.5 (386) 30.5 (158) 27.6 (70) 29.3 (1,053) 28.4

No date .......... .. (123) 24.8 (359) 23.6 (363) 25.5 (253) 25.1 (152) 23.3 (101) 21.9 (20) 23.3 (1,371) 24.3

All ages. . . . . . . .. . .. (291) 27.5 (1,043) 24.8 (1,271) 25.3 (1,031) 26.2 (818) 27.6 (444) 25.2 (149) 26.3 (5,047) 25.9

aNumbers in parentheses indicate size of sample.

Source: Derived from data provided by the Minnesota Department of Taxation.
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and St. Paul. In St. Paul there is a direct relationship, lower priced houses
being assessed at lower ratios than more expensive houses. In Minneapolis
the opposite relationship is found for houses costing up to $12,000; be
yond that figure the ratio increases with price. The data in this Table are
not cross-classified with respect to age. This means that it is impossible to
separate the effect of age and price. In both cities classification by age alone
demonstrates the existence of an inverse relationship between age and the
size of the ratio - that is, the older the house the lower, in general, is the
ratio. 98

INTERCOUNTY VARIATIONS IN SALES RATIOS

The information collected by the Department of Taxation for the Equali
zation Aid Review Committee indicates wide variations, by counties, in the
weighted sales ratios for all classes of real property. In Table V. 18 the
counties are ranked in order of the size of this ratio. The lowest ratio of
16.91 per cent is less than one-third the highest ratio of 51.99. This fact,
however, should not be allowed to obscure the fact that one half of the
counties fall within range of 35 to 40 per cent.

Table V. 17. Sales Price of Residential Property and the Ratios of Full and True
to Market Value, Minneapolis and St. Paul

Sales Price Minneapolis St. Paul

(thousands of Number in Median Number in Median
dollars) .sample ratio sample ratio

Below 5 .......... " " . 43 35.43 81 26.11
5-7.5 ............. , ... 299 32.29 332 26.00
7.5-9 ................. 457 31.06 424 27.67

9-10 ................. 380 31.11 286 29.60
10-11 ................. 546 31.00 350 31.90
11-12 ................. 472 30.96 311 32.27
12-13 .. , .............. 488 32.04 351 34.60
13-14 , ..... , .......... 326 32.76 278 35.21
14-15 " , .... , .......... 281 33.38 169 36.49
15-20 ................. 692 34.34 485 36.43
20-30 ................. 231 36.74 191 37.09
30 and over ............ 40 39.57 52 37.07

Source: Data provided by the Minnesota Department of Taxation.

There is a definite geographic pattern in the dispersion of ratios. Eight
of the 9 counties having ratios of less than 30 per cent are located in an
area north and east of Cass county. These 9 counties include the iron range
counties, but it must be kept in mind that the data do not cover realty in
the form of mineral deposits or mining facilities.

The over-all county ratios represent the weighted averages of the ratios
for specific kinds of realty in each county. A county may have a high ratio

93Analysis.
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Table V. 18. Weighted Median Ratios of Full and True to Market Value of
Real Property by Counties

175

nIncludes residential, multiple dwelling, commercial, industrial, public utility,
lakeshore and farm property.

Source: Summary Report, p. 11.

Ratio
Rank County (per cent)

1 Koochiching 16.91
2 Itasca 17.38
3 Lake . . . . . . . . . . . . . . . .. 20.44
4 Cass '. . . . .. 22.45
5 Aitkin. . . . . . . . . . . . . .. 22.73
6 Crow Wing , 25.15
7 St. Louis 25.76
8 Lake of the Woods , 27.28
9 ilnoka 27.37

10 Washington 30.14
11 Cook 30.17
12 Carlton. . . . . . . . . . . . .. 30.52
13 Dakota. . . . . . . . . . . . .. 30.75
14 Faribault 31.83
15 Hubbard. . . . . . . . . . . .. 32.11
16 Beltrami 32.98
17 Roseau. . . . . . . . . . . . .. 33.86
18 Nicollet , 35.25
19 Cottonwood. . . . . . . . .. 35.31
20 Stearns , 35.32
21 Blue Earth 35.33
22 Pipestone 35.40
23 Hennepin 35.46
24 Rock 35.48
25 Martin . . . . . . . . . . . . . .. 35.59
26 Nobles .... . . . . . . . . . .. 35.72
27 Mille Lacs. . . . . . . . . . .. 35.77
28 Jackson 35.95
29 Ramsey , 36.34
30 Steele . . . . . . . . . . .. 36.42
31 Otter Tail 36.64
32 Freeborn. . . . . . . . . . . .. 36.64
33 Wadena. . . . . . . . . . . . .. 36.91
34 Chippewa 37.13
35 Polk 37.14
36 Lyon 37.19
37 Sherburne 37.21
38 Mower 37.26
39 Scott 37.37
40 Benton 37.41
41 Redwood 37.71
42 Le Sueur 37.90
43 Mahnomen 37.99
44 Wright ... . . . . . . . . . . .. 38.06

Ratio
Rank County (per cent)

45 Clay . . . . . . . . . . . . . . . .. 38.09
46 Pine ... . . . . . . . . . . . . .. 38.38
47 Murray. . . . . . . . . . . . .. 38.42
48 Carver. . . . . . . . . . . . . .. 38.50
49 Morrison. . . . . . . . . . . .. 38.61
50 Brown. . . . . . . . . . . . . .. 38.68
51 Olmsted 38.74
52 Kittson 38.85
53 Swift. . . . . . . . . . . . . . .. 39.09
54 Kanabec 39.19
55 Watonwan . . . . . . . . . . .. 39.25
56 Clearwater. . . . . . . . . . .. 39.28
57 Rice. . . . . . . . . . . . . . . .. 39.37
58 Lincoln. . . . . . . . . . . . .. 39.62
59 Winona , 39.80
60 Yellow Medicine 39.91
61 Waseca. . . . . . . . . . . . .. 40.08
62 Todd " 40.27
63 Grant 40.44
64 McLeod 41.12
65 Renville 41.13
66 Houston 41.82
67 Kandiyohi. . . . . . . . . .. 41.87
68 Marshall. . . . . . . . . . . .. 42.05
69 Sibley . . . . . . . . . . . . . . .. 42.49
70 Dodge. . . . . . . . . . . . . .. 42.61
71 Douglas 42.62
72 Wilkin. . . . . . . . . . . . . .. 42.63
73 Chisago. . . . . . . . . . . . .. 42.87
74 Norman 43.31
75 Goodhue 43.61
76 Traverse 44.08
77 Isanti. . . . . . . . . . . . . . .. 44.17
78 Wabasha 45.12
79 Fillmore. . . . . . . . . . . .. 45.21
80 Meeker 45.46
81 Stevens 45.48
82 Big Stone . . . . . . . . . . . .. 46.17
83 Lac Qui Parle 46.38
84 Pennington 47.49
85 Pope. . . . . . . . . . . . . . .. 48.69
86 Becker. . . . . . . . . . . . . .. 49.89
87 Red Lake 51.99

All counties 35.99
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for one kind of property and a very low ratio for another kind. For ex
ample, Isanti ranks 9th with respect to farm property, 70th with respect to
residential property and 73rd with respect to commercial propery.

Intercounty variation has two important effects on the equity of the
property tax. One result is to cause variations in the benefits to homeowner
or farmer resulting from homestead classification and exemption. The tax
reduction realized by a typical homeowner is much greater, for example,
in Aitkin County, where the residential ratio is 17.48 per cent, than it is
in Meeker County, where the ratio is 35.21 per cent. Similarly, the value
of the homestead exemption under the State levy varies widely among
residents of different counties.

A second important result is the unequal impact of the State levy on
taxable property. If property in one county is assessed at 16.91 per cent of
full and true value and in another county at 51.99 per cent, the latter
county will pay three times as much of the State levy per dollar of market
value. Although the results of the _Equalization Aid Review Committee
could be used as an aid to equalization between counties, simply applying
the weighted median ratios to all full and true values in the county will not
result in equity. Iron ore deposits were not included in the survey, but since
the sales ratio for St. Louis county, for example, is well below the ratio for
the State as a whole (25.76 and 35.99, respectively), State-wide equaliza
tion based on the sales ratio study would increase the full and true value of
iron ore as much as that of all other property in St. Louis County. Such
action would be justifiable only if there were evidence to suggest that n'on
ore is undervalued to approximately the same extent as other realty. Simi
lar difficulties arise because personal property was not included in the
survey. The use of sales ratio studies for equalization purposes has a great
deal to commend it. But there is the danger that the median ratio for any
one county will by no means be representative or typical of assessment
results applicable to all or even most property in the county. In other words,
equalization without good assessment could result in even greater inequities
for some taxpayers.

Table V. 19 indicates the approximate changes that would result if the
levy on all real estate except unmined iron ore were spread on values
equalized according to Equalization Aid Review Committee data. A
hypothetical State levy of $13,175,000 upon real estate (except iron ore)
was first spread upon the basis of present taxable values and then upon
the basis of equalized values. This results in an increased State levy in 25
counties. The largest percentage increase is 111 per cent in Koochiching
and the largest percentage decrease is 31 per cent in Red Lake. By far the
largest dollar increase is in St. Louis. In fact, in dollar terms, slightly over
40 per cent of the total increase is in St. Louis County. St. Louis and Itasca,
the two leading iron ore counties, together account for over 52 per cent of
the total increase.

The changes required for each county would be somewhat larger than
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The Property Tax

those shown in the Table because no allowance was made for the fact that,
under the method of computation used, homestead classification has a
greater value to taxpayers in the low ratio counties.

VARIATIONS WITHIN CLASSES OF PROPERTY

Within each county there are variations in the assessment of different
properties of the same type or class. This variation is commonly indicated
by use of a statistical measure called the coefficient of dispersion. This
coefficient of dispersion indicates the distance on either side of the median
ratio, expressed as a percentage of the median, within which 50 per cent
of all cases will fall if the distribution is "normal". For example, suppose
the median ratio is 30 per cent and the coefficient of dispersion is 10 per
cent. This indicates that one-half of the individual pieces of property have
assessment ratios falling between 27 and 33 per cent. A coefficient of dis
persion of 10 per cent or less suggests that the assessor is performing his
job well. Imperfections in sales ratio data and the impossibility of doing a
"perfect" job of assessment make it unrealistic to expect consistently
smaller coefficients.

Coefficients of dispersion in Minnesota counties seldom fall below 10
per cent. For residential property the range is from 10 per cent in Anoka94

to 39 per cent in Aitkin. For commercial property the range is from 7 per

Table V. 19. Redistribution of a Hypothetical State Levy on Real Estatea Which
Would Result from Intercounty Equalization

County

Ten mill levy on
present taxable value

of real property

(dollars)

Equalized
levyb

Percentage
change

Aitkin ..... " . , ...... 15,800 24,900
Anoka ............... 103,500 134,900
Becker .............. 78,700 56,300
Beltrami ............. 41,100 44,500
Benton , ............. 43,300 41,300

Big Stone ............ 56,600 43,700
Blue Earth ........... 215,000 217,000
Brown ............... 146,200 134,800
Carlton .............. 88,600 103,500
Carver .............. 86,100 79,700

Cass ........ , ....... 25,600 40,700
Chippewa ............ 101,200 97,200
Chisago ............. 40,400 33,600
Clay ................ 131,700 123,300
Clearwater ........... 16,900 15,300

94Nine per cent for that part of Ramsey County outside St. Paul.
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+56.9
+30.3
-28.5

+8.1
-4.7

-22.7
+0.9
-7.8

+16.9
-7.4

+58.9
-3.9

-16.8
-6.4
-9.2



(dollars)

Ten mill levy on
present taxable value

of real property

--

+18.2
+1.0

+41.8
+16.0
-16.3

-16.3
+12.1
-21.1
-2.7

-18.2

-11.8
+0.6

-14.7
+11.1
-19.2

+105.2
-0.8
-9.0

-14.8
-8.2

+0.2
-21.5
-0.3
-7.6
-43

-7.2
+1.2
-0.1

-17.6
-7.9

-10.0
-4.1

-13.3
-6.1

-15.2.

+110.9
-23.1
+74.5
+30.8
-5.9

Percentage
change

Equalized
levyb

12,000
103,400
103,800
279,500

53,900

67,600
153,100
89,600

163,200
133,300

39,500
3,531,700

42,700
30,200
24,500

137,900
119,700
17,500

109,600
41,900

78,500
73,800
38,500
10,700
84,800

51,600
118,900
99,900
12,400
45,500

169,900
72,600
29,600
63,700

181,900

93,800
83,500

144,400
40,200

294,000
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Table V. 19. (Continued)

169,600
92,500
29,700
68,900

190,000

101,100
82,600

144,600
48,800

319,400

10,100
102,400
73,200

241,000
64,400

80,800
136,600
113,600
167,700
163,000

44,800
3,511,300

50,100
27,200
30,300

67,200
120,700
19,200

128,700
45,600

37,200
96,000
22,100
8,200

90,100

57,300
123,900
115,200

13,200
53,700

County

Cook .
Cottonwood , .
Crow Wing .
Dakota .
Dodge '" , .

Douglas .
Faribault . , , .
Fillmore .
Freeborn .
Goodhue .

Martin .
Meeker .
Mille Lacs ,.
Morrison .
Mower .

Itasca .
Jackson .
Kanabec .
Kandiyohi " .
Kittson ' .

Koochiching .
Lac Qui Parle .
Lake ........•.......
Lake of the Woods .
Le Sueur , ..

Grant .
Hennepin .
Houston '.
Hubbard " . " .
Isanti .

Lincoln ,
Lyon .
McLeod .
Mahnomen .
Marshall , .

Murray .
Nicollet .. , .
Nobles .
Norman .
Olmsted .
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fiExc1uding unmined iron ore.

bEqualized using county ratio of full and true to market value as determined by
the Equalization Aid Review Committee.

Source: State Auditor, Abstract of Real and Personal Property Taxes Levied, 1954;
Summary Report, p. 11 and Minnesota Department of Taxation, 1953-1954 Biennial
Report, pp. 75-76.

Wright. . . . . . . . . . . . . . . 101,300
Yellow Medicine 101,800

Total 13,175,100

-9.4
+0.5
+5.3

+38.5
-4.6

-4.2
-16.1
+1.0
-2.1

-21.6

-8.8
-11.4
-19.1
-21.0
-3.4

-11.0
+18.3
-9.1

-16.3
-10.4

-6.3
-10.6

-2.7
-24.9
-7.1
+0.8
-3.9

-26.7
-1.8.

-31.4
-5.4

-13.3

Percentage
change

Equalized
levyb

140,000
27,000
29,900
81,900

135,900

42,500
1,669,700

12,500
130,800
128,900

109,300
88,600
29,300

854,500
63,100

32,100
85,100

214,500
98,100
47,300

69,300
55,800
37,200
53,700
25,400

70,200
147,800
76,000
49,900

149,300

94,900
91,000

13,175,100

Table V. 19. (Continued)

143,800
36,000
32,100
81,200

141,500

58,000
1,701,100

18,300
138,900
148,700

120,600
88,100
27,800

617,200
66,100

33,500
101,400
212,400
100,200
60,300

75,900
63,000
46,000
68,000
26,300

78,900
124,900
83,700
59,600

166,500

(dollars)

Ten mill levy on
present taxable value

of real propertyCounty

Sherburne .
Sibley .
Stearns .
Steele .
Stevens .

Swift .
Todd .
Traverse .
Wabasha .
Wadena .

Otter Tail .
Pennington .
Pine .
Pipestone .
Polk •...............

Rice .
Rock .
Roseau .
St. Louis .
Scott .

Waseca , ,.
Washington ,.
Watonwan .
Wilkin , .
Winona , .

Pope .
"Ramsey .
Red Lake .
Redwood .
Renville .
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fable V. 20. Ratios of Full and True Value on May 1 to Book Value

on January 1a of Inventories, Selected Businesses, Seven Counties

T

Type Median
Number in
the sample
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Table V. 21. Coefficients of Dispersion, Inventory Assess
ments, Seven Countiesll

15
32
29
18
32
34
32
9

11
8

12
19

50
22
18
25
26
14
32

Size of sample
Coefficient of

dispersionCounty

A 40.0
B 32.6
C 32.6
D 30.2
E 27.1
F 23.6
G 23.2

Auto dealers, garages 13.9
Clothing and department stores 27.4
Drug stores 32.8
Furniture stores 36.4
Grocery stores 45.1
Hardware stores . . . . . . . . . . . . . .. 34.8
Implement stores 24.6
Jewelry stores 27.0
Lumber companies . . . . . . . . . . . . . . . . . . .. 26.9
Service stations . . . . . . . . . . . . . . . . . . . . . .. 28.8
Shoe stores 27.4
Variety, dry goods stores 30.5

llComputed from ratios of full and true value on May 1
to January 1 book values as shown on income tax returns.

Source: Derived from data provided by the Minnesota
Department of Taxation.

aBook values are those shown as closing inventories on income tax
returns.

Source: Data provided by the Minnesota Department of Taxation.

95Summary Report, pp. 28-37.
96Derived from Summary Report, p. 28.

cent in Olmsted to 41 per cent in Aitkin. The coefficient for farm property
ranges from 11 per cent in Dodge County to 40 per cent in Carlton.05

To illustrate the degree to which assessments may vary, in Aitkin County,
which has the highest coefficient of dispersion for residential property, 39
per cent, the median ratio is 17.48 per cent. Thus, half of the assessment
ratios fall within the range from 12.26 per cent to 25.85 per cent. This
means that taking only the one-half of residences which is .assessed with
greatest uniformity, some are assessed 211 per cent as much as others
with the same market value.o6
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ASSESSMENT OF PERSONAL PROPERTY

Surveys of personal property assessment which permit an analysis of the
dispersion of assessment ratios are much more difficult than are surveys of
real estate assessment. Personal property is more heterogeneous than realty
and much less amenable to efficient independent appraisal. Many items of
personalty, once purchased, seldom, if ever, change hands through volun
tary sales. Appraisals of personalty are difficult because many items have
little market value outside the economic unit in which they are employed.
Book values are frequently not very reliable guides, since accounting pro
cedures differ among firms, as do rates of depreciation and bases of com
putation. In any event, in Minnesota the assessor does not have the right
to examine the books.

The Minnesota Department of Taxation has conducted a pilot study of
inventory assessments, the results of which have been made available to us.
In this study, January 1 inventories are compared with the full and true
value reported by the assessor on May 1. Obviously this does not provide
the same kiild of check upon the quality of assessment that is provided by
a sales-ratio study of real estate. In some businesses there may be a con
siderable change in the value of inventories in the four month period from
January 1 to May 1. In general it would be expected that inventories would
be higher on May 1 than on January 1, although in the case of some types
of business the opposite situation prevails.

Table V. 20 shows the median ratios by type of business. The lowest
ratio of 13.9 per cent is for automobile dealers and garages. This low
figure results from the fact that automobile dealers customarily license the
cars in their inventories to avoid having them assessed as personal prop
erty. The highest ratio of 45.1 per cent for grocery stores may reflect a
tendency on the part of assessors to over value the more familiar items
found in a grocery inventory.

Coefficients of dispersion have been computed for the 7 counties from
which the largest samples were available. They are shown in Table V. 21. In
spite of weaknesses in the data, the range of these coefficients, from 23.2
to 40.0, gives some indication of the poor quality of inventory assessment.
This impression is strengthened by perusal of the data themselves.

The following two examples, admittedly chosen because they are ex
treme, indicate the kind of inequity that occurs. A wholesale grocery busi
ness reporting a January 1 inventory of $165,000 and a December 31
inventory of $182,000 on its income tax return had a full and true inven
tory value for property tax purposes of $15,900. A dry goods store in
another county, on the other hand, reported January 1 and December 31
inventories of about $80,000 in its income tax return but the full and true
value of this inventory was set at $114,000 for property tax purposes.

The data available are very limited in value, because of the small num
ber of observations, all of which represent inventories of merchandise
offered for sale, and because of the divergence between the assessment date
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and the inventory date. They tend, however, to confirm the suspicion that
the assessment of business personalty is far from uniform.

Administrative Practices and Procedures in Other States
Administrative procedures and practices vary from state to state for a

number of reasons. Historical factors may affect the development of ad
ministration in many ways. Differences in conditions may prevent a method
which is successful in one state from being useful in another. Nevertheless,
much can be learned about effective property tax administration by study
ing the experience of other states.

Despite the large number of proposals for reform of property tax
administration which have been made in the last fifty years, changes have
come rather slowly. There are, however, some definite trends which can be
noted. There has been a tendency toward enlarging the size of the assess
ment district and reducing the number of assessors. At the present time the
county assessor system is in operation in all of the southern and western
states except South Carolina. A number of states in other parts of the
country have also adopted some form of the county ass~ssor system. Among
states adjoining Minnesota, Iowa has adopted a true county assessor sys
tem, and South Dakota has followed Minnesota's example by giving coun
ties the option of superimposing a county assessor or a county supervisor
of assessment upon the existing local assessment structure. At the present
time Minnesota probably has the largest number of assessors of any state
in the United States.97

The tendency to enlarge assessment districts has been due, in part, to
the increasing use of scientific assessment methods. Many assessors and
several organizations have been active in developing and promoting the
use of maps, aerial photographs, property record cards, engineering data,
sales-ratio studies and other tools of scientific assessment. Such methods
require districts large enough to permit the employment of full-time trained
personnel and the acquisition of the necessary equipment.

There also seems to be a nation-wide revival of interest in state equaliza
tion of assessments. The decline in the importance of state property tax
levies which caused interest in state equalization to lag has been offset by
the growth in state aids, the distribution of which are often based on
formulas involving assessed valuation. A number of states have recently
undertaken programs designed to improve equalization at the state level.

RECENT PROGRAMS IN SELECTED STATES

Interest in improving property tax administration has resulted in several
states instituting measures designed to improve assessment or equalization

97A census of assessment districts made in 1940 shows Minnesota in first place
with 2,587 and Iowa a close second with 2,538. National Association of Assessing
Officers, Assessment Organization and Personnel (Chicago, 1941), p. 38. Since that
time, Iowa has adopted a county assessor system, reducing the number of assessors to
120.
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in the years since World War II. Some states have placed primary emphasis
upon improving the primary assessment, while others have emphasized the
equalization process.

The states whose programs are described below were selected because
they represent a variety of approaches to the problem. No attempt has
been made to describe in detail all the features of assessment and equaliza
tion in the 7 states. Our efforts have, instead, been aimed at pointing up
the newer and more promising features of the various programs.

TECHNICAL ASSISTANCE IN KENTUCKy98

The Kentucky program to improve assessments began when the governor
called a special session of the legislature in 1949 to consider problems of
local assessment and of state aid for school districts. The legislation which
resulted attacked the problem of poor local assessment in three ways: (1)
It attempted to remove certain legal impediments to good assessment in the
statutes. (2) It improved the status of the county assessors.99 (3) It provided
for a state program of assistance to county assessors.

The real cornerstone of the Kentucky program is the provision for state
assistance to county officials. The 1949 legislature appropriated $300,000
to the Kentucky Department of Revenue for the first year's program. Total
appropriations for the program now exceed $1 million.

The emphasis on county responsibility for good assessment was carried
to the point that intercounty equalization orders were suspended by the
Department of Revenue in 1949 and not resumed until 1954. In the latter
year all counties whose assessment ratio was below the state average of 31
per cent were raised to that level.

The program of assistance to county assessors is administered by a local
assessment section in the Property Tax Division of the Department of
Revenue. This section is composed of a central technical staff of specialists
and a field staff. The central technical staff develops standards for property
valuation for use by the assessors. Members of the central technical staff
also assist assessors in appraising special types of property and train and
supervise local crews on revaluation projects. The field representatives are
assigned to a district 10 to 12 counties in size and it is their responsibility
to work directly with the county assessors in installing standardized assess
ment methods.

During the entire course of the Kentucky program, a great deal of stress
has been placed upon voluntary action by county assessors and upon good

98Information concerning the technical assistance program in Kentucky is taken
primarily from the following sources: William G. Herzel, "Methods to Improve
Assessment in Kentucky", Proceedings of the National Tax Association, 1952, pp.
391-397; James W. Martin, Progress in Assessment Administration: A Case Study
(National Association of Assessing Officers, Chicago, 1955); Francis John Shannon,
"Assessment Improvement Program in Kentucky", National Tax Journal, September,
1950, pp. 230-41; F. John Shannon, "Recent Statewide Programs to Improve Local
Assessments", Proceedings of the National Tax Association, 1951, pp. 161-167.

99Called County Tax Commissioners.

183



Ii
f,
l
~.'...•.'.." .
~.
I :.• '1;:
¥
oi.

1

~!I
.Ii

Staff Report

public relations. For example, before offering to assist a county in a re
appraisal project, the Department of Revenue explains the purpose and
operation of such a program to the fiscal court and to civic groups. Assist
ance is not offered until the fiscal court makes a formal request and the
Department is satisfied that there is a strong public demand for the project.
Local citizens are utilized for field work and during the project such media
as news releases, speeches and leaflets are used to enlist public support.
In some counties it has been possible to publish every property owner's
assessment in the newspaper as a means of convincing the public that the
project is "above board". This approach also enables the staff to correct
errors which otherwise might have gone undetected.

Although the program has not been an unqualified success, substantial
results have been achieved. Most county assessors have made some use of
the methods and tools provided to help them do a better job; many have
called upon the Department of Revenue for help in valuing complicated
property. By 1954 some 20 counties had completed comprehensive re
valuations. Property valuations are much more uniform than they would
have been in the absence of such a program, although the average assess
ment ratio is lower than before the program began. Improvement in valua
tion has been especially marked in the case of coal mining and other tech
nical property.

THE COUNTY ASSESSOR SYSTEM IN IOWA100

One of the most thorough revisions of property tax assessment proce
dures has been undertaken in Iowa. Legislative authority for this revision
is a series of laws, first adopted in 1947, which has come to be known as
the County Assessor Act. These laws eliminated approximately 2,500 part
time assessors and replaced them with full-time assessors in each of the 99
counties and in the 21 cities having populations of over 10,000.

An outstanding feature of the Iowa law is the attempt made to secure
qualified assessors and to free them from undue political pressure. County
assessors must qualify for appointment through examinations conducted by
the State Tax Commission. Appointments of county assessors are made by
a county conference committee which includes members of the county
board of supervisors, the mayors of the cities and towns within the county
and members of the county school boards, each group voting as a unit.
County assessors are appointed for four-year terms and generally receive
compensation equal to or greater than that paid to the county auditor.

l00Information based primarily upon: George Cosson, Jr., "Progress in Adminis
trative Organization and Procedures in Iowa", Proceedings of the National Tax
Association, 1952, pp. 397-404; Eugene C. Lee, State Equalization of Local Assess
ments (Bureau of Public Administration, University of California, Berkeley, 1953),
pp. 26-28; William G. Murray, "Improvement in Real Estate Taxation through Assess
ment Sales Studies", National Tax Jou1'1lal, March, 1952, pp. 86-92; William G. Mur
ray, "Local Use of Assessment-Sale Ratios", Proceedings of the National Tax Associa
tion, 1952, pp. 404-409.
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The selection of city assessors differs in that the examination is con
ducted by a board appointed by the city council, the city school board and
the county board of supervisors. The list of eligible persons is then certified
to a city conference board, composed of the above three groups, which
appoints the city assessors, subject to final approval of the State Tax Com
mission.

Full-time deputy assessors must also pass a qualifying examination. Both
. l city and county assessing officers are prohibited by statute from engaging in

political activity.
There is a single board of review in each county, except that cities having

their own assessors also have boards of review. Boards of review are ap
pointed by the same groups that appoint the assessor and they also serve
four-year terms. Residence and occupational qualifications are provided
for members of the boards of review in order to secure a representative
and qualified board.

The State Tax Commission has a great deal of power to review and
equalize assessments. It can reconvene county or city boards of review to
make revisions in assessed valuations. It equalizes between the various cities
and counties of the state and between various classes of property. It can
order a reassessment in any taxing district and can raise individual assess
ments. Practically the only limitation upon the review and equalization
power of the Tax Commission is that it cannot reduce individual assess
ments except upon recommendation of the board of review. The Commis
sion prefers to leave the adjustment of individual assessments to local boards
of review but does adjust local assessment figures between cities and
counties and between classes of property.

There has been a great deal of cooperative and local action aimed to-
ward improving assessments in Iowa. A program to assist county and city
assessors in analyzing their local problems began in 1950 with an informal
working agreement among officials of the State Tax Commission, the State
Association of Assessors, and Iowa State College. Two main features of
this program have been the training program for assessors and the promo
tion of sales-ratio studies. Training programs and regional meetings are
held periodically. Each year the assessors' association prepares a livestock
and personal property schedule and its use as a valuation guide is approved
by the Tax Commission.

The program of encouragement of sales-ratio studies emphasizes partici
pation by the local assessor in order to acquaint him with the local situa
tion. An assessor who expresses interest in such a study is assisted in
making a preliminary study, often involving only a very small sample. In
many cases this demonstration of the method and usefulness of such a study
stimulates the assessor's interest so that he is anxious to undertake a larger
study and use the results in his assessment work. These studies have also
been made by industries or utilities with the cooperation and assistance of
the assessors and the Tax Commission.
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The statutes authorize the use of appraisal engineering firms to provide
technical advice to the assessor. Such firms have been used in Iowa and
have been found to be especially valuable where the assessor and his staff
do not have long experience as appraisers or where habit and custom
would make it difficult for the local assessor to institute a new set of values.

In summary, it appears that Iowa has made one of the most ambitious
attempts to provide qualified, full-time assessors who are free from political
pressure and enjoy reasonable tenure of office. Assessors and boards of
review have been made subject to a considerable degree of supervision by
the State Tax Commission, but a great deal of emphasis has been placed on
cooperative action. Educational agencies, assessors, the State Tax Com
mission, and private groups have united to provide training for assessing
officers and to make sales-assessment ratio st~dies.

Although perfectly uniform assessments have not been achieved, ob
servers report that great progress has been made. It was reported in 1954
that 47 of the 99 counties had employed professional reappraisal companies
for a complete revaluation of property. Taxpayers appear to be reasonably
well satisfied with the program and nearly all of the arguments have
abated.lol

STATE DIRECTED REAPPRAISAL IN COLORADOlo2

In 1947 the Colorado legislature set up a reappraisal division in the Tax
Commission to direct a reappraisal of all taxable property in the state. This
division has actively directed the reappraisal and prescribed uniform forms,
procedures and property classifications to be used by assessors throughout
the state.

Hostility on the part of many assessors delayed the reappraisal program.
The first new assessments were placed on the rolls in March, 1952 despite
the fact that the reappraisal was not completed. This was done by deter
mining the average increase resulting from reappraisal for each class of
property and applying this increase to property not yet assessed. Assess
ments were thus increased 40 per cent on farm land, 100 per cent on im
provements on farm lands, 35 per cent on town and 'city lots, 65 per cent
on improvements on town and city lots, and 20 per cent on public utility
property. A great deal of opposition arose when these figures were made
public. This led the legislature to appoint a joint committee to make a study

lOlNebraska Legislative Council Committee, Report of tlte Nebraska Legislative
Council Committee on Assessment of Property tor Tax Purposes (September, 1954);
William G. Murray, Improving Property Assessments in the Midwest (Subcommittee
on Tax Assessment of the North Central Land Tenure Committee, Ames, Iowa,
1954), pp. 3-28.

l02Information concerning the Colorado program was largely secured from the
following sources: Financing Municipal Government in Denver (Denver, 1955);
Eugene C. Lee, "State Equalization of Local Assessment", op. cit., pp. 20-22; J. R.
Seaman, "Results of the Colorado Appraisal Program", Proceedings of the National
Tax Association, 1953, pp. 57-61; F. John Shannon, "Recent Statewide Programs to
Improve Local Assessments", op. cit., pp. 161-167.
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of assessments, especially those on public utilities. This committee reported
that the reappraisal was basically sound although county assessors and
county commissioners had failed in some cases to do their part to make it
effective. The legislature then directed the employment of a consultant to
review the program. The consulting engineer, who was assisted by two
experts in the field of taxation, reported favorably on the results achieved.

In order to meet the problem caused by the effects of reappraisal on tax
limitations, the legislature adopted a "limit of levy" law which, with im
portant exceptions, prevents the levying of a dollar amount' greater than
the levy of the preceding year plus 5 per cent.

The Colorado reappraisal, which has cost well over $1,000,000, is to be
followed by a continuing equalization maintenance program.

FULL VALUE EQUALIZATION IN ILLINOIS103

The provisions for full value equalization in illinois were enacted in
1945. The county supervisor of assessment law which was part of the pro
gram recommended by the legislative commission was not enacted.104

Original assessment in illinois is in the hands of 1,444 elected township
assessors, the county treasurers, who are ex officio supervisors of assess
ments in 83 counties and ex officio county assessors in 17 counties, an
elected board of assessors in one county and an elected county assessor
in Cook County.

The full value equalization program provides for the calculation of a
multiplier for each county. The multiplier is computed by the Department
of Revenue by comparing assessed values of real property sold with the
sales price.105 Thus if property in a county sold for an average of 2.5 times
its assessed value, the multiplier would be 2.5. The multiplier is then
certified to the county and all local assessed values must be multiplied by the
multiplier before extending the taxes.

In carrying out this program there are three basic problems:
1. All property is equalized on the basis of the ratio of true value to

assessed value of real estate. As one observer pointed out, "It is assumed
that local reviewing agencies will adjust personal property assessments, if
necessary, to correspond with real estate values. Experience indicates, how-

l03Information on the Illinois program is from the following sources: Jack Isakoff
and Gilbert Y. Steiner, eds., Illinois Municipal Revenue (The Institute of Government
and Public Affairs, University of Illinois, 1953), pp. 172-191; Eugene C. Lee, op. cit.,
pp. 22-26; E. L. Maynard, "The Illinois Program of Equalization", Proceedings of
the National Tax Association, 1949, pp. 267-272; F. John Shannon, "Recent Statewide
Programs to Improve Local Assessments", op. cit., pp. 161-167; Rolf A. Weil,
"Property Tax Equalization in Illinois", National Tax Journal, June, 1953, pp. 157-167.

l04I11inois does have a provision for a considerable amount of aid to local assessors
which was enacted several years before the present program. The supervisor of assess
ments law was enacted in 1949 but was declared unconstitutional.

l05Making proper adjustments such as eliminating sales which are not bona fide
and using proper weights for the various classes of property.
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ever, that gross inequities between these major classes of property continue
in many of the counties."106

2. Since assessments are not equal within counties, raising a county's
average assessment to 100 per cent results in many pieces of property being
valued at more than 100 per cent of market value. This could serve as a
means of forcing equalization of assessments within counties since the tax
payer is apt to recognize the inequality and protest when his assessment
rises above the market value.

3. A rapid increase in asses~ed values resulting from an attempt to
achieve 100 per cent valuation would have rendered all tax and debt limita
tions ineffective. The illinois legislature attempted to meet this problem by
cutting most limitations in half. In addition, a rather complicated series of
provisions were provided for a five year transition period. Formulas con
cerning the distribution of state aids of various kinds also are affected.

A study made in 1953101 indicated that in 1946 there was a spectacular
improvement in both the level and the uniformity of county assessment
ratios in Illinois. The median level of assessment reached 88.4 per cent of
market value, compared with 30.9 per cent in the previous year. The coeffi
cient of dispersion of the county ratios declined from 21.7 to 3.7. In 4
years, from 1946 to 1950, however, a large part of this gain was lost. The
median level of assessment declined to 62.7 per cent and the coefficient of
dispersion rose to 7.6.

The decline in the effectiveness of the program appears to stem from
the decision on the part of the Department of Revenue against attempting
to maintain 100 per cent equalization. This decision was implemented by
using average sales figures over a period of time rather than sales figures
of the latest year and by ruling that no changes would be made in a
county's assessments unless they are out of line by a certain per cent.

The reasons for such a decision by the Department of Revenue probably
lie in a combination of the 3 basic problems discussed above. As an ex
ample of the kind of problem faced, it has been estimated that, had the
1950 equalization been at the 100 per cent level directed by law, the
Chicago Board of Education would have lost all of the $6.7 million of
equalization aid which it actually received. Although some observers have
held that the Department of Revenue should administer the law as written
and let the legislature make decisions concerning state aid and tax limita
tions, it must be recognized that pressures on an administrative agency
during a time of transition or during a time of rapidly changing values are
very great. Legislative actions are usually taken with present assessed
values in mind. When those values change, whether due to changes in
market value or changes in the level of assessment, unintended results may
follow. When to this are added the problems that would have resulted

106Bert Vanderliet, "Property Taxation in Theory and Practice", Proceedings of
the National Tax Association, 1951, p. 158.

101Rolf A. Weil, op. cit., pp. 157-167.
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from catapulting some property assessments above market values, it is not
surprising that the 100 per cent equalization figure has not been attained
in illinois.

It should not be assumed that the program in Illinois has been a failure.
Although it falls far short of the 100 per cent goal, there has been a sub~

stantial rise in the level and uniformity of assessments since the program
began.

ATTEMPTED EQUALIZATION IN CALIFORNIA108

Although a program of technical assistance to county assessors some
what like that carried on in Kentucky has resulted in evident improvement
in assessing procedures in many counties in California, there was an in
creasing demand in the post-war years for more active state equalization.
In 1949 legislation was introduced to set up a program of equalization.
State-determined equalized values would have been used solely for the
purpose of distributing school grants. During consideration of the bill,
difficulties involved in this limited approach became apparent. For many
years state-assessed utility property had been assessed at 50 per cent of
true value on the assumption that this was the average rate at which other
property was assessed. It was felt that an official finding that other property
was assessed at different ratios in various counties and school districts
would raise serious constitutional questions, since the state constitution
provides that utility property is to be taxed at the same rate as other prop
erty. The bill was amended to include equalization for tax purposes and
for purposes of determining the eligibility of applicants for welfare aid. As
amended the bill passed both houses of the legislature unanimously.

The Act sets forth in considerable detail the procedure to be followed
by the State Equalization Board. The Board is to make an annual sales
ratio survey in each county. When the ratio of assessed value to market
value in a county does not differ from the state average by more than 10
per cent, the Board is to equalize the valuation of state-assessed utility
property to conform to the local assessment ratio.10o If the county ratio
differs from the state ratio by more than 10 per cent, the State Board has
the alternative of adjusting the valuation of state-assessed property in the
county to conform to the county values or of changing the values of locally

l08Information on the California program is primarily from the following sources:
L. Laszlo Ecker-Racz, "State Tax Activities, 1955", National Tax Journal, December,
1955, p. 355; Eugene C. Lee, op. cit., pp. 32-40; Eugene A. Meyers and Randall S.
Stout, op. cit., pp. 180-181; F. John Shannon, "Recent Statewide Programs to Improve
Local Assessments", op. cit., pp. 161-167; Ronald B. Welch, "A New Multiple-Purpose
Equalization Program", Proceedings of the National Tax Association, 1949, pp. 260
266.

looThis method of adjusting valuation is often called the variable ratio method
because the state used different ratios of assessed to market value in determining the
assessed value to be placed on state-assessed property. Its principal advantage is that
it does not require the assessor to change the values on his roll and it thus encounters
less local resistance.
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assessed property on the rolls of the county assessor to conform with the
state average,uo

The same 10 per cent provision applies to values used in allocating state
funds. If the county ratio differs from the state ratio by less than 10 per
cent, the county values are used. Otherwise the state values are substituted.
In years in which adjustments are made in the assessed valuation of prop
erty in a district for purposes of allocating state funds, tax limits are sub
ject to adjustment upward or downward by the same percentage.

This law was to be effective in 1950 with the State Board of Equaliza
tion's findings being first applied to 1951 assessments. Opposition to the
program, however, led to repeated suspensions by the legislature. At the
present time the law is suspended until 1957. In the meantime the Board
of Equalization is still charged by the state constitution with the job of
annually equalizing between counties. Various moves toward raising assess
ments in counties which were greatly below the state average encountered
violent political opposition. Finally, in 1955 the Board issued its first equali
zation order in 18 years, requiring an increase in assessed values in 14
counties. This touched off further violent controversy and early in 1956
attempts were being made to eliminate all appropriations for the State
Board of Equalization's appraisal staff.

RECENT INNOVATIONS IN OREGON111

The 1955 Oregon legislature enacted a number of rather unusual provi
sions concerning assessment, review and equalization.

A program of technical assistance to county assessors and a voluntary
reappraisal program, which had been under way under the direction of the
Tax Commission had encountered considerable criticism and resistance.
The 1955 legislature passed a resolution supporting the State Tax Commis
sion and setting a 1961 target date for completion of the program. It also
made a number of changes in the statutes which affect the process of assess
ment, review and equalization. The program of state appraisal of standing
timber and industrial property was expanded so that the state will, after
1961, appraise major industrial properties and all standing timber.

l10The latter method is the uniform ratio method. It results in every county
having an average assessment ratio equal to the state average but it requires the
complete revision of the assessment roll by county assessors.

l11Information taken primarily from: Oregon State Tax Commission, Valuation
Division Bulletin, April 30, 1955 and May 31, 1955; F. John Shannon, "Recent State
wide Programs to Improve Local Assessments", op. cit., pp. 161-167; Legislative
Interim Tax Study Committee, The Property Tax Picture in Oregon (December 13,
1954); Recommendation of Additions to mid/or Modifications of the Statutes Relating
to the Property Tax and its Administration, Memorandum from Samuel B. Stewart,
Commissioner-in-Charge, Valuation Division, to Legislative Interim Tax Study Com
mittee (no date, apparently 1956); State of Oregon, 1956 Ad Valorem Property Tax
Regulations. We are very much indebted to Commissioner Samuel B. Stewart and
Professor C. Ward Macy of the University of Oregon, who provided the Committee
and the Staff with many valuable insights on property tax administration during the
course of their visit to Minneapolis in April, 1956.

190



The Property Tax

The definition of true cash value was changed to mean market value on
the date of assessment. The previous statute had contained the words
"normal conditions", which had been interpreted by the courts, with respect
to real estate, to mean value under normal business conditions. This, in
effect, required the Tax Commission to predict the future course of the
business cycle in order to advise the county assessors as to the proper
assessment level. The change is not to become fully effective until 1961. It
is expected that the Tax Commission will gradually raise the assessment
ratio until 100 per cent is reached in 1961. For the current year, the Tax
Commission has ruled that "true cash value" is 80 per cent of market
value,u2 Since the Oregon courts have refused to extend the "normal con
ditions" doctrine to personal property, true cash value and market value
of personal property are virtually the same.

Probably the most unusual features of the Oregon law are the provi
sions which legalize fractional assessments while, at the same time, at
tempting to insure uniformity. The statutes provide that all property, real
or personal, shall be assessed at its true cash value, or a percentage thereof,
applied uniformly to all classes of property in each county. It is also pro
vided that each assessor must undertake an annual ratio study under regu
lations developed by the State Tax Commission and that the results of this
study must be posted on the assessor's office door. The regulations direct the
assessor to make a ratio study in which he must include all bona fide real
estate sales occurring during the year. It is also suggested that where sales
are inadequate appraisal data should be included. It appears from the
regulations that only real estate sales are to be included in the ratio study.
The instructions given for the computation of the ratio provide for weight
ing the various classes of property according to the dollar amount of sales
or appraisal values included in the sample118 and not according to the
amount of such property in the county. This means that classes of property
which are seldom sold will have little effect upon the over-all ratio unless
a carefully selected number of properties are appraised and included in the
sample.

The county boards of equalization are to review the ratio study and to
change the posted ratio if necessary. The State Tax Commission makes a
final review and if it finds the ratio is off by 10 per cent or more, the ratio
determined by the Tax Commission is substituted. If it is off by 20 per cent
or more, the fact must be certified to the District Attorney for prosecution
of the assessor. Conviction automatically vacates the office.

It is expected that the posted ratios will be useful in the equalization
process but they also serve an important purpose in connection with tax
payer appeals. In appealing an assessment, either to the county board of

1120regon State Tax Commission, Valuation Division Bulletin (no date, probably
Mayor June, 1956).

1131n other words, the instructions simply call for the total assessed value of the
sample to be divided by the total sales price of the sample. See, Oregon Board of
Equalization Manual, 1955.
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review or to the State Tax Commission, all the taxpayer has to do to get
relief is to show that the application of the ratio to the market value of his
property results in a figure lower than that fixed by the assessor (or the
State Tax Commission). The taxpayer no longer has to gather evidence
showing the assessed value of similar property or to make sales-ratio
studies in order to prove that his property is overassessed in relation to
similar property.

Another bill passed in 1955 in Oregon provided for the examination
and certification of appraisers and requires that there must be one certified
appraiser for each $30 million of true cash value of property assessed by
the office.

Local boards of equalization (review) now meet in advance of the assess
ment period to discuss the equality of assessments within classes and be
tween classes of property. They then inform the county assessor as to the
adjustments they expect to see reflected in the next assessment. After the
assessment has been completed they meet to determine whether or not
their instructions have been followed and to hear appeals. This procedure
is intended to prevent the assessor from having to prepare the assessment
roll more than once and also prevents him from pleading that if changes
are made by the board he will not be able to get the roll finished in time for
taxpayers to pay their taxes during the discount period.

It remains to be seen how effective the Oregon program will be. The idea
of a posted ratio which will serve as a basis for taxpayer appeals as well
as a means of equalizing assessments has obvious merit. However, the com
putation of a ratio which is accurate enough for this purpose is not easy.
It cannot be done without the use of refined statistical techniques. Present
instructions do not call for the use of such techniques. It is not clear that
the job can be done satisfactorily at the county level, although the fact that
local assessors do not assess utility property, industrial property or stand
ing timber makes the task less formidable.

The difficulties involved in achieving the goals established by the legis
lature in Oregon are by no means insurmountable. The important fact is
that the program, while highly ambitious, has incorporated in it the
machinery needed to make property tax administration effective and
equitable. Its success will depend upon the vigor with which it is pursued
and upon continued public demand for and understanding of good property
tax administration.

Possibilities of Improvement in Minnesota
The experience of other states shows that good property tax administra

tion is not easily achieved. No system which can be enacted into law will
automatically insure good administration, but there are a number of steps
which could be taken toward that end.

The first step might well be to give recognition to the fact that assess
ment is a highly technical job requiring qualified, adequately paid, full-time
assessors. The adoption of a true county assessor law which would elimi-
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nate part-time assessors and insure that assessing officers are qualified would
appear to be esselltial.114

Although the immediate adoption of a county assessor system would be
preferable, an alternative would be to allow for the gradual or voluntary
adoption of the system. If local units in county assessor counties were given
an option to abolish local assessors and county assessors were given ade~

quate financial support so that they could reassess in districts in which local
assessors are doing an unsatisfactory job, local assessment might gradually
disappear.

If assessors are to be given the professional standing which the com
plexity of their job requires, some standard course of training needs to be
developed. It might be possible for the University and the Department of
Taxation to develop a prescribed curriculum for this purpose. Completion
of this curriculum might be accepted as evidence of qualification for ap
pointment as an assessing officer under a county assessor system. Even
under existing law, the Department of taxation might make this one way of
qualifying for appointment as a county assessor or supervisor. The present
assessors' school might also be expanded to serve as a refresher course and
as a forum for assessors to exchange ideas and experiences.

There is room in Minnesota for a much expanded program of technical
assistance to local assessors. The present assessors' manual is of little help
to the assessor in valuing property. This is especially true of personal prop~
erty. If the technical material in the present manual were to be expanded
and published as a "textbook" of assessment methods, it would be of great
assistance to assessors. Such a manual might, if the necessary statutory
authority were obtained, include regulations issued by the State Department
of Taxation as to methods of valuing various types of property for which
adequate market information is lacking. Field men from the Department
might be assigned to assist assessors in using the manual and applying the
regulations. Expert help in valuing specialized property needs to be in
creased. No assessor, regardless of his qualifications, can be an expert in
appraising all kinds of property.

A relatively simple change which might result in a considerable im
provement in assessment would be to change the tax calendar to give the
county assessor or supervisor of assessment more time to review the work
of the local assessors. This could probably be done most easily by chang
ing to an earlier assessment date.

Some special problems are involved in the assessment of personal prop
erty which need to be given special attention. Households goods assessment
is almost a farce in Minnesota as it is in other states. In view of the small

114Although referred to as a county assessor system for convenience, the assessment
unit need not always be a county. The important thing is that each assessment unit
be large enough to justify employing a trained full-time assessor and providing him
with the necessary equipment. City assessors might be retained in the larger cities and
two or more of the less populous counties might be combined into one assessment
district.
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amount of revenue produced and the high cost of administration the most
reasonable solution to this problem is to exempt household goods from
taxation and, at the same time, eliminate the household exemption.

Business personal property presents another difficult problem. Some
types of business personalty, such as inventories, have readily obtainable
market values, but the cost of inventorying the items and computing their
total value is often prohibitive. If the assessing officer had access to the
books of the taxpayer his job would be much simplified, especially if the
assessment date also corresponded with the end of the taxpayer's fiscal year.

A totally different kind of problem is presented by depreciable business
property. Much of this property is of a specialized nature and no market for
it exists. The use of book value is unsatisfactory since book value depends
upon market price or cost on the date purchased and upon the method of
depreciation used. Highly arbitrary results would follow use of unadjusted
book values. The best chance of ge~ing a satisfactory assessment might lie
in centralizing assessment of this type of property in the hands of persons
who have access to the taxpayers' books but who are not bound to use
book value as computed by the taxpayer. It might be possible, in this way,
to achieve relative equity among businesses. There is precedent for this
action in Oregon where the appraisal of much industrial property is in the
hands of the State Tax Commission.

The State should give serious consideration to eliminating the State
property tax levy. The property tax is now a minor source of revenue to
the State but local units have few alternative sources of revenue. If this
is not done, the ratios computed by the Equalization Aid Review Commit
tee should probably be used to equalize the State levy upon real estate.
There is no justification for spreading the State levy in such a way that it
falls three times as heavily upon the county which has the highest ratio as
upon the county with the lowest.

There is urgent need for an improved appeal procedure for taxpayers
who believe they are unfairly assessed. This should probably consist of a
simplified two or three step procedure with the case being heard on its
merits by individuals or boards who are qualified to value property. Final
appeal would be to an appellate court.

Legislation should make it clear that a taxpayer is entitled to have his
property valued at a percentage of market value which is no higher than
the average percentage for similar property. Data gathered by the Equali
zation Aid Review Committee might be made prima facie evidence of the
generally prevailing ratio.

Finally, adequate, equitable property tax administration requires that
the standard of value used in assessments be defined in a manner that leaves
as little room as possible for "normative" judgments on the part of the
assessor. Thus full and true value should be clearly and un:equivocably
defined to mean current market value. . ..,
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Analysis of Selected Features of the Property Tax in Minnesota
Among the outstanding features of the property tax in Minnesota are

the classification system, the homestead exemption, and the ad valorem
taxation of unmined iron ore. They present questions of equity and eco
nomic effects which, while not entirely peculiar to Minnesota, go beyond the
broad, general issues involved in property taxation in most states.

THE CLASSIFICATION SYSTEM

Property classification, for the purpose of this discussion, means a com
prehensive differentiation among broad classes of real and personal prop
erty, by means of unequal rates of assessment, or unequal rates of tax, or
a combination of the two. Thus exemption or special treatment of in
tangibles, household goods, or even personal property in general, does not
constitute comprehensive classification. Nor does the special treatment of
utilities, banks, cooperatives, forests, stored grain, new industries and
petroleum companies fall within the purview of the classified property tax.

There are 4 states, in addition to Minnesota, that have a comprehensive
classification system,115 These are: Montana, Ohio, Virginia, and West
Virginia.110 Kentucky may also be considered a classified property state,
but classification there operates at the state level only and does not affect
local units.

In Minnesota, Montana, and Ohio, the differentiation in the effective
rate is achieved through the valuation of various classes of property at
varying proportions of full and true value. In VU'ginia, the law is permis
sive and allows local units to impose varying rates on different kinds of
property. In West Virginia classification is the by-product of the constitu
tionallimits on property tax rates. Kentucky's classification also operates
through the application of a differential mill rate to various property classes.

Compared with the classified property systems of other states, Minne
sota's classification is by far the most detailed and cumbersome. Quite apart
from special provisions, exemptions, and exclusions that abound also in
other states, Minnesota's basic classes number nearly twice as many as those
of Montana and Ohio. Minnesota is unique in differentiating between urban
and rural realty and this State's classification is the only one that com
pletely exempts intangibles.117

IMPLICATIONS OF THE CLASSIFIED PROPERTY TAX IN MINNESOTA

Classification in Minnesota has two principal effects on the property
tax base. It reduces the taxable value of property to between 5 and 50 per

115Information concerning classification in other states is drawn primarily from
Commerce Clearing House, State Tax Reporter, All States (Chicago, 1956).

l1°The Illinois legislature has approved a constitutional amendment which, if rati
fied in November, 1956, will authorize the General Assembly to classify property for
taxation. (Letter from Gilbert Y. Steiner, Research Professor, Institute of Govern
ment and Public Affairs, University of Illinois, dated January 27, 1956).

117Tbe classification of intangibles was initially advanced as one of the most potent
arguments in favor of classification.
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Table V.22. Comparison of Property Assessments, Minnesota, 1912 and 1914
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cent of full and true value, and it results in variations in the ratios of tax
able to full and true values among classes of property. Although the legal
tax base was reduced by the introduction of classification in Minnesota in
1913 the initial effect was to raise the actual tax base. This may happen
whenever "administrative classification" or neglect, evasion and avoidance
have combined to keep large segments of taxable values from the rolls. The
comprehensive appraisal of property in 1914 raised assessments on various
types of property in Minnesota from 6 to 45 per cent in spite of the effects
of the classification law.118

Source: Minnesota Tax Commission, FOllrth Biennial Report, 1914 (81. Paul,
1914), p. 61.

The effect of classification, including the homestead and household
exemptions, upon the property tax base was indicated in Table V.6. The
taxable value of real estate in 1954 was 32.7 per cent and the taxable
value of personal property was 23.5 per cent of full and true value. If taxes
were levied on full and true value instead of on taxable value, the same
total amount of revenue could be realized from the application of mill rates
less than one-third as high as those now prevailing.

The most important effect of classification is not its effect upon the total
tax base, since higher rates make it possible to raise the same amount of
revenue from a smaller base,119 but its effect upon the relative tax load
imposed upon different kinds of property. The argument most commonly
advanced in favor of classification is that it enables the property tax to be
made more "scientific" by adjusting the tax on different kinds of property
in accord with the character of the property. A case can be made for tax
ing some types of property more heavily than others, if it is thought desir
able to distinguish among different kinds of property in terms of their
income-producing capacities. But whether a workable system of classifica
tion which makes the proper differentiation can be devised is another mat
ter. It is certainly difficult to discern "scientific principles" behind the classi
fication ratios provided by the Minnesota statutes.120

Classification in Minnesota is responsible in large measure for typical
mill rates that appear astronomical to one not acquainted with the system.

118Table V. 22.
119Except where tax limits interfere.
120See Table V. 5.



The Property Tax

The "public relations" effect is certainly one which is undesirable from the
point of view of attracting industry. Moreover, the differential treatment
of various kinds of property reflects a variety of past efforts by particular
groups to gain tax relief at the expense of others, as well as one or two
attempts on the part of the Legislature to grant concessions in order to
attract new industries while, apparently, ignoring the adverse effects upon
the growth of industries already in the State. .

When the State is anxious to encourage the fullest development and use
of its iron ore resources, it is difficult to find logic in the assessment of
unmined iron ore at a level that ranges upward from 25 per cent higher
than the ratios applied to all other classes of property. This policy con
trasts sharply with that of Ontario or Quebec, for example, where the
mineral deposit is entirely exempt from ad valorem taxation.

On the other hand, the classification ratios applicable to the real and
personal property of oil refineries, 27 and 17 per cent, respectively, sug
gest "taxation by negotiation." A concession of this kind can lead only to
two results - resentment on the part of other businesses, especially those
competing with petroleum products in the fuel market, and demands for
further selective, differential treatment of other kinds of property. Obvious
ly, if carried far enough, this kind of policy can produce highly inequitable
results.

Another anomaly contained in the classification system is the distinction
between rural and urban property. Is the combine less "productive" than
the drillpress? - the milking machine less "able to pay" than the sewing
machine? With agriculture representing a declining share of the State's
economy, and industry being called upon to take up the resulting "slack"
in employment, the distinction in the property tax laws between agricul
tural and industrial property, in addition to being unfair, is not conducive
to industrial growth.

The present system of classification in Minnesota necessitates the draw
ing of fine lines of distinction between urban property and property that is
rural in nature, adaptable to, but not necessarily used in agriculture, be
tween realty and personalty, and so on. It adds difficulties to the job of the
assessor and is conducive neither to equity as among taxpayers nor to the
growth of industrial and commercial activities in the State.

HOMESTEAD EXEMPTION

The almost unanimous passage of the bill to reduce property tax liabili
ties on owner-occupied homes and farms took place in March, 1933 dur
ing the depths of the depression. The depression caused property values to
fall much faster than governmental expenditures or tax levies and tax
delinquencies rose sharply after 1930. A large amount of real estate was
in danger of forfeiture.121

121Roland F. Hatfield and Allen C. Sulerud, "Homestead Preference in the Min
nesota Property Tax System", Bulletin of the National Tax Association, March, 1947.
p.162.
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Under the "homestead exemption" the assessment of rural homesteads
was reduced from 33Y3 to 20 per cent of "full and true" value and that of
urban homesteads from 40 to 25 per cent, on the first $4,000 of the
assessor's full and true value of such property.122 In 1935, and again in
1937 minor changes were made in the law. In 1935 the determination of
occupancy was required to be made annually and in 1937 the first $4,000
of the full and true value of owner-occupied real estate was exempted from
the State property tax levy except for that portion of it required to service
State debts contracted before 1937,123

HOMESTEAD EXEMPTION IN OTHER STATES

Thirteen states either exempt homesteads or grant them preferential
treatment. Alabama, Arkansas, South Dakota and Texas exempt homes
occupied by their owners from state property taxes only. Iowa, Louisiana,
Wyoming, Mississippi, Florida, Georgia, Oklahoma and West Virginia
provide varying rates of exemption from both state and local property
levies.124 Florida, which exempts the first $5,000 of full and true value, has
the most generous homestead exemption. Iowa grants exemption from the
first $2,500 of the full and true value. Wisconsin and North Dakota grant
minor relief to special categories of taxpayers, for specified kinds of prop
erty. A number of states exempt real estate of a type that would also be
exempt or taxed more lightly under a homestead exemption law. For ex
ample, North Dakota exempts all farm buildings and improvements.

The underlying motive of the "homestead exemption" laws, in all states
that have enacted such laws, was to bring relief to property owners, par
ticularly owner-occupiers in rural areas, thousands of whom faced forfeiture
and eviction. At the same time the proponents of the legislation brought
other issues to bear in support of their positions. Three arguments were
most frequently offered in favor of homestead exemption. First, that it
encourages home ownership, second, that it stimulates the building indus
try, and third that it brings improvement in the administration of the real
property tax.125

ENCOURAGEMENT OF HOME OWNE~SHIP

To the extent that homestead exemption makes home ownership more
attractive it adds a social dimension to the benefits of this exemption.
Home ownership is said to be preferable to tenancy in that it encourages
civic virtues and enhances the stability of the population and of the tax

122Session Laws, 1933, Ch. 359.
123Por these and other changes in the law relating to homestead exemption see

Minnesota Statutes Annotated, 1947, Ch. 273.13.
124Assessor's News Letter, April, 1949, p. 33.
l'25Por a discussion of these and related arguments touching on the desirability of

homestead exemption, see: Hatfield and Sulerud, op. cit.; Dlinois Report of the
-Revenue Laws Commission, op. cit., pp. 61-80; and Minnesota Institute of Govern
mental Research, The Minnesota Tax System (St. Paul, 1948), pp. 18-29.
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base. It may even increase the property tax base if new dwellings' are
erected. There is some evidence to suggest that the Minnesota exemption
was in fact associated with an increase in home ownership. In the period
1930 to 1940, while tenancy increased in Minnesota, owner occupancy
decreased less than in Wisconsin where the relevant economic and demo
graphic factors were very similar.126 On the other hand, many other factors
influence home ownership and the relative weight of the homestead classi
fication cannot be ascertained. A special study conducted in 1940 indicated
that home ownership is closely correlated with a number of factors other
than the tax advantage.127 It should also be noted that such stimulus as
may be given to home ownership by the homestead exemption may be
partly and temporarily offset by an increase in the price of houses. Thus,
the seller of a homestead may realize a windfall and the benefit to the
purchaser is correspondingly reduced,128

EQUITY AND ECONOMIC EFFECTS

The evidence regarding the effect of the homestead exemption on resi
dential construction is even less clear. A study of the New York exemption
in 1921 concluded that "a housing boom certainly followed the passage of
the ordinance, but a similar boom began about the same time in other
cities."129 In the period 1930 to 1940, residential construction in Minne
sota exceeded that in Wisconsin. However, the excess was also in evidence
in the pre-exemption period.130

Even if the increased demand for owner-occupied houses leads to more
residential construction of this type, it is far from certain that the building
industry as a whole will increase its activity. In particular, the construction
of rental property will tend to fall, inasmuch as the net return from rental
property and the demand for rental units suffer under the homestead
exemption.

The homestead exemption reduces the tax burden on owner-occupiers at
the expense of other property owners. Within the homeowning group the
relative benefit declines as the full and true value of the homestead rises
above $4,000. Much of the tax saving may be at the expense of tenants,
whose incomes, on the average, are generally lower than those of owner
occupiers.131 In the case of farm land the supply is largely :fixed and, as a
result, an increased share of the tax burden is probably borne by the lessor
of farm land. It was noted above that the most urgent and immediate justi
fication of the homestead classification in Minnesota was the desire to

126Hatfield and Sulerud, op. cit., p. 168.
127James Dugan "Housing as Related to Income", in Roy Blakey and others,

Analyses of Minnesota Incomes (Minneapolis, 1944). Occupation, income, size of
the community and availability of rented property were the most significant variables.
Ibid., pp. 140-165.

128Illinois Report, op. cit., pp. 65-68.
129Twentieth Century Fund, Facing the Tax Problem, (New York, 1937), p. 157.
130Hatfield and Sulerud, op. cit., p. 169.
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prevent wholesale forfeiture of property. In this, the 1933 law may have
been successful. At the same time, however, tax delinquency on property
other than homesteads increased sharply and many marginal buildings
were destroyed or abandoned.l32

One of the most obvious effects of the homestead exemption is that it
results in higher property taxes being imposed upon business property. That
is, if the total tax levy in each of 2 cities is the same and the total "full and
true" values of owner-occupied homes and of other property are equal,
the tax borne by business and rental property will necessarily be higher in
the city in which homesteads are assessed at a lower proportion of full and
true value. Whether or not this is justifiable depends upon one's views as

. to the importance of the property tax as a factor in industrial location and
upon the question as to whether one structure or one parcel of land should
be called upon to pay more or less in taxes than another because of dif
ferences in the use to which it is put or the relation between owner and
occupant.

REVENUE EFFECTS

The homestead classification became operative in Minnesota in the
biennial assessment of real estate in 1934. From 1932 to 1934, while full
and true value of property decreased 6 per cent, total taxable value de~

creased nearly 15 per cent. At the same time the average mill rate levied
by cities and vi1lages rose from some 80 mills in 1933 to 94 mills in 1934.133

This illustrates the revenue problem posed by the homestead classifica
tion. When the level of expenditures cannot be reduced, the shrinkage of
the base necessitates an increase in the mill rate, introduction of new
sources of revenue, raising the level of state aids or a combination of these
remedies. Not only is the resulting burden of taxes difficult to anticipate
but its net effect may nullify some of the benefits expected from the home
stead exemption. Moreover, the loss of revenue to local units, even when
made good by the state, may lead to a weakening of local control and
responsibility, one of the objectives that the exemption was designed to
foster in the first place.l34

In a period of rising prices homestead classification causes the base to

13lA study of some 6,000 families in Minnesota in 1938-39 revealed that the
average yearly income of renters is below that of home-owners. The differences in
incomes increase with the size of the community. In communities with less than
2,500 inhabitants, the average yearly income of home-owners exceeded renters income
by 10 per cent. In communities of over 100,000 average income of home-owners was
nearly 40 per cent higher than the average income of renters. James Dugan, op. cit.,
p.160.

l32See a study of Pine County, Minnesota, cited in The Minnesota Tax System
op. cit., p. 17.

133Hatfield and Sulerud, op. cit., pp. 163-4.
134Illinois Report, op. cit., p. 68. Iowa, Louisiana, Mississippi and Wyoming reo

place local revenue through the imposition of additional state taxes credited to special
funds.
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increase faster than property values (assuming no drastic change in assess
ment standards). The converse ,holds true in a period of falling prices. Thus,
homestead classification reduces revenue stability - and aggravates the
problems of local government finance.
, -

As of May 1, 1954, the assessed value of all real property in Minnesota
was $1,478 million. In the absence of the homestead classification, the
assessed value would have been $1,730 million, or some $253 million
higher.135 If the average mill rate in 1954 of 143.14 were applied to that
sum, property tax revenues would have increased by over $36 million or
13 per cent of all property tax collections.136 Stated in another way, the
removal of the homestead classification would have provided the 1954
property tax levy with an average mill rate of 127.58 instead of the actual
rate of 145.23 mills.

AD VALOREM TAXATION OF UNMINED IRON ORE

Property tax levies on unmined iron ore in 1954, largely for payment in
1955, were $22 million. This represents 8.1 per cent of total property tax
levies for that year.137 In 1955 property taxes on unmined ore amounted
to more than 31 cents per ton of ore shipped.ls8 The bulk of these revenues
go to county and local governments in two counties.

ASSESSMENT

Iron are, whether mined or unmined, is assessed as Class I property, at
50 per cent of its full and true value. Provision is made for lowering the
assessment in the case of certain low grade ores which require substantial
beneficiation. Ore taken from underground mines after August 1 and before
May 1 and placed in stockpiles is assessed as if still unmined. ls9 Taconite
is largely exempt from ad valorem taxation.

It is generally agreed that unmined ore is one of the most difficult kip-ds
of property to assess accurately. Minnesota's attempt to solve this problem
has attracted national attention. Although the local assessor is legally
responsible for assessing ore, the valuations are actually made by the
Minnesota Department of Taxation.

Since iron ore property is seldom sold, other methods have to be used to
obtain a value for purposes of taxation. The method which is most widely
used is to estimate the present worth of future profits. Using this method,
it is necessary to employ engineering methods to estimate the amount of
merchantable ore in a given mine. The estimated cost of mining and trans
porting a ton of ore is then subtracted from the Lake Erie price to deter-

ls5Computed from data obtained from the Minnesota Department of Taxation.
136Derived from State Auditor of Minnesota, Abstract of Real and Personal

Property Taxes Levied by the Several Counties in the State of Minnesota for the
Year 1954.

ls7Tabie V. 10.
138Data from the Minnesota Department of Taxation.
IBol\1innesota Statutes, 1953, Ch. 273.13, Subd. 2.
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mine the estimated future income per ton. The present worth of this income
is then estimated through the application of the "Hoskold" formula. Multi
plying the present worth per ton by the estimated tonnage gives the esti
mated value of the mineral deposit.14.0

The estimates of the quality of ore in the various mines are prepared by
engineers from the School of Mines of the University of Minnesota. They
use data furnished to them by the mining companies and have access to
occupation tax reports, ore samples, shipping records, and other supple
mental sources of information.141 Comment has often been made upon the
fact that reserves do not diminish as fast as ore is shipped. In fact, during
the past 30 years approximately 2 tons of ore have been added to reserves
for each 3 tons shipped.HZ There are several reasons why new tonnages
are constantly being added to reserves.

One reason is that material which cannot be classified as merchantable
ore becomes merchantable as mineral technology progresses or prices rise.
New methods of beneficiation or extraction may make it possible to
utilize material which could not previously be used.

New discoveries or disclosures resulting from more extensive and inten
sive drilling are another important source of new reserves. Because of the
high cost of drilling and mapping an arpa, companies commonly do only
preliminary drilling on reserve properties. Standard engineering practice
requires that, in the absence of other evidence, it must be assumed that an
ore deposit extends only a limited distance (often 100 feet) from a drill
hole.14s This means that, when only preliminary drilling has been done,
estimates of reserves are apt to be too low. As the companies prepare to
open up these reserve properties, intensive drilling operations are under
taken. In most cases this drilling results in the proving of additional
reserves.144

The computation of the value of the ore at Lake Erie is usually based
upon an average of the last 5 years. The same 5 years are used to deter
mine costs. If the mine being valued is an active mine, the cost estimates
are based upon a study of the record of this mine and mines near it. The
difference between the estimated costs and the estimated price gives the
estimated income.

Writers who have described the Hoskold formula seldom describe it

14°Descriptions of the present worth method are found in: Report of Legislative
Commission on Taxation of /ron Ore, 1955 (St. Paul, December 20, 1954), pp. 37-54;
Report of the Interim Commission on Iron Ore Taxation, 1941 (St. Paul), pp. 54-70;
C. H. Baxter and R. D. Parks, Mine Examination and Valuation (Houghton. Michi
gan, 1939).

141Por a more detailed discussion see: Report of Legislative Commission on
Taxation of Iron Ore, 1955, pp. 111-113.

HZ/bid., p. 114.
148This should not be taken to mean that ore is never assumed to exist more than

100 feet from a drill hole. Often geological evidence is such that it is possible to esti-
mate reserves many times that far away. . ,.hll

144Report of Legislative Commission Oll Taxation of Iron Ore, 1955, p. 114.
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clearly and often disagree on its significance.145 Much of the confusion
seems to stem from a failure to identify clearly the function of the formula.
The formula is simply a mathematical method for determining the present
value of annual income payments for a limited number of years, given
the necessary interest rates. The prospective purchaser of a mine sees the
purchase as an investment which must be compared with other prospective
investments. Before he will purchase the mine at a given price he must
expect to receive interest on his investment at a rate at least as high as
he could receive on other equally risky investments and also to get his
original investment back at the end of the life of the mine.

Since a mine gradually loses value as the ore is removed, it is necessary
to set aside funds from'the annual income if the investor is to have his
original sum when the mine is exhausted. The formula assumes that yearly
payments will be made into a sinking fund which will be invested in safe,
interest-bearing securities. Obviously the total of the payments that must
be made into the sinking fund will be reduced by the amount of interest
received on the sinking fund assets.

The formula, thus, involves two interest rates. The rate which the in
vestor will require upon his investment before he would be willing to invest
in a mine is usually called the discount or risk rate and is now set at 6 per
cent. The rate which can be obtained on the safest possible investment,
often called the sinking fund rate, is now fixed at 3 per cent by the De
partment of Taxation.

In Minnesota it is the practice to use expected range life rather than the
life of individual mines in computing present value by the Hoskold formula.
This is done because, in the case of open pit mines, there is no natural rate
of mining. Ore can be removed slowly or rapidly, depending upon the
needs of the operator or the terms of the lease. Using estimated range life
assumes, in effect, that all mines will be exhausted at the same time and
prevents variations in the value of a mine solely because of the plans which
the owner has concerning the speed at which the ore will be removed.

In summary, the Hoskold formula is simply a mathematical method for
computing the estimated value of the mine, given estimates of yearly in
come from the mine, the estimated life of the range, the risk rate of interest
and the sinking fund rate of interest.146 Deviations between the life of any

145The Legislative Commission on Taxation of Iron Ore Report (p. 38) states,
"the capital return rate ... being the rate which, compounded annually over the mine
life, will amount to the present mine value". A rate cannot be compounded to give
a present value. Warren Aldrich Roberts, State Taxation of Metallic Deposits
(Cambridge, Mass., 1944), pp. 15-26, quarrels with the interpretation of the formula
given by one of the principal witnesses in the case of Minnesota v. Oliver Mining
Company, but Professor Roberts' arguments are by no means clear and the formula
itself is misprinted.

146Thus, if the life of the range is 10 years, the risk rate of interest 6 per cent,
the sinking fund rate 3 per cent, and the expected annual income is $1,000,000, the
value of the mine would be equal to: 1,000,000

03 =$6,793,017
(1.03')10 _ 1 + .06
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one mine and the life of the range necessarily enter to impose differential
tax loads that will frequently diverge widely from differentials in actual
value. Although this is considered to be the best possible method of valuing
unmined ore, there is no way of knowing how close the values which are
established are to the values which would prevail if there were an active
market for deposits of iron ore.

ECONOMIC EFFECTS

The tendency of ad valorem taxation of minerals to accelerate the rate of
ore recovery is discussed below in the chapter dealing with the taxation of
iron ore and taconite. This type of taxation not only encourages rapid
mining of known reserves but also may reward the' operator who takes the
best ore first, even though wasting lower grade ore in the process. It may
also tend to reduce the active life of the range by imposing a heavy fixed
cost on mining operations.

The nature of the assessment process in Minnesota also tends to reduce
the amount of drilling which is done by the mining companies and thus
reduces the quantity of proven reserves. Since drilling is expensive, prudent
business practice is to avoid tying up capital by drilling extensively in
reserve properties which will not be mined for many years. On the other
hand, it is necessary to prove reserves far enough in advance of mining to
allow proper planning of operations. The fact that drilling ordinarily adds
more reserves and increases the ad valorem tax, in effect, adds to the cost
of drilling operations. This reduces the period of time that elapses between
drilling and mining below that which would be economically most desirable.
Although evidence is not available, it is reasonable to expect that this re
duces the efficiency of operation by reducing the planning period. Moreover,
it probably tends to encourage drilling in Canada and other foreign coun
tries, where the mineral deposit is not subject to ad valorem taxation, rather
than in Minnesota.

Whether the reduction in proven Minnesota reserves resulting from ad
valorem taxation has had any effect upon decisions to develop ore sup
plies elsewhere is not readily determinable, but, if there has been any
effect on such decisions it can only have been adverse to Minnesota.

The President's Materials Policy Commission (Paley Commission) did
not make a complete study of state and local taxes, but it did offer the
following comment on the effect of ad valorem taxes on mineral develop
ment: 147

The evidence is conflicting as to just how serious an obstacle to ex
ploration and development of reserves these property taxes are, but
unquestionably there is substance to the widespread complaints on
this score. Whenever State and local governments can substitute
severance taxes or taxes on gross or net proceeds for ad valorem taxes
on mineral reserves, they will make a contribution toward improving
the Nation's mineral position.
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EQUITY

One approach to the question of the equity of ad valorem taxation of
iron ore is to ask whether unmined ore is being treated equally when com
pared with other property in the State. If unmined iron ore is considered
to be an ordinary business asset, it is obvious that the mining companies
are being taxed unfairly on known ore reserves. Not only are these reserves
assessed at a higher percentage of full and true value than any other prop
erty, but full and true value is probably a higher proportion of market
value than in the case of other kinds of business property. If unmined ore
is not considered as ordinary business property but as a natural heritage
of the people, then comparisons of equity are both impossible and un
necessary. The.important question then is whether a tax which encourages
rapid exploitation of the ore and returns most of the tax revenue to two
counties is the proper method of preserving the people's heritage.

A second approach is to compare the effect upon the various mining
companies. Obviously the tax falls most heavily upon companies with large
known reserves. This produces differences in the tax burden when measured
as a percentage of production or income. In addition, differences enter with
respect to deposits that are and those that are not on the tax rolls.

When the taxation of ore deposits is compared with the treatment of
other property in the range area, a new factor enters. To the factors which
cause ore to be taxed inequitably as compared with other business prop
erty in the State must be added the fact that the assessments on other
property in the range area are unusually low. The 3 leading iron ore coun
ties are found among the 7 counties having the lowest over-all ratios of
full and true to market value.H8 In some iron range cities and villages the
ratios on residential property are as low as 12 per cent.149 Scattered evi
dence also indicates that very little attempt has been made to assess ade
quately the personal property of the mine operators.

The low assessment of other property in the iron range counties not only
shifts the tax burden to iron ore but also, in the case of the State levy, to
property in other parts of the State.150 Over one-half of the decrease in
taxes which would result for property owners in 62 counties if the State
levy on real estate were spread on equalized values would be paid by two
iron range counties.151

SPECIAL PROBLEMS OF IRON ORE TAXATION

Ad valorem taxation of unmined ore creates some special problems of
local government in the mining area. The location of a rich deposit of ore
within the boundaries of a local unit makes it relatively easy for that unit

147Resources for Freedom, Vol. I, A Report to the President by the President's
Materials Policy Commission (Washington, 1952), p. 36.

148See Table V. 18. Unmined iron ore is, of course, not included in the ratios,
149Analysis.
150See Table V. 19.
151Based on real estate other than unmined iron ore.
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to raise revenue. Local units in which the are is being exhausted, on the
other hand, face the problem of rapidly declining tax revenue.

The problem caused by the exhaustion of iron deposits has come to
public attention recently in connection with School District No. 39 in St.
Louis County. In this district, which includes the city of Eveleth, the
assessed value of unmined iron are has dropped from $8.5 million in 1940
to $2.5 million in 1954. At the same time the mill rate in the city of
Eveleth has risen from 145.3 to 327.7.152 It is not entirely apparent that
the rate of taxation upon property other than iron ore has become exces
sive, however. Although statistics gathered by the City Council and Board
of Education103 show that mineral valuation was only 61.1 per cent of the
total valuation in 1954 compared with 97.3 per cent in 1940, data com
piled by the Equalization Aid Review Committee show that the ratio of
full and true value to market value of residences is still very low. It ranges
from 11.7 per cent to 20.7 per cent in the various price groups. Only
houses with market values under $6,000 are given full and true values as
high as 20.7 per cent of market. The great majority of the houses are in
the groups valued at less than 16.2 per cent of market value.

Upon request of local officials in School District No. 39 a project to
search for are deposits not now on the property tax rolls has been approved
by the Iron Range Resources and Rehabilitation Commission. There has
long been a widespread feeling in Minnesota that the mining companies
were hiding reserves from the assessing officials and it has often been de
manded that the State "do some drilling". Obviously if such hidden re
serves exist then such a demand is justified. There are, however, a number
of problems raised by this suggestion.

The first problem is that of the costs involved. Although drilling costs
vary greatly depending upon conditions, total costs, including the necessary
tests, may reach $20.00 per foot. This means that even the most perfunc
tory drilling of a 40 acre plot might cost many thousands of dollars. There
is a question as to the wisdom of such expenditures, and also who should
pay them if undertaken. Should the entire State bear the cost when the
benefits would accrue primarily to those areas which have made the least
effort to assess other property adequately? On the other hand, could a small
local unit be expected to obligate itself for the cost involved with no
assurance that any increase in its tax base will result?

A second problem involves the benefit which might be derived by the
owner or lessee of the mineral rights. In some cases, drilling of property
might constitute a valuable gift in the form of thousands of dollars worth of
drilling which would otherwise have been undertaken privately. The ques
tion of the legality of drilling on privately owned property has also been
raised.

152A Report to the Iron Range Resources and Rehabilitation Commission on the
Iron Ore Reserves in the City of Eveleth and School Districts Area.

153Ibid.
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Another important question is whether the same sums of money would
produce greater results if spent on improving the assessment of other types
of property, both inside and outside of the iron range area.

Unfortunately the answer to these questions is not clear at present. Per
haps the project now under way will provide some of the answers.

Summarizing the analysis of ad valorem taxation of iron ore, it appears
that this method of taxation as presently administered in Minnesota has
little to commend it. This is true whether the tax is viewed from the stand
point of economic effects, equity or administrative efficiency. Some of the
weaknesses of this type of taxation could be removed by lowering the
classification rate to that paid by other business property and valuing iron
ore at the same percentage of market value as other property in the area.
Complete exemption of unmined iron ore would create serious difficulties for
many communities whose financial structures have always depended heavily
upon its taxation. If a satisfactory method of sharing occupation tax reve
nues with local units could be devised, complete exemption would merit
serious consideration.154

Conclusions
Much of the information concerning the property tax which has been

presented could be the source of widely differing interpretations, but some
conclusions stand out with reasonable clarity.

It is apparent that the property tax is a more important tax in Minnesota
than in most states. Although it is a relatively minor source of revenue for
the State, all local units of government rely upon it heavily.

The Minnesota classification system is more comprehensive than that of
any other state. Although classification has been advocated as a means of
"reforming" the property tax, it is difficult to see how some of the classifi
cation and exemption provisions in the Minnesota law can be regarded as
reforms. There seems to be no consistent rational principle underlying the
present classification ratios. They apparently resulted from the political
balance of power or from special situations existing when they were estab
lished.

The household exemption seems particularly inappropriate. In view of
the virtual impossibility of securing an accurate assessment of this type of
property and of the expense involved in assessment and collection, there is
a good case for exempting all household goods.

The greatest weakness of the property tax is its administration. Minne
sota probably has a larger number of persons engaged in administering the
property tax than any other state. At the same time, it is likely that few
states of comparable population have a smaller number of persons devot
ing full time to property tax administration.

154This statement deals only with the method of taxation, not with the total amount
of tax which should ,be levied on the mining industry. Exemption of iron ore from
property taxation could be accompanied by any desired adjustment in occupation and
royalty tax rates.
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The extent of the inequities in real estate assessment is well documented
by the Report of the Equalization Aid Review Committee. Although the
data are not perfect and it must be recognized that the best assessors make
mistakes, the coefficients of dispersion in many of the counties are far too
great to be explained as anything other than incompetent assessment.

Inequities in the assessment of personal property are probably even
greater than in the case of real estate. Accurate assessment of many kinds of
personal property is much more dim-cult than is assessment of real estate.
Evidence with respect to the quality of personal property assessment is very
limited. The inventory assessment study is sufficiently valid, however, to
indicate that great inequities occur in the assessment of this class of prop
erty. Much of this inequity could be eliminated if assessors with some
training in accounting were given the same access to taxpayers' books that
income tax administrators have.

The employment of untrained, part-time assessors is one of the major
causes of poor assessment. The adoption of a county assessor system simi
lar to that used in Iowa would probably do much to improve the quality
of assessment. Even the relatively simple changes which would be required
to give county assessors and county supervisors of assessment time to
review carefully the work of the local assessor might result in a considerable
improvement.

The relatively few appeals from assessments that are taken, despite the
poor quality of assessment, indicate that taxpayers either do not realize how
unfair the assessment is or that they feel that appeal will do little good.

Although inequities within counties are probably of much more im
portance than intercounty inequities, the latter are not unimportant. Either
elimination of the State levy or vigorous intercounty equalization will elimi
nate intercounty inequities in the distribution of State levies. Only inter
county equalization will eliminate variations in the value of exemptions
to taxpayers.

One of the most essential requirements for improvement in the Minne
sota property tax is the introduction of a simple, inexpensive means of
providing redress to the taxpayer whose property is relatively over-assessed.
Insistence upon the use of current market value as the basic valuation
criterion and requiring the assessor to post an assessment ratio, as in
Oregon, together with a provision requiring the taxpayer to demonstrate
only that his property is valued at a level higher than the established
criterion, should accomplish this objective.

The May 1 assessment date results in inequities among taxpayers, as would
any other single date. But it lacks the administrative advantages of January
1 as an alternative. The latter date would coincide with the fiscal-year end
of most taxpayers and would permit the assessor to devote a more adequate
period of time to the assessment job. A compulsory average-inventory ap
proach does not appear to be feasible for application to' all taxpayers. The
optional-average inventory approach, on the other hand, still permits some
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taxpayers to escape, in varying degrees, while providing no relief to those
whose holdings of personal property remain fairly constant throughout the
year. Moreover, this approach would reduce the tax base and distribute
reductions in tax liabilities in a manner that would not necessarily be
.desirable, from the point of view of either equity or stimulation to eco
nomic growth in the State.

Finally, any evaluation of the property tax in Minnesota is incomplete
unless it provides some indication of its impact on industrial location. One
such indication is to be found in the Report of the Business Executives'
Research Committee, Industrial Location and the Minnesota Economy.155
The manufacturers included in the survey ranked personal and real prop
erty taxes 6th and 7th, respectively, in importance among 24 industrial
location factors, ranking them ahead of such factors as "nearness to sources
of raw materials", "availability of special labor skills", "degree of unioniza
tion of the labor force", and "availability of low cost electric power."156
Compared to competing or alternative locations, the weighted average
relative advantage of Minnesota, with respect to real and personal prop
erty taxes, ranked 23rd and 24th.157 That is, among the locational factors
taken into account, the property tax was considered to be the most dis
advantageous feature associated with industrial location in Minnesota.
Businessmen object not alone to the level of the property tax in this State,
but also to the obvious inequities and uncertainties involved in its adminis
tration. If the latter were removed it would seem reasonable to assume
that the level of taxes would be considered to be somewhat less objec
tionable.

1550p. cit.
156Ibid., p. 57.
157Ibid., p. 59.
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CHAPTER VI

Table VI. 1. Taxable Value of Agricultural Personal Property and Rural Landn
Including Structures for Selected Years, Minnesota, 1920-1954

12
9

11
21
23
22

Ratio:
Personal
to real

(per cent)

(thousands of dollars)

nDoes not include unmined iron ore.
Source: Data provided by the Minnesota Department of Taxation.

Grain in the
hands of producers, Rural land

livestock, and including
Year farm machinery structures

1920 104,493 903,176
1930 66,333 714,664
1940 47,363 429,572
1950 92,115 440,979
1952 102,238 447,089
1954 99,071 449,435

IThis chapter was prepared by Professor Philip M. Raup of the Department of
Agricultural Economics, University of Minnesota, in his capacity as special con
sultant to the Committee.

i
I_________________________J

RELATIVE IMPORTANCE OF PERSONAL PROPERTY TAXES ON AGRICULTURE'

The relative importance of agricultural personal property taxes in com
parison to taxes on rural real estate is indicated in Table VI. 1. From 1920
to 1940 there waS little change in the ratio of personal property to real
property in the taxation of Minnesota agriculture. Since 1940 there has
been a rapid increase in the proportion of the agricultural property base
that is represented by personal property. In 1954, the taxable value of
rural personal property (agricultural products in the hands of producers,

The Impact of the Property Tax upon
Agriculture 1

Personal Property Tax
The first part of this chapter surveys the effects of the taxation of per

sonal property on agriculture from the standpoint of production and
marketing. The effects of the May 1 assessment date on various types of
farming are examined, and consideration is given to the possibility of an
alternate date. The feasibility of using an annual average inventory method
in lieu of assessment as of a specific date is investigated, and consideration
given to the possibility of using value added in production as a basis for
valuation for personal property tax purposes.
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livestock, and farm machinery) was 22 per cent, or about one fifth as much
as the total taxable value of all rural land including structures. The esti
mated taxes paid on these classes of agricultural personal property in
1955 totaled $12,205,597 for the State of Minnesota.

A breakdown of taxable value of agricultural personal property into its
three component parts is given in Table VI. 2. It is clear that farm machin-

Table VI. 2. Taxable Value of Classes of Agricultural Personal Property as a
Proportion of Their Total, Minnesota, 1920-1954

Grain in the hands Farm
of producers Livestock Machinery

Year (per cent) (per cent) (per cent)

1920 .................. 3.5 78.8 17.1
1930 ....... , .......... .9 88.4 10.7
1940 ........ , ......... 1.3 84.2 14.5
1950 .................. 6.2 52.5 41.3
1952 .................. 1.8 55.1 43.1
1954 •••••••• I ••••••••• 5.7 47.0 47.3

Source: Data provided by the Minnesota Department of Taxation.

.ery (tools and equipment) is becoming of greater importance as a part of
the rural tax base. In 1954, livestock and farm machinery were about
,equal in the share of taxable value of agricultural personal property repre
sented by each. Agricultural products in the hands of producers (primarily
grain), on the other hand, were relatively less important, representing only
about 6 per cent of the total.

Since 1930 there has been a relatively steady decline in the proportionate
importance of livestock, and an increase in the share of the personal prop
,erty tax base represented by machinery. This trend seems likely to continue.

PERSONAL PROPERTY TAX ASSESSMENTS

Personal property used in agricultural production is not assessed at a
uniform rate of full and true value in Minnesota. Livestock, poultry, horses,
mules, and all agricultural tools, implements, and machinery used by the
owner in any agricultural pursuit are assessed at 20 per cent of full and
true value. Agricultural products in the hands of the producer are assessed
at 10 per cent of full and true value. All agricultural products not in the
hands of the producer or used in agricultural production are assessed in
the same class with manufacturer's materials, tools, implements and in
ventories, at 33:yJ per cent of full and true value.2

An initial inequity within agriculture arises from the classification of
assessments at different percentages of full and true value for different
types of property. Grain, for example, held as livestock feed is assessed at
10 per cent if in the form of grain on May 1. That part of the grain that has

2Minnesota Statutes Annotated, Ch. 273.13.
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been fed to animals and converted into a livestock product is assessed at
20 per cent. While there is little evidence that producers alter their pro
duction plans because of these differential proportions of full and true
value used as a basis for assessment of personal property taxes, the effect
upon agricultural producers in different types of farming enterprises is
erratic. The livestock producer, whose grain has been converted into a
live animal, is engaged in a more intensive form of agriculture, and one
involving greater risk, than is the cash grain producer whose grain may be
held in storage on May 1. The effect of the differential rate is to tax more
heavily the intensive, more highly specialized and more risky type of
enterprise.

A second type of inequity arises from the effect of the May 1 date of
assessment. Considering all types of farming in the State as a whole, in
ventories of feeds, seeds, grains and livestock will be near their low point
of the production year on May 1. It seems probable that June 1 or July 1
would find stocks even lower on some farms. In any event, the low point
in total agricultural inventories occurs in the three-month period of May
June-July.

In more general terms a third defect of the personal property tax in agri
culture arises from the difficult problems of valuation and assessment in
volved. Grains and livestock have relatively well-established values, and
these can easily be determined in the market place. Farm-grown feeds, used
farm machinery, and semi-permanent installations of milking equipment,
electric motors, feed grinding and storage equipment, and so forth, are
much more difficult to value, and often no public market exists in which
their prices can be easily determined. As a result, the assessment of the
personal property tax presents a major problem, and opens the door for a
wide range of variation in the tax burden on farmers.

While this is true for Minnesota agriculture as a whole, specific types of
farming are affected quite differently by the personal property tax. The
analysis that follows considers these differential effects for the major types
of enterprises in Minnesota agriculture.

To aid in interpreting the significance of various classes of agricultural
products in the total pattern of receipts from farm marketings, Table VI. 3
shows the average receipts of the past five years, by major products sold.

HOGS AND CATTLE

Hogs are the most important single livestock product in Minnesota agri
culture, accounting for about 20 per cent of total cash receipts from farm
marketings in recent years. May 1 will find the majority of Minnesota hog
producers with their spring pig crop on hand, but with the pigs at very
young ages, averaging from two to six weeks. April is the peak month for
farrowing in Minnesota, although its importance has declined in recent

. years. In 1955 farrowings in April were 21.3 per cent of the total for the
year, with 18.2 per cent in March and 9.2 per cent in February. Thus ap~
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Table VI. 3. Average Annual Cash Sales of Agricultural Products by

Minnesota Farmers, 1951-1955

Product

Crops .
Livestock

Hogs .
Cattle, calves .
Sheep, lambs .

Sub-total, livestock .
Dairy products .
Other livestock products

Eggs .
Chickens .
Turkeys .
Othersn •.•••...•............

Sub-total, other livestock .

Total, all agricultural products .

Annual Average Cash Sales
1951-1955

(millions of dollars) (per cent of total)

354 27.9

248 19.5
233 18.4

15 1.2

496 39.1
244 19.2

109 8.6
17 1.3
32 2.5
16 1.3

175 13.8
-- --
1,268 100.0

I\Inc1udes mainly other poultry, wool, and honey.

Source: Minnesota Farm Business Notes, University of Minnesota, January, 1956.

proximately half of all fan'owings in Minnesota in 1955 occurred in the
three months February-March-April.

Hog producers who follow a system of two litters per year will have
marketed most of the fall pig crop well before May 1, while those who
follow a single-litter system will usually have only weanling pigs and brood
sows on hand as of. May 1. As a consequence, whether the producer is
following a two-litter-a-year system or a single-litter program, the May 1
assessment date will find him with a relatively small inventory of heavy
hogs on hand, apart from his brood sows.

Cattle feeding, on the other hand, is affected more heavily by the May 1
date. In general terms, Minnesota cattle feeders can be grouped into two
classes: those producing short-fed beef, in which the feeding period ranges
from 60 to 120 days; and those producing long-fed, well finished animals
for whom the feeding period will range from 120 to 210 days or more.
Most producers of short-fed beef typically fill their feed lots in the fall,
and will have them emptied by May 1, thus escaping personal property
taxation on their feeder cattle almost entirely. Producers of the more highly
finished long-fed beef animals, on the other hand, will in almost all cases
have a sizeable inventory of heavy and valuable animals on hand as of
May 1. Thus the producer of the higher grades of beef is hit relatively
heavily by the May 1 date of personal property tax assessment.

The differential impact of the property tax on different types of livestock
farming can be illustrated by data from the records of members of the
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Southeast and Southwest Minnesota Farm Management Associations.s Out
of a total of 311 farms, the 47 farms that included feeder cattle among
their principal specialties paid personal property taxes that were approxi~

mately '13 higher in 1955 than did the 102 farms that were devoted to
general grain, dairy and livestock production.

The differential impact of the May 1 date of assessment as it concerns
producers of fed cattle can also be inferred from the fact that the seasonal
low in the number of cattle slaughtered in Minnesota generally occurs in
April, after which numbers slaughtered increase slowly to a high point in
the fall. The fact that the seasonal low in slaughter occurs in March or
April indicates that feed lots in general have been emptied of short-fed
cattle while long-fed cattle are still on the farms. The cattle feeder produc
ing long-fed animals is in no position to' avoid personal property taxation
since his animals, though heavy, are not ready for market at the time of
assessment.

The May 1 assessment date unquestionably affects the volume of hog
and cattle marketings. This is illustrated by Charts 1 and 2 which show
the average weekly receipts of hogs and cattle at the South St. Paul stock
yards for the three years 1952-1954. The bulge in hog marketings during
the last two weeks in April is clearly apparent. A similar contra-seasonal
increase in cattle marketings is also apparent in the latter part of April
and the first week or two in May. The carry-over of this trend into the first
two weeks of May may be explained by the fact that a relatively large
number of cattle are sold by farmers to country dealers and through local
sales rings. While these cattle are off the farms by May 1 it may take them
from five to ten days to appear in the pattern of receipts at the central
market.

While a part of the marketing bulge in April may be accounted for by
pre-pasture season adjustments, and by the marketing of sows, it is un
questionably true that the May 1 date results in some contra-seasonal in
crease in hog and cattle marketings. It seems reasonable to assume, how
ever, that any other date would have a similar effect. Because of the larger
inventories on hand, an assessment date in the fall, or on January 1, could
be expected to have an even greater effect than the present May 1 date.

DAIRY, POULTRY AND SHEEP

Dairy production, which in recent years has accounted for 18 to 20 per
cent of total cash receipts from Minnesota farm marketings, is affected very
little by the May 1 date of assessment. The nature of dairy production re
quires the maintenance of a cow herd the year around, and it would be a
matter of relative indifference to the dairy producer which date of assess
ment was chosen for personal property tax purposes. In recent years the
pattern in dairy cow freshening has shifted forward to the fall and early

sMembers of these associations are farmers who keep detailed records that are
made available to the Department of Agricultural Economics, University of Minne
sota for summary analysis and research purposes.



Chart VI. 1. Three-Year Average of Weekly Cattle Receipts at South St. Paul, 1952- 1954
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Chart VI. 2. Three-Year Average of Weekly Hog Receipts at South St. Paul, 1952-1954
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winter months. In 1954 the five months September-January accounted for
64 per cent of dairy cow freshenings in Minnesota. Dairy producers would
thus have a larger number of veal calves on hand if a January 1 date of
assessment were chosen than is now true for the May 1 date. Stocks of

,farm produced feeds would also be larger on January 1 than on May 1.
Apart from these considerations, there is no evidence that the May 1 date
works any marked hardship on dairy producers, when compared to any
other date that might be chosen.

Farmers who maintain flocks of chickens for egg production are also
relatively indifferent to the date of assessment for personal property tax
purposes. While this is not true of producers of chicken broilers for sale as
meat, the extent of this type of production in Minnesota is as yet quite
small. The same is true of sheep production, and the related sale of wool
and lambs. The sale of sheep and lambs accounted for only 1.2 per cent
of Minnesota farm receipts in 1955 and there is no evidence that the May
1 date of assessment works any hardship on farm sheep flock owners.

Turkey growers in most instances have a comparatively heavy inventory
of equipment, shelters, feed storage, mixing and other equipment. They
are thus taxed relatively heavily on equipment, but are largely untaxed on
their annual production of birds. On May 1 the value of the poults is low,
and they will be matured and sold before the next May 1. The turkey pro
ducer, viewed as a converter of feed into meat, is thus comparatively' lightly
dealt with by the personal property tax.

GRAINS AND SPECIALTY CROPS

For cash grain producers May 1 will also have little effect as a date of
personal property tax assessment. In a typical year the producers of corn
for sale as cash grain will have sold the bulk of their grain by May 1, as
will the producers of soybeans, flaxseed, and wheat. There is no evidence
that the May 1 date influences production decision making in cash grain
farming, although there is some evidence that it influences the volume of
marketings. In the past few years a new element has been introduced in the
form of sealed grain stocks in warehouses and elevators, either on the farm
or at terminal points, that have been pledged to the Commodity Credit
Corporation as security for non-recourse price supporting loans. The extent
of these stocks on farms in 1956 is shown in Table VI. 4. These sealed
grain stocks remain the property of the producer until the date of ex
piration of the non-recourse loan, after which title passes to the United
States government. The maturity dates for non-recourse loans advanced
by the Commodity Credit Corporation for various grains are as follows:

Wheat March 31
Barley, oats, rye, flax April 30
Soybeans May 31
Corn July 31
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Source: Data obtained from the Minnesota State Office of the United States Agri
cultural Stabilization and Conservation Service - Cumulative State Form CI-4B.

1,313,506
54,949,607
12,640,157
4,219,734
1,015,198

189,464
106,008

1,668,102
63,265,052
13,850,624
6,000,126
1,804,626

373,654
278,306

1,753,269
44,569,645
13,714,907
8,405,072
3,538,151

507,959
542,600

Grain January 15 Apri115 May 15

Bushels on Hand
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As can be seen, wheat farmers would normally be unaffected by the
May 1 date in so far as they may have utilized the price supporting feature
of the Commodity Credit Corporation loans. Corn and soybeans producers,
on the other hand, will still be title holders to the grain in sealed storage
as of May 1 and are therefore liable for personal property taxes. Although
no careful study has been made, conversations with farmers in various
parts of the State and with State officials in contact with farmers, indicate
that there is doubt whether or not these sealed grain stocks are fully
assessed for personal property tax purposes.

Table VI. 4. Minnesota Grain Stocks on Farms Pledged as Security for CCC
Loans, January 15, Apri115 and May 15, 1956

RELATIVELY UNTAXED ENTERPRISES

There are several remaining important types of agricultural enterprises
that are lightly taxed, in so far as the personal property tax is concerned,
as a result of the May 1 date of assessment. Prominent among these are
producers of short-fed cattle, sheep feeders, and turkeys. Similarly, the
producers of sugar beets and canning crops are completely untaxed on
these products (as a consequence of the May 1 assessment date). The nature
of the marketing process for these last-named products insures that no
stock will be held on the farm at any time. The sugar beet and canning

Wheat .
Corn .
Oats .
Barley ., ,
Soybeans .
Rye .. , .
Flax .

crops are typically taken immediately from the field to the processing plants
and rarely held by the producer in the form of inventories.

The emphasis here has been on'the effect of the May 1 date on particu
lar enterprises within the farm business. The fact that a particular enter
prise is lightly taxed does not necessarily mean that the farm unit as a
whole is lightly taxed. A heavy tax on one enterprise (due to large inven
tories on May 1) may be offset by a light tax on some other enterprise. The
important point is that within an individual farm, as well as among farms,
the effects of the personal property tax are quite erratic and in some in
stances penalizing.
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ALTERNATIVE ASSESSMENT DATES

As can be seen from the foregoing summary, some types of agricultural
production in Minnesota are hit relatively heavily by the personal property
tax while other types of equally intensive production are touched lightly
by it. These differences are due in part to the assessment of property at
different rates (l0, 20, and 33V3 per cent). An additional cause is the dif
ferential effect of the May 1 date of assessment. These considerations
prompt the examination of the probable effects of an alternate date of
assessment.

January 1 has been selected as the only alternate date of assessment that
seems feasible. This would coincide with the end of the business year for
most agricultural producers, and would also coincide with the inventory
and income calculations that are necessary for income tax reporting pur
poses. What would be the consequences of a shift in assessment date from
May 1 to January I?

As indicated above, for dairy producers and growers of sugar beets and
canning crops the shift from May 1 to January 1 would be of little conse
quence. These types of production involve either a relatively uniform level
of inventories throughout the year or involve sharply seasonal production
and marketing patterns which could be assessed for taxation only by de
tailed assessment procedures. For other important types of producers, how
ever, the shift from May 1 to January 1 would have significant conse
quences.

Chief among these are cash grain producers, who can be expected to
have greater inventories of grain on hand as of January 1 than would be
the case on May 1. The relative magnitudes of these larger inventories are
indicated in Table VI. 5, showing grain stocks on farms and off farms, by
quarters, for the two most recent years for which data are available. For
all grains, the January 1 stocks on farms were substantially larger than
April 1 stocks (the closest date to May 1 for which comparable data are
available). The lowest point in grain stocks on farms falls on July 1. A
January 1 date of assessment would thus fall more heavily on grain pro
ducers than does the present May 1 date.

Similarly, the producers of short-fed beef cattle would in almost all
cases be in possession of sizeable inventories of cattle on feed as of Janu
ary 1. As we have noted, under the present May 1 date they are lightly
touched by personal property taxation on their feeding operations.

A January 1 date of assessment would also have a decidedly greater im
pact on hog producers. Not only would they have a larger inventory of
near-market-weight hogs on hand, but they would also have the bulk of
the annual corn crop in storage on that date and a larger inventory of
sows being held for spring farrowings. (Some of these sows will have
farrowed and weaned their pigs and will be sold before May 1.) A January
1 date of assessment' would thus tend to encourage even larger marketings
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in the November-December period, already a season of peak receipts and
low prices.

For most poultry producers a January 1 date of personal property
assessment would probably find them with heavier inventories than would

Table VI. 5. Minnesota Grain Stocks On and Off Farms, as of January 1, April 1
and July 1, 1953 and 1954

January 1 April 1 July 1

Grain 1953 1954 1953 1954 1953 1954

(in thousands of bushels)
On Farms

Corn ........ 169,378 184,787 122,973 139,775 88,169 106,608
Oats ......... 132,961 111,718 85,913 74,479 40,911 30,763
Barley ....... 16,188 14,790 8,804 9,945 3,408 5,100
Wheat ....... 8,839 10,026 5,949 8,086 850 3,072

~
Rye ......... 192 638 157 562 87 188
Soybeans ..... 7,681 11,632 5,706 4,985 2,194 277

1
Flax ......... 2,830 3,428 1,782 2,687 367 185

Off Farms
J Corn ........ 41,114 44,206 36,970 46,982 29,157 32,112
I Oats ......... 14,055 9,482 8,276 5,657 8,003 4,178i

1
Barley ....... 14,691 13,626 9,899 10,536 6,132 5,604
Wheat ....... 3,662 4,636 3,f15 4,201 2,323 4,089

f Rye ......... 2,175 1,987 1,352 1,588 732 1,040
'.I Soybeans ., '" 7,490 7,548 5,239 4,689 3,292 1,091
I Flax ......... 10,645 8,457 7,399 5,951 5,372 4,013
;

Source: Crops and Markets, 1955 Edition, Vol. 32, U.S. Department of Agricul-
ture.

1
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May 1. Although the bulk: of turkeys is sold for holiday markets, more
mature turkeys would be on hand on January 1 than would be the case
on May 1. Chicken and egg producers will have more hens on hand as of
the first of the year than on May 1. Stocks of feed and non-bread grain
can also be expected to be heavier on the first of the year. This would be
particularly true of soybeans and flaxseed, most of which will have been
marketed by May 1, but a considerable volume would still be on farms as
of January 1.

In view of the above facts, it seems reasonable to presume that a January
1 date would be more likely to influence the volume of farm marketings
than does the present May 1 date. The May 1 dates does now exercise
some influence on the seasonal pattern of farm markets. This can be seen
from the data on weekly receipts of livestock shown in Charts 1 and 2 above.
It seems safe to assume that the increased receipts are due largely to pro
duction planning and marketing patterns, occasioned by a desire to dispose
of animals prior to the date of personal property tax assessment. While the
increase has not been large, averaging in the vicinity of 10 per cent higher
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The Impact of the Property Tax Upon Agriculture

than the seasonally adjusted trend for those months, it has had an influence
on livestock prices. In 1955, for example, hog prices at South St. Paul were
lower the last two weeks in April than at any other time during the month
preceding or following May 1. In some years grain market receipts have also
been heavy preceding the May 1 date, although this trend has been modi
fied in the past few years by the heavy stocks held in storage under non
recourse CCC loans. For grain marketing, as a result, the May 1 date is
today of less significance than was the case prior to the agricultural price
support programs.

On balance, a January 1 assessment date would have as an advantage the
more complete assessment of some types of agricultural enterprises that
now are lightly touched by the personal property tax. Among these are the
feeders of short-fed cattle, turkey producers, and cash grain growers.
While January 1 is of little moment to dairy and poultry producers (other
than turkey producers) it is highly probable that a poll of the State's farmers
would disclose an overwhelming preference for May 1 rather than January
1 as the personal property tax assessment date.

The principal advantage of the January 1 date would be that it coincides
with the calculation of year-end inventories and income positions made
necessary by the State and Federal income tax. From the administrative
standpoint a January 1 date of assessment would also permit cross
reference between property tax returns and income tax returns and might
conceivably be used to improve the coverage of the personal property tax,
which at present is notoriously uneven in application.

It is conceivable that farmers might be allowed to exercise an option,
choosing either January 1 or May 1 as their date of assessment for per
sonal property tax purposes. If this option were permitted, it is probable
that egg prOducers, sugar beet growers, the producers of canning crops,
and possibly a number of cash grain producers might elect the January 1
date in preference to the present May 1 date. For some of them there is
only a slight inventory fluctuation problem and one date is as good or as
bad as another. For others, their marketings are almost simultaneous with
harvesting, and the date of assessment is immaterial as long as it does not
fall in the harvest season. For these farmers January 1 might be desirable
from a bookkeeping standpoint and of no particular significance from the
standpoint of agricultural production decision-making or marketing.

If January 1 or May 1 options were permitted, it seems probable that
those electing the January 1 option would be producers of products that
are not now heavily taxed on May 1 and would not be on January 1. The
January 1 choice would be primarily for bookkeeping convenience. There
are very few farmers for whom January 1 would offer any tax advantage
over May 1.

Apart from all other considerations, one basic fact remains: some types
of farming require much larger stocks of equipment and inventories than
do other types. This is not a problem unique to agriculture; it also consti-
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tutes one of the major problems in administering the personal property tax
in non-farming enterprises. No change of assessment dates will alter these
differences, or correct for any consequent inequities that may arise.

MONTHLY AVERAGE INVENTORIES AS A BASE FOR ASSESSMENT

Since one of the problems in applying the personal property tax con
cept to agricultural producers arises from the seasonal variations in in
ventories, an alternative solution might be the adoption of average monthly
inventories in lieu of an inventory taken at any specific date during the year.
For example, inventories could be taken as of the first of each month and
the annual average inventory determined by summing and dividing these
monthly totals by 12, the resulting inventory values becoming the base
for personal property tax assessment.

Under this system, it would be immaterial which date was selected for
the act of assessment, since it would be the monthly average figures that
would govern. This suggestion would remove some of the inequities of the
present system. It would not be possible, for example, for a turkey grower
with a high capital investment in inventery, and a large annual net income,
to avoid a large share of the personal property taxes on his flock while a
neighboring dairy farmer was taxed in full on his dairy herd. It would also
remove the existing inequity between the producers of short-fed and long
fed beef animals. Similarly, the producers of cash grains would be liable
for an increasing amount of personal property tax in proportion to the
length of time that they held the grain after harvest and before marketing.

The average monthly inventory figure would not remove existing inequi
ties that arise from the fact that some types of agricultural production
involve an act of harvesting that occurs virtually simultaneously with the
act of marketing. Sugar beet growers and canning crop producers are the
most prominent examples. Some types of agricultural production involve
the harvest of the crop, its storage for a short or longer period of time,
and its ultimate disposition as livestock feed. Other types of production,
which may be equally or more profitable, involve the maintenance of
almost no inventories of crops or products, and as a consequence this
type of production is touched much more lightly by the personal property
tax. An average monthly inventory method of personal property tax assess
ment will not eliminate this problem.

While it is conceivable that farmers could be persuaded to maintain the
necessary records to operate a tax assessment system based on monthly
inventories, it is highly improbable that they would do so without con
siderable resistance. They do not now maintain records of this nature, and
it would be quite difficult for them to reconstruct their year's activity from
memory at year's end. First-of-month inventories of livestock numbers
could quite probably be determined or recalled with a reasonable degree
of accuracy. This would not be the case with inventories of grains, or of
feeds, seeds, fertilizers and other chemicals, and so on.. For some types of
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agricultural products, cash grains, for example, the monthly inventory
method would also place a premium on marketing immediately after
harvest. One advantage of this proposal is that the monthly inventory
method would have little or no effect on production planning. It can be
anticipated, however, that it might have considerably more effect on the
pattern of marketing than does the present system of May 1 assessment.

As an alternative, farmers might be given an option between assessment
as of May 1 or on the basis of monthly average inventories. The principal
beneficiaries of this option would probably be cattle feeders whose produc
tion plans involve heavy inventories as of May 1.

Cash grain producers with large amounts of grain in farm storage or
under CCC loan on May 1 might also find it distinctly to their advantage
to adopt the monthly average inventory method. This option would have
very little effect upon the assessment of farm machinery and equipment,
since these inventories do not fluctuate widely over the year. It would offer
some relief to those farmers whose production plans involve relatively
large inventories of feed or livestock on May 1. For these reasons the
proposal merits careful consideration.

"VALUE ADDED" AS A BASE FOR PERSONAL PROPERTY TAX ASSESSMENT

A conceivable alternative to the existing system would be the introduc
tion of a personal property tax base computed in terms of the value added
in production on the farm. Under this proposal the value base for the com
putation of personal property tax liability would become the value added
by the farmer, and his liability would occur only when he made off-farm
sales of products.

For example, the personal property tax base for the cattle feeder might
be taken as the value of the cattle sold less the cost of feeder cattle and
supplies purchased. If no cattle were sold during the year, no personal
property tax on feeder cattle would be due. A series of local average prices
and values might be developed for purchased supplies, feeds, seeds, fer
tilizers, fuel, and implements, in order to facilitate the computation and
administration of the assessment.

The use of "value added" as a base for personal property tax assessment
would have several advantages. First, it would relate the personal property
tax liability to the receipt of cash income. Second, it would minimize or
eliminate the penalty that the present personal property tax places on
more intensive types of production that involve heavy investments in in
ventory and long-term risks. Third, it would remove the distorting effect of
personal property taxes on decisions as to when to market.

Administered in this way, the personal property tax would approach an
income tax concept. It might well be asked why under these circumstances
complete reliance is not made on the income tax, with abolition of the
property tax. Logically, this position may have much to commend it. The
existing practice, however, of State reliance on income taxation and local
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government reliance on property taxation involves a traditional structure
of tax-base sharing that would require revision if the personal property tax
were to be abolished. If the personal property tax is to be retained, there are
strong arguments in favor of relating the tax liability to income earning
potential, and on this score the tax based on the value-added concept
would be superior to the existing tax based on inventory values.

Several disadvantages would be associated with this proposal. Perhaps the
most important one is that it could scarcely be considered for agriculture
without a re-examination of the total personal property tax structure as it
affects non-farm businesses. Second, if the tax collections were related to
the receipts of cash income, via the "value-added" concept, it might lead
to a considerable fluctuation in local government revenues.

This defect could be avoided by using "value-added" only as the basis
for valuation, with a consequent readjustment in the rate of levy each year,
to raise the amount of revenue needed. If this were not done, and if the
rate of levy were held constant, then the revenue fluctuations that would
result would cause serious variations in the yield from the tax.

Real Estate Taxation
The range in farm land prices in Minnesota is approximately one hundred

fold. Some recent sales of quarter sections in southwestern counties have
been at prices as high as $500 per acre. At the other extreme, quarter
sections of nominal farm land have sold in northern counties for as low as
$5 per acre in recent years. This wide range in land values is peculiar to
Minnesota, among Midwestern Corn Belt states, and creates major prob
lems in the equitable assessment of real estate taxes.

The second part of this chapter surveys the available data dealing with
farm land values in Minnesota, and will relate county and regional data to
assessed values as reported by the Minnesota Department of Taxation.
Primary reliance is placed upon the county as the minimum unit of analysis.
The variations in the relation of assessed values to land market prices
within and among counties are noted, and an attempt is made to account
for the local and regional differences that exist. In the concluding section
attention will be given to recent changes in the farm land market in various
areas of the State, and to the resultant problems that have emerged in the
assessment of farm real estate.

NATURE AND SOURCES OF DATA USED

In the analysis that follows reliance is placed upon four sources of in-
formation regarding relative land values:

(1) Data are available from the 1954 U.S. Census of Agriculture,
showing the average value of farm land and buildings per acre, by
counties.
(2) The Department of Agricultural Economics, University of Minne
sota, conducts an annual survey of farm land prices in Minnesota,
based upon sales and estimates reported by real estate brokers, local
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bankers, farm loan agents, and other local people who are familiar with
the land market in their areas. These data are available for the years
1952-1955 inclusive.
(3) The Minnesota Department of Taxation has conducted a survey
of assessed values and sales prices of rural and urban property, in
connection with its reports to the Equalization Aid Review Commit
tee. These sales data for farm land have been made available for this
study. They report sales from 62 counties occurring primarily in 1954
and 1955.
(4) For the sales studied by the Minnesota Department of Taxation, as
explained in item 3 above, the assessed "full and true" values have
also been made available for the individual farm properties concerned.

In interpreting the following analysis it is important to keep in mind
the characteristics of the different measures of farm land values that are
being utilized. The 1954 Census data relate to all land in farms in the
respective counties. Because they are based on total farm land area, the
average values per acre as reported by the Census sometimes deviate from
the prices received in actual sales. This is a characteristic that has held
true for many years and arises in part from the fact that the Census reports
values on many smaller or low-valued properties that would not normally
be considered as representative farms in a study of prices received in volun~

tary farm land transfers. An additional reason for deviation is that the
Census data are based on estimated values supplied by the respective farm
operators who mayor may not be well-informed as to the actual prices
received in voluntary sales.

The nature and definition of the land market price data collected annual
ly by the Department of Agricultural Economics, University of Minne
sota, correspond closely to the sales data collected by the Minnesota
Department of Taxation. Both series of data rest on actual farm sales that
have occurred among willing buyers and sellers, excluding forced sales,
sales among close relatives, and other involuntary sales that may not
represent the free play of market forces.

THE RELIABILITY OF FARM LAND SALES PRICE DATA

Since extensive reliance is placed in this study on the sales prices re
ceived in recent transfers of farm land, it is necessary to examine the
adequacy of these data for the purpose at hand.

The majority of Minnesota farm transfers in the past decade can be
characterized as "free market" transactions, or as voluntary sales among
willing buyers and willing sellers. Sales due to farm mortgage debt distress
have been infrequent and there have been very few instances of farm land
sales resulting from tax delinquency. The volume of farm land transfers in
Minnesota has been comparatively low in recent years, with an annual
average transfer of 40 to 45 farms per thousand or an annual turnover of
approximately 4 per cent. Voluntary sales have accounted for approxi-
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mately 30 transfers per thousand farms, or three-fourths of the total volume
of transfers. Inheritance and gifts have accounted for all but a small frac
tion of the remaining transfers. Tax and foreclosure sales were estimated
to account for only 3 transfers per thousand farms in 1955.4

Although the farm land market is not as active as it was in the immediate
post-war years, it is not stagnant, nor is it influenced significantly by forced
or distress sales. There are thus good reasons to rely on land market prices
received in actual sales for an accurate reflection of current levels of value.

Two qualifications must be ,made, however. Because the market is rela
tively slow, there may not be a large enough volume of sales in any given
community to provide an accurate barometer for the market in a given
year. Care must thus be used in interpreting land sales data for townships
or in some instances for counties.

A second limitation arises from the fact that a significant proportion of
farm land sales in Minnesota are financed through the use of a contract for
deed, or land contract. Under this method of financing, title to the land
remains with the seller until the final payments on the contract have been
made - typically about 15 years. Many of these transfers are not recorded
in county land title offices until payments on the contract are completed:
and the deed transferred. As a consequence, the prices indicated on some
recorded title transfers in any given year will reflect a level of market prices
that prevailed some years earlier when the land contract was first executed.
Alternatively, some current sales on land contract will not be recorded,
and no records can be obtained by the Department of Taxation in its
assessment-sales ratio studies fol' these transfers.

Two types of distortion may result: (a) "old" sales prices may be reported;
or (b) some current sales prices may be omitted. It is comparatively easy
to eliminate the recorded sales that report the completion of previously
executed land contracts, since the date of the original transaction is nor
mally made a part of the recording. There is no evidence that the sales
price data collected by the Department of Taxation have been distorted
in this fashion.

It is more difficult to measure the extent of any distortion in current
sales price data that may result from the omission of current unrecorded
land contract sales. The extent of land contract sales varies among the dis
tricts of the State, but an average of approximately one-third of all volun
tary sales of farm land in Minnesota have been financed in this mannel
in recent years. 5 No data are available to indicate the proportion of these
contracts that are recorded at the time of sales. It is known that the varia
tion is great among counties. Sample studies of county records made in
1954-56 by the Department of Agricultural Economics, University of
Minnesota, indicate that in some counties virtually all contracts for deed

"These estimates are from U.S. Department of Agriculture, The Farm Real Estate
Market, ARS 43-14 (Washington, D.C., March, 1955).

5Data from Agricultural Research Service, U.S. Department of Agriculture, Wash
ingt'on, D.C.
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are recorded at the time of sale while in other counties recordings may
account for only 10 to 15 per cent of current contracts.

The possibility exists that in some counties a significant portion of cur
rent farm land transfers may be l.}.nrecorded and unavailable to the De-

.partment of Taxation in the course of its assessment-sales ratio studies.
This will not distort the accuracy of the result unless the unrecorded land
contract sales are at prices significantly higher or lower than would be the
case if the more conventional mortgage-and-deed method of transfer financ
ing had been used. Data from a sample of approximately 400 land contract
sales are currently being analyzed by the University of Minnesota. Pre
liminary results do not indicate that the sales prices for lands sold in this
manner are significantly different from prices currently reported from the
same communities for conventional sales.

In the absence of more complete data it is reasonable to conclude that
the existence of a sizeable volume of unrecorded land contract sales will
distort data on the volume of transactions, and may reduce the number of
sales available for study in any given community, but does not appreciably
affect the reliability of the sales price data utilized by the Minnesota De
partment of Taxation in its assessment-sales ratios.

THE RELATION OF COUNTY AVERAGE SALES PRICES PER ACRE TO

ASSESSED VALUES, BY DISTRICTS

While these different sources of data as to land values may give rise to
different dollar figures per acre for counties or for regions within the State,
they should not reflect any appreciable difference in the order or pattern of
values among counties. Relative values among counties in the different
series, and among lands of varying grades within counties, should remain
approximately the same.

To test this a series of coefficients of rank order correlation was com
puted for county average prices per acre, from the various sources. The
results are presented in Table VI. 6.

The high coefficients of rank order correlation show that the 4 series of
data on county average prices per acre are closely related, in an ordinal
sense. All 4 series agree as to the order of the relation among high, medium
and low-valued lands, when represented by county average prices per acre.
In view of the analysis to follow, it is significant to note that there is a
close rank order relationship between county average sales prices per acre,
as determined by the Minnesota Department of Taxation study, and the
county average "full and true" value as determined by the assessors for the
same properties.

According to the 1954 Census of Agriculture, the southwestern countiesO
made up of 48.7 per cent of the total value of farm land and buildings in
the 4 districts for which adequate data are available (northwest, west cen-

°Yellow Medicine, Lincoln, Lyon, Redwood, Brown, Renville, Sibley, Nicollet,
Pipestone, Murray, Cottonwood, Watonwan, Blue Earth, Rock, Nobles, Jackson,
Martin and Faribault.
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tral, southwest and southeast). According to the sales data assembled by
the Minnesota Department of Taxation in the course of the Equalization
Aid Review study, the southwestern counties accounted for 46.7 per cent
of the total consideration involved in all sales that were reported in the
survey of the counties in the 4 districts. But according to the assessed
values of these properties, the same southwestern counties accounted for
only 41.5 per cent of the total assessed "full and true" value of the proper
ties that were sold and reported in the Department of Taxation study. In

Table VI. 6. Coefficients of Rank Order Correlation among Alternative Estimates
of Farm Land Prices per Acren

(County Unit Basis)

Comparisons of estimated
values per acre

Coefficient of rank
order correlation,

county average prices
per acre

U.S. Census of Agriculture, 1954 with Dept. of Taxation data on
average sales prices per acre .

U.S. Census with University of Minnesota land market
survey data, 1955 .

Dept. of Taxation county average prices per acre with assessed "true
and full" average values per acre for properties sold .

.98b

.97b

Rldentical county ranks in any pairs of series of county average prices per acre
would result in a coefficient of 1.0.

bBased on 54 counties for which the samples of sales were large enough to permit
comparisons.

CBased on 62 counties.

relative terms, the aggregate "full and true" assessed value of farm land in
the southwestern counties was about 15 per cent below the Census values
and 11 per cent below the Department of Taxation sales price data.

The aggregate assessed "full and true" values in the southeastern7 and
west central8 counties constituted a higher proportion of total value of the
four districts combined than did the values reported by either the 1954
Census of Agriculture or by the sales data assembled by the Department of
Taxation. On the other hand, the assessed "full and true" values of the
northwestern9 and southwestern counties were a significantly lower pro
portion of total values for the 4 districts than were the values reported by
the Census or by the Minnesota Department of Taxation study.

In terms of relative values, on a district basis, the evidence indicates that
assessed values are relatively "low" in the southwestern and northwestern

7Meeker, Wright, Hennepin, Ramsey, Washington, McLeod, Carver, Scott, Dakota,
Le Sueur, Rice, Goodhue, Wabasha, Waseca, Steele, Dodge, Olmsted, Winona, Free
born, Mower, Fillmore and Houston.

8Wilkin, Grant, Douglas, Traverse, Stevens, Pope, Stearns, Big Stone, Swift,
Lac Qui Parle, Chippewa and Kandiyohi.

9Kittson, Roseau, Marshall, Pennington, Red Lake, Polk, Norman, Mahnomen
and Clay.
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counties, and are "high" in the southeastern and west central counties.
Stated in other words, if the 1954 Census data and the Minnesota Depart
ment of Taxation sales data correctly reflect the relative levels of land values
in these 4 districts of the State (and it should be noted that these two series
are in substantial agreement), then too large a proportion of the State's
aggregate real property tax burden is being placed on the southeastern and
west central counties, and too small a proportion is being borne by the
southwestern and northwestern counties. In dollar terms, these relation~

ships are shown in Table VI. 7.

Table VI. 7. Average Value per Acre of Farm Land and Buildings, by Districts,
Three Alternative Series Compared

Source of Data
Department of Taxation Assessment

Sales Ratio Study

District U.S. Census Sales price

Assessed
"full and

true" value

Ratio of
assessed value
to sales price

Northwest 58
West central. . . . . . . .. 91
Southeast 125
Southwest . . . . . . . . . .. 179

(dollars per acre)

55
85

122
167

21
39
61
62

(per cent)

38.2
45.9
50.0
37.1

The relative farm land values reported by the 1954 Census and by the
land sales data assembled by the Minnesota Department of Taxation are in
substantial agreement. They are sharply at variance with the assessed "full
and true" values in 2 districts. The 3 series are in agreement that average
values in the northwestern counties are uniformly about one-third of the
level of values in the southwestern counties. West central values are about
one-half as high as the southwestern level of values, according to the
Census and the sales prices reported by the Department of Taxation, but
are 63 per cent of southwestern average values, as measured by assessed
"full and true" values. The sharpest differences occur in the southeast,
where the Census and the reported sales prices place values at about 70
per cent of the southwestern level, but where assessed values per acre are
virtually identical with those in the southwest.

The analysis thus far indicates that assessed values are in a proper ordinal
relationship, as among counties, but are not at the proper relative levels, if
market value is taken as the standard. In general terms, the high-value lands
of the southwestern counties are assessed too low in relation to the levels of
assessment used in the southeastern and west central counties. The same is
true of northwestern counties, although here the difference is not as marked.

THE RELATION OF ASSESSED VALUES TO SALES PRICES WITHIN COUNTIES

The data used for this segment of the analysis are those compiled by the
Minnesota Department of Taxation in the course of its assessment-sales
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ratio study, based primarily on sales records for farm land transfers made
in 1954 and 1955. The available data cover a total of 62 counties and ap
proximately 7,500 sales. The counties concerned are shown on Chart VI. 3.
For each sale the acreage involved is available, together with the total con
sideration, price per acre, and assessed "full and true" value. From these
data the ratio of assessed value to sales price per acre has been computed
for each tract sold.lo

The number of sales available for two counties, Lake and Cook, in the
northeastern corner of the State were too few in number to permit any
analysis. Accordingly, the following discussion will concern a total of 60
counties, as indicated in Chart VI. 3. For these 60 counties a series of charts
have been prepared, showing the relation between the assessment-sales
ratio and the price per acre for each sale. These are indicated on the series
of scatter diagrams, Charts VI. 4 through 13. The counties have been
arranged in geographic order, 6 counties to a sheet, beginning with the
northwestern corner of the State. Chart VI. 14 shows the location and
designation of the regional groupings used. The counties have been desig
nated by a code letter and number above the line, and the county average
price per acre, in dollars, below the line. Code letter A indicates that the
county is one in which a county assessor is responsible for assessments.
Code letter S indicates counties in which a county supervisor of assess
ments is employed,u

Two distinct trends are apparent from these scatter diagrams:
(1) For all counties the ratio of assessed values to sales price falls
as the price per acre increases. Although the dispersion of assess
ment-sales ratios for individual properties varies greatly among coun
ties, the general pattern is the same for all- a downward sloping dis
tribution from left to right.
(2) The dispersion of assessment-sales ratios is generally greater in
counties characterized by low average prices per acre. This can be
seen most clearly by a comparison of Charts VI. 4 with Chart VI. 13.
Chart VI. 4, covering 6 counties in the northwest corner of the State,

lOThe assessment-sales ratio is computed by expressing the assessed "full and
true" value per acre as a percentage of the actual price per acre received for farms
sold in voluntary sales. For example, if a farm assessed at 40 dollars per acre actually
sold for 100 dollars per acre, the assessment-sales ratio woutd be 40.

The data described above, including the computation of county coefficients of
dispersion of assessment-sales ratios, were supplied by the Minnesota Department of
Taxation for this study. The remaining computations were made by the staff of the
Minnesota Tax Study Committee.

llThe data used in this analysis will become a part of the report of the Department
of Taxation to the Equalization Aid Review Committee, and will be reported in
full to the 1957 session of the Minnesota Legislature. Pending the submission of this
formal report it has been necessary to avoid the identification of data for specific
counties.
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Chart VI. 3. Counties for Which Scatter Diagrams Relating Assessment-Sales Ratios
to Prices per Acre Are Presented in Charts VI. 4-VI. 13
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Chart VI. 4, Red River Valley District*
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Chart VI. 5. Northern District';·
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Chart VI. 7, North West Central District*
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below the line is county average sales price per acre in dollars,
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Chart VI. 8. West Central (North) District*
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*Left hand figures on charts indicate Assessment-Sales Ratio in Per Cent. Figures
across bottom of charts indicate Price per Acre in Dollars.

Letter and number above the line on each chart is a county code number: figur('
below the line is county average sales price per acre in dollars,
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Chart VI. 9, West Central (South) District*
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*Left hand figures on charts indicate Assessment-Sales Ratio in Per Cent. Figures
across bottom of charts indicate Price per Acre in Dollars,

Letter and number above the line on each chart is a county code number; figure
below the line is county average sales price per acre in dollars.
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Chart VI, 10, Central District*
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Letter and number above the line on each chart is a county code number; figure
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Chart VI, 11. South Central District*
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*Left hand figures on charts indicate Assessment-Sales Ratio in Per Cent. Figures
across bottom of charts indicate Price per Acre in Dollars.

Letter and number above the line on each chart is a county code number; figure
below the line is county average sales price per acre in dollars.
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Chart VI. 12. Southeast District*
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"'Left hand figures on charts indicate Assessment-Sales Ratio in Per Cent. Figures
across bottom of charts indicate Price per Acre in Dollars.

Letter and number above the line on each chart is a county code number; figure
below the line is county average sales price per acre in dollars.
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Chart VI. 13. Southwest District*
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*Left hand figures on charts indicate Assessment-Sales Ratio in Per Cent. Figures
across bottom of charts indicate Price per Acre in Dollars,

Letter and number above the line on each chart is a county code number; figure
below the line is county average sales price per acre in dollars.
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Chart VI. 14. Regional Groupings Used in Charts VI. 4 to VI. 13
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The Impact of the Property Tax Upon Agriculture

exhibits a wide range in the scatter of assessment-sales ratios, par~

ticularly for tracts selling at under $50 per acre. At the other extreme,
Chart VI. 13, representing 6 counties in the southwestern corner of
the State, exhibits a much closer clustering of assessment-sales ratios,
particularly for tracts selling at prices above $200 per acre.

Not only is the dispersion of assessment-sales ratios much less for the
:higher priced lands but the ratios themselves are uniformly lower. Very few
tracts selling at prices above $200 per acre are assessed at more than 40
per cent of their sales prices. With the exception of only a few counties, the
-majority of tracts selling at less than $100 per acre are assessed at more than
-40 per cent of their selling price. These data for individual sales within
-counties confirm the general pattern of the relation between assessed values
and prices per acre noted among counties in the preceding section. The
-higher priced lands are underassessed relative to the lower priced lands.
"This is true not only among counties, but among individual tracts of land
within counties.

If the ratios of assessed values to sales prices followed a generally urn
:form pattern within a county, then the scatter of dots relating assessment
sales ratios to prices per acre should show a predominantly horizontal pat
tern. This pattern is most nearly approached in the counties having high
land values per acre, in the south central and southwestern parts of the
State (Charts VI. 11 and 13). In these counties and for properties above
$200 per acre the distribution of assessment-sales ratios and prices per acre
is quite consistent. (For example, counties S-1 and S-2, Chart VI. 11 and
8-8 and S-13, Chart VI. 13.)

The distribution of the dots in the northern and northwestern counties
(Charts VI. 4-VI. 7) are in extreme contrast. For example, the patterns of
distribution are more nearly vertical for county A-28, Chart VI. 4; A-27
and A-22, Chart VI. 5; S-26, Chart VI. 6; and A-17, Chart VI. 7. This is
especially marked in the case of properties selling at under $50 per acre.
Although there are wide variations among counties, the scatter diagrams
presented here emphasize one generalization quite emphatically; the greatest
inequities among individual taxpayers are found in the lower-valued areas
of the State.

CONTRASTS IN ASSESSMENT-SALES RATIOS

Among the 60 counties included in Charts VI. 4-13 there are wide ranges
in the relationships of assessed values to sales prices. To bring these con~

trasts more sharply into focus, Chart VI. 15 presents a comparison between
the 3 counties (S-23, A-24, and S-18) having the highest county average
ratios of assessed values to sales prices and the 3 counties having the lowest
ratios (A-30, A-31, and A-34). It is significant to note the geographic
differences involved. The 3 counties having the highest ratios are all in the
southeastern dairy and mixed-farming area of the State, while the 3 counties
having the lowest ratios of assessed values to sales prices are all in the
northern and northeastern areas.
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Chart VI. 15. Contrasts in Assessment-Sales Ratios*
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The Impact ot the Property Tax Upon Agriculture
Data showing sales prices per acre, county average assessment-sales

ratios, and coefficients of dispersion12 for the 6 counties included in Chart
VI. 15 are given in Table VI. 8.

Table VI. 8. Sales Price Per Acre, Assessment-Sales Ratio, and Coefficient of
Dispersion for Counties Having Highest and Lowest Assessment-Sales Ratio

High-ratio
counties

Low-ratio
counties

245

CONTRASTS IN THE DISPERSION OF ASSESSMENT-SALES RATIOS

In order to illustrate the wide differences among counties in the cluster
ing or dispersion of assessment-sales ratios, Chart VI. 16 presents the 3

12The coefficient of dispersion is a statistical measure which indicates the degree
to which individual values cluster about the median value. If the observations in the
sample are randomly distributed, 50 per cent of all values will lie within a range
equal to the median plus the coefficient multiplied by the median and the median
minus the coefficient multiplied by the median. It may be defined as one-half the
inter-quartile range expressed as a percentage of the median.

The contrasts are striking. In the high-ratio counties there were few
sales tracts that were assessed at less than 40 per cent of sales value, and
the county average ratios were all above 55 per cent of sales value. In the
low-ratio counties, only a few properties were assessed at above 40 per cent
of sales price, and the average ratios ranged from 25 to as low as 18 per
cent of sales value. In all 6 of the counties, however, there were wide
variations among individual properties. These counties, selected to repre
sent the extremes in assessment-sales ratios, illustrate an important point:
a high county average ratio of assessed values to sales price does not
necessarily mean that a good job of assessment has been done. The 3 high
ratio counties also had coefficients of dispersion that were well above the
median range for the 60 counties.

Low ratios of assessed values to sales prices, however, are no guarantee
against extreme fluctuations in the dispersion of the ratios around the
medians. The 3 low-ratio counties have coefficient of dispersion that are
among the highest of any of the 60 counties surveyed.

A-30
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34

A-31
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33

A-34
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17.8
36

S-23
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58
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Chart VI, 16, Contrasts in Coefficients of Dispersion of Assessment-Sales Ratios*
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The Impact of the Property Tax Upon Agriculture
Table VI. 9. Sales Prices per Acre, Assessment-Sales Ratio and Coefficient of

Dispersion for Counties Having Highest and Lowest Coefficients of Dispersion

Low-coefficient
counties

High-coefficient
counties

.. County , .
Sales price/acre .
Assessment-sales ratio .
Coefficient of dispersion .

County , ..
Sales price/acre , .
Assessment-sales ratio .
Coefficient of dispersion .

County .
Sales price/acre .
Assessment-sales ratio .
Coefficient of dispersion , .

S-l
$209

37.8
11

A-4
$183

37.1
12

A-5
$116

41.4
12

A-34
$52

17.8
36

A-33
$49
29.6
38

A-35
$27

32.4
42

counties (S-l, A-4, and A-5) having the lowest coefficients of dispersion and
the 3 having the highest coefficients (A-34, A-33, and A-35). The support
ing data on assessment-sales ratios and coefficients of dispersion are pre
sented in Table VI. 9.

Here again there are pronounced geographic differences in the average
sales prices per acre. The 3 counties with the lowest coefficients of disper
sion are all located in the high-value southwestern area of the State, while
the 3 counties having the highest coefficients are all in the low-value
northern and northwestern districts.

The range in the dispersion of assessment-sales ratios is approximately
three-fold, with the dispersion in the "low-coefficient" counties only about
one-third as great as in the "high-coefficient" counties. In the most extreme
case (County A-35), the assessed values for half of all the sales studied
were either below 19 or above 46 per cent of the sales price. Tax assess
ment in this setting takes on the aspects of a lottery.

CONTRASTS AMONG COUNTIES EMPLOYING SUPERVISORS OF ASSESSMENT

AND THOSE EMPLOYING COUNTY ASSESSORS

The geographic distribution of the "assessor" and "supervisor" counties
is shown in Chart VI. 17. It will be noted that all but a few of the counties .
employing supervisors of assessment are located in the southern third of
the State. As a consequence, there is a substantial difference in the levels of
land values represented by the two groups of counties. Using data from the
Census of Agriculture, the average value of farm land and buildings in the
49 assessor counties was $72 per acre in 1954, while the comparable
average for the 38 supervisor counties was almost twice as high, at $133
per acre.

In view of the significantly different degrees of authority over assessments
within counties, it is pertinent to ask: Is there any noticeable difference
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The Impact of the Property Tax Upon Agriculture

between the assessor and the supervisor counties in the level and disper
sion of assessment-sales ratios as they relate to sales prices per acre? With
this question in mind, Charts VI. 18 and 19 have been constructed to show,
within each of the 2 groupings of counties, the contrasts between the high
and low priced lands.

From Chart VI. 18 it is apparent that the high-value assessor counties
are assessed at relatively high proportions of sales prices, and with com
mendably low patterns of dispersion. County A-4, for example, has a
coefficient of dispersion of 12, which is next to the lowest coefficient for
any of the 60 counties included in this analysis. On the other hand, the
low-value assessor counties show wide variations in levels of assessment
sales ratios, and correspondingly high coefficients of dispersion. The rele
vant data for the 6 counties included in Chart VI. 18 are shown in Table
VI. 10.

Table VI. 10. Sales Price per Acre, Assessment-Sales Ratio and Coefficients of
Dispersion for High and Low Value "Assessor" Counties

High-value
counties

Low-value
counties

In parallel form, the 3 highest-value and 3 lowest-value supervisor
counties are shown in Chart VI. 19. The same contrasts noted among the
assessor counties are repeated. The three highest-value supervisor coun
ties have assessment-sales ratios that are neither unusually high nor low, and
that maintain their levels quite consistently as sales prices per acre in
crease. The three lowest-value supervisor counties, on the other hand, show
a very poor relationship between the levels of assessment-sales ratios and
sales prices per acre. The dispersion of the ratios is great, and is quite
erratic at levels of land values below $100 per acre. The supporting data
showing assessment-sales ratios and coefficients of dispersion for the coun
ties in Chart VI. 19 are given in Table VI. 11.

The data presented in this section do not permit a definitive judgment
regarding the quality of assessments as between assessor and supervisor
counties. Whether or not the responsibility for assessment is assigned to a
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County .
Sales price/acre .
Assessment-sales ratio .
Coefficient of dispersion .

County .
Sales price/acre .
Assessment-sales ratio .
Coefficient of dispersion .

County .
Sales price/acre .
Assessment-sales ratio .
Coefficient of dispersion .

A-4
$183

37.1
12

A-21
$177

48.0
20

A-9
$162

38.4
16

A-22
$31

39.5
27

A-31
$30
22.5
33

A-35
$27

32.4
42
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Staff Report

Table VI. 11. Sales Price Per Acre, Assessment-Sales Ratio and Coefficients of
Dispersion for High and Low Value "Supervisor of Assessment" Counties

High-value
counties

Low-value
counties

l

county assessor or is coordinated through a supervisor of assessments ap
pears to be less important than the level of land values and the range of
variations in land use and productivity, in any given area. Since the county
assessors are concentrated in the counties having lower levels of land
values and extreme variability in patterns of use, there is some tendency
for the assessor counties to show higher coefficients of dispersion of assess
ment-sales ratios, and in general a more erratic pattern of assessment. It
would be a mistake to infer that this is due to the method of supervision of
assessment. A more reasonable inference is that in the higher-value coun
ties the land market is more highly developed, land uses are well stabilized,
and the task of the assessor is correspondingly easier.!H

County .
Sales price/acre .
Assessment-sales ratio .
Coefficient of dispersion .

County .
8ales price/acre .
Assessment-sales ratio .
Coefficient of dispersion .

County .
Sales price/acre .
Assessment-sales ratio : .
Coefficient of dispersion .

8-13
$224

31.4
16

8-1
$209

37.8
11

8-2
$207

33.8
15

S-19
$72

35.3
24

8-21
$68
49.9
18

8-26
$43
47.4
27

REASONS UNDERLYING THE OVER-AsSESSMENT OF Low VALUED LANDS

The evidence presented above reaffirms one of the phenomena that has
long been a feature of property tax assessment: low-valued lands are over
assessed relative to high-valued lands. Among the reasons that help explain
this are 3 that apply in particular to Minnesota:

(l) The condition and extent of buildings and improvements exert
a proportionately greater influence on farm land values in areas of
low land values. For example, if a farm of 160 acres selling for $50
per acre involves a total consideration of $8,000 the existence of a
modern home on this property can increase its sale value by 50 per
cent or more. Similarly the presence or absence of a well-equipped
dairy barn on a farm in an area where land values range generally
below $100 per acre can cause fluctuations in the sales price of the
farm of from 10 to 20 per cent or more.
(2) In areas where recreational uses of land are important, land that
is poorly suited to agricultural use, and of little value, may be par
ticularly desirable for fishing, hunting, or other recreational purposes.
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T he Impact of the Property Tax Upon Agriculture

Assessed values in these areas may be too high for agricultural uses
but too low if the land use shifts to recreational or residential use. This
situation characterizes many Minnesota counties, and unquestionably
plays an important role in the extreme variation in assessment-sales
ratios in the northern and northeastern counties of the State.
(3) Differences in natural fertility, locational advantage, drainage pat
terns and the like can cause greater proportional fluctuations in land
values where values are low than where they are high. In an area
with uniformly good roads and market outlets, for example, the dif
ferences in land values due to location are relatively small. Where
some roads are poor, and market outlets widely scattered, locational
considerations play an important role in land values. These are in
tangible considerations that increase the difficulty of accurate assess
ment. If a tendency prevails to use a community-wide concept of
"average value" in assessing farm lands, these differences in fertility
and location can cause serious distortions.

Apart from errors in assessment that can be traced to the condition of
buildings, shifts from farm to recreational or residential uses, or to neglected
differences in fertility or location, there is an additional characteristic of
the farm land market that complicates the task of the tax assessor: varia
tions in land prices around the average are much greater in low-value areas
than in areas where land values are high. This is illustrated in Table VI. 12,
which shows the coefficients of variation13 of Minnesota farm land prices
in 1955 as determined by the Department of Agricultural Economics, Uni
versity of Minnesota.

The coefficients of variation in the east central, northwest and northeast
districts of the State are markedly higher than those in the areas of higher
land values in the west central, southeast and southwest. The coefficient of
variation in the northeastern counties was more than twice the coefficient
in the southwest. In the northeastern counties 1 out of 3 sales occurred at
prices that were more than 74 per cent above or below the district average.

In this circumstance, the reliance upon concepts of normal or average
values applied more or less uniformly in arriving at assessments can only
lead to increasingly serious assessment errors as the level of land values
declines.

THE CHANGING IMPORTANCE OF FARM BUILDINGS IN THE STRUCTURE
OF LAND VALUES

Where farm buildings are primarily a part of the farm business, and have
no alternative use other than as adjuncts to a particular farm, it is often
argued that the value of the productive powers of the land is the main

l3The coefficient of variation is a measure of the dispersion of values about the
arithmetic mean of a series of such values. Approximately two-thirds of all values
may be expected to fall within a range equal to the arithmetic mean plus and minus
the coefficient of variation multiplied by the arithmetic mean. It is the standard
deviation expressed as a percentage of the mean.
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Table VI. 12. Coefficient of Variation of Minnesota Farm Land

Prices, by Districts, 1955

Southeast 166
Southwest , 211
West Central ,....... 101
East Central . . . . . . . . . . . . . . . . .. 65
Northwest 67
Northeast . . . . . . . . . . . . . . . .. 46
All districts 144

per cent

41.4
33.8
35.3
53.7
63.5
74.2
59.1

Coefficient of
variationll

Average price
per acre

dollars

District

, .

"il!
.1 If

I :

IlStandard deviation/mean X J00. In non-technical terms, the
coefficient of variation indicates the percentage range above or
below the average within which approximately two-thirds of all
sales will fall. For example, approximately two-thirds of all sales
in the southeast district fell within a range of prices that were 41
per cent above or below the average value of $166 per acre, or
between $97 and $235 pet acre. At the other extreme, one out of
every three sales in the northeast district was at a price that was
either below $12 or above $80 per acre (74 per cent above or below
the average of $46 per acre).

Source: The Minnesota Farm Real Estate Market in 1955, Re
port No. 508, Department of Agricultural Economics, University
of Minnesota, December, 1955.

element in value, and building values should be given little weight. This
argument rests on an implied assumption that good land will support good
buildings, while poor land can only support poor buildings. Where farming
has taken place over a period of time long enough to permit the influence
of initial "importations" of capital to be diffused, then it can reasonably
be argued that an attempt to value farm buildings is in effect an attempt
to value the land. In this case, the argument runs, why not focus attention
on the land in the first place?

Consciously or unconsciously, much of the past work of tax assessment
in rural areas had been based on this line of reasoning. Farm buildings are
difficult to value, especially in areas where they have few if any alternative
uses and cannot be separated from the land. In many cases the problem
is solved by placing uniform or nearly uniform values on all buildings ex
cept the farm home, and by making moderate adjustments for the value of
the dwelling to take internal plumbing, central heating, and so on, into
account. As a consequence, there is often a strong tendency to relate farm
building values to an "average value" concept, with variations from the
average only in unusual cases. Where this occurs, the "building" component
in farm land values tends to be more stable than the "land" component,
over time. Those changes in value that do occur are imputed to the land,
and not to the buildings.
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The Impact of the Property Tax Upon Agriculture

Two developments of the past decade have had a major influence upon
the relationships between the value of farm land and the buildings on the
land:

(a) Building construction costs have sharply increased.
(b) The demand for land to expand existing farms has de-emphasized
the current importance of farm buildings.

Many small communities formerly were well supplied with carpenters
and construction laborers; today these are either employed in the cities,
have moved away, or are available only at wages that approach urban
construction labor wages. There was once a substantial wage differential
between small-town carpenters and city carpenters. This differential has
sharply narrowed, and in many sectors of the State has disappeared com
pletely. In some areas it is necessary to pay urban wage rates, plus mileage,
for construction labor for farm building projects. Not only have labor costs
increased but some of the newer types of construction require more ex
pensive building materials and more highly skilled labor than was formerly
utilized in farm building construction. This is particularly true in the modern
farm home, and in the dairy barn and milking parlor.

At the same time that building costs have been increasing, a peculiarity
of the operation of the land market has led to a transitional depreciation of
that portion of total farm real estate value contributed by buildings. During
the past 10 years there has been a substantial upward movement in the
average size of farms. New technological developments have placed a
premium on the expansion of existing farm units. This in turn has led to an
intensified demand for tracts of land that could be purchased to supplement
existing farms. Most of these supplemental tracts are desired without
buildings. In many cases the existing farm units with buildings have been
bought by farmers in order to add the land to their present farm. In the
process they have not been interested in the condition of the buildings, nor
have they been willing to pay any substantial sum of money for the land
plus buildings when land with buildings has been purchased. In some cases
the buildings have been torn down, in other cases land without buildings
has sold at a premium for farm expansion purposes.

These circumstances create peculiar problems in the farm land market.
At the present time building maintenance is probably held to a minimum
because of high costs. At the same time, standards of building construction
have increased, and the demand for more durable and more fully equipped
buildings (particularly the home) has intensified. Substantial capital addi
tions have been made to many farms in the form of buildings which the
present land market seriously undervalues.

This situation cannot long continue. Buildings will eventually wear out
and will have to be replaced, and buildings that are in good condition will
begin to command prices commensurate with their costs of reproduction.
This is already occurring in areas where farm buildings are being sold not
for farm purposes, but for use by urban employed people who seek rural
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residences. One of several things may happen in the next few years. The
upward pressure of building construction costs may cause land values to
move upward regardless of any changes in the net income earning power
of the land. This seems to be the normal expectation if no unusual oc
currences interfere. Or major changes in the acceptable level of farm con
struction may take place. If the land market persists in undervaluing farm
buildings, and if construction costs remain high, much simpler and less
expensive types of building construction can be expected to appear. This
is in fact already occurring. The appearance of pole barns, loose housing
arrangements for dairy cattle, and changed conceptions of the protection
needed for feeder cattle all reflect these cost and valuation processes.

The contradictory nature of these recent changes creates major problems
in assessment. On the one hand, technological changes have led to a demand
for land (without buildings) to expand existing farms, thus depreciating the
market value of buildings in some areas. At the same time a second major
development has been at work in the opposite direction. Good roads, the
widespread availability of electric power, and the emphasis on informal
suburban living have created an urban demand for rural residences. This
demand in the past was confined to small areas in the immediate environs
of the larger cities. Today it extends many miles beyond the conventional
limits of suburban boundaries, and affects small towns as well as large cities.

As a result, a large and increasing proportion of the farm land of the
State is potentially capable of 2 and often 3 different types of use: (1) as
farm land; (2) as full-time rural residential sites for urban and industrial
workers; and (3) as recreational land or for part-time residential purposes.

The entrance of this "urban residential" demand element into the farm
land market has seriously increased the problem of real estate assessment
for property taxation. On the one hand, market prices show clearly that in
some areas buildings add very little to the value of the land. This is espe
cially true in the highly productive areas of the southwestern part of the
State, where approximately one-half of the farm land is operated under
lease. It is also true in the cash-grain areas of the Red River Valley.

On the other hand, the urban demand for rural housing creates a possi
bility that much farm land may be potentially of greater value for residen
tial sites than for farming. One trend depreciates the value of buildings; the
other enhances their value relative to the land. Where this situation is com
plicated by the presence of highly subjective recreational values, as in the
case of lake shore lots, it becomes quite difficult to arrive at any objective
basis for land valuation and assessment,14

It seems clear that more attention will have to be given to building values
in the assessment of farm real estate in years ahead. The current de:-

14These considerations may be the primary explanation of the fact that lake shore
lots (i.e. explicit recreational sites) exhibited the lowest ratio of assessed values to
sales prices of any class of property analyzed by the Minnesota Department of
Taxation in its Summary Report to the Equalization Aid Review Committee, March,
1955.
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emphasis on buildings in high tenancy areas or in areas where land is
desired to add to existing farms can be regarded as a transitional phenome
non. The extension of urban levels of living and standards of home con
struction and equipment into rural areas can be expected to continue. On
many farms the current replacement value of buildings now exceeds 50
per cent of the total value of the land. On some farms, particularly those in
dairy areas, the replacement value of buildings and improvements will ex
ceed the value of the land. For the three lake states (Michigan, Wisconsin
and Minnesota) the Department of Agriculture reports that buildings com
prised 42 per cent of the total value of farm real estate in 1956.16 In this
situation taxing authorities and assessors in rural areas can anticipate a
continued increase in the importance of the building value component in
farm land values.

INTERSTATE COMPARISON OF TAXATION OF FARM REALTY

Interstate comparisons of property tax levels are ordinarily very difficult
to draw. In the case of farm real estate, however, the United States De
partment of Agriculture has, for many years, maintained records of prop
erty taxes levied per acre and per $100 of full or estimated market value.
Table VI. 13 presents the data on property taxes levied per $100 of full
value for Minnesota, 7 neighboring states and the United States as a whole
in 1955 and for selected years back to the period 1909-1913.

Table VI. 13. Taxes Levied on Farm Real Estate per $100 of Fulla Value,
Eight States, Selected Years, 1909-1955

Average
1909-1913 1925 1930 1935 1940 1945 1950 1954 1955

(dollars)

Illinois ........ .34 .88 1.20 1.06 1.18 .82 1.02 1.21 1.23
Iowa .......... .38 .81 1.14 1.19 1.26 .97 1.02 1.13 1.10
MINNESOTA .. .46 1.00 1.45 1.39 1.49 1.31 1.34 1.43 1.42
Missouri ...... .26 .75 .98 .94 .98 .63 .68 .74 .82
Nebraska ..... .33 .70 .85 .87 1.35 .89 .95 1.09 1.24
North Dakota .. .46 1.30 1.70 1.31 1.70 1.12 1.31 1.22 1.19
South Dakota " .31 1.05 1.41 1.16 1.98 1.28 1.17 1.18 1.28
Wisconsin ..... .57 1.14 1.49 1.37 1.54 1.30 1.58 1.81 1.82
Eight-state

average ..... .39 .95 1.28 1.16 1.44 1.04 1.13 1.23 1.26
United States

average ..... .50 1.07 1.31 1.14 1.18 .77 .86 .89 .92

nFull value represents the market value as reported by U.S. Bureau of the Census
or estimated by Agricultural Research Service.

Source: U.S. Department of Agriculture, Agriculture Research Service, Taxes
Levied on Farm Real Estate in 1955 (Washington, August, 1956), Table 4, p. 7.

15U.S. Department of Agriculture, Current Developments in the Farm Real Estate
Market (Washington, March, 1956), p. 9.
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The levy in Minnesota in 1955, at $1.42 per $100 of full value of farm
realty was well above the national average of $.92 and the 8-state average
of $1.26. It was exceeded, in the 8-state area, only by the Wisconsin levy.
Throughout the period covered in the Table the taxation of farm land in
Minnesota has been higher than the average for the 8 states and, since
1930, consistently higher than the average for the United States as a whole.

A rather significant fact that emerges from Table VI. 13 is that there has
been very little change in the level of property taxes relative to land values
in Minnesota since 1930. This is true, as well, on the average, for the
group of 8 states. The national average, however, has declined from $1.31
per $100 of full value in 1930 to $.92 in 1955.

The high level of farm real estate taxes in Minnesota is not unexpected,
in view of the comparatively heavy over-all reliance upon property taxa
tion by all units of government in this State coupled with relatively high
total tax receipts and expenditures.

PERSONAL PROPERTY

The effect of the present system of personal property assessment as of
May 1 is to penalize some types of agricultural production involving a long
production cycle and heavy inventory investments. A shift of the assessment
date from May 1 to January 1 would not materially alter the situation and
might have a more distorting effect on the pattern of farm marketings than
does the existing system. Many of these undesirable effects could be elimi
nated by a monthly average mventory base, although for some types of
production this might accentuate the distortion in the pattern of market
ings. For administrative reasons, however, the monthly averag~ inventory
base does not seem practicable. '

From the standpoint of equity, a tax based on the "value-added" con
cept would seem to be preferable. It would also have the least distorting
effect on production and marketing decisions. Its principal drawback would
be the administrative and assessment problem involved in the construction
of normative values for production inputs, and the calculation of the value
added for specific products sold. While tWs does not appear insurmountable,
it would involve a more complex problem in valuation than does the
present inventory-based system. The administration of a personal property
tax based on the "value-added" concept would almost certainly require an
increased staff of supervisory and administrative personnel at both the
county and State levels. More study would be required before estimates
could be made as to the magnitude of the additional cost of administering
the "value-added" tax and the shifts in incidence that would result.

The defects that have been pointed out above can only be considered in
their proper setting if attention is given to the possible alternatives. Many
objections can be and have been raised as to the impact of the existing tax
as it affects agriculture. It is by no means clear, however, that the available
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The Impact of the Property Tax Upon Agriculture

alternatives would be equitable and would provide the stable source of
local revenue needed by local units of government. While the consideration
of these alternatives goes beyond the scope of this chapter, it would be
,misleading to present the criticisms made above without acknowledging
.that many of them are relevant only in so far as alternative revenue sources
can be found.

REAL PROPERTY

Although there are sharp differences in the quality of assessment work
among counties, and among taxing districts within counties, one over-riding
fact deserves emphasis: many of the disparities between assessors' full and
true values and sales prices are due less to the inadequacies of individual
assessors than to the poorly developed state of the land market. Where the
land market is active, is made up of well-informed buyers and sellers, and
involves productive land for which yields and performance responses are
well established, then a dependable base exists on which differences in the
earning capacity of the land can be computed. This situation is approxi
mated in the southern and western portions of Minnesota, and is carried
to a high degree of perfection in the highly commercial and productive
counties of the southwestern corn-livestock area. As one moves north in the
State, the market for land is progressively less well developed, bigger dif
ferences exist in the levels of information possessed by buyers and sellers,
and there is a smaller time span of experience from which to draw valid
conclusions regarding the differential levels of productivity of various types
of land.

This is the situation that prevails in many cut-over counties, and in the
fringe counties that mark out the area of transition between commercial
agricultural land uses and forest-recreational land uses. It is in this forest
farm fringe that the problems of assessment can be most acute. On the one
hand, the farming experience with these lands has been limited to a rela
tively short span of time. For farming purposes many of the lands have low
current values because the task of clearing, leveling, drainage, and improve
ment has not yet been completed. Many of these lands are properly given a
low value for farm purposes. If the use of the land shifts to recreational use,
a new demand element enters the market, and different standards must be
used regarding relative values. In this situation the values determined with
farming as a primary use may often have little relationship to the land
values that result when an important element in the demand for land is the
desire for recreational and residential sites.

The discrepancies in assessment noted in this chapter tend to be greater
where major shifts in land use and in farm readjustment are involved.
Emphasis has been placed on the land use shifts occurring in the farm
forest-recreational areas of the State. In recent years a similar area of
readjustment has included the predominantly dairy counties in the north
eastern, east central and southeastern portions of the State. In these areas
many farms have been too small for efficient operation, and many dairy
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herds have been inadequate for maximum efficiency of production under
today's market and cost conditions. As a result there has been a higher rate
of consolidation of farms (and disappearance of existing farm units) in
these areas than in any other part of the State.

This process of readjustment has extended into the highly developed
dairy counties of the southeastern district, an area characterized by a heavy
investment in farm buildings relative to land. This has been a consequence
of the long time emphasis on dairy production with the resulting need for
expensive housing and milk handling equipment. A comparison of Charts
VI. 12 and 13 above, together with the date presented in Chart VI.IS will
show the much greater deviation in the relation of assessed values to sales
prices in these southeastern dairy counties, when compared to other com
mercial farming counties with comparable levels of land values. In this
area it seems valid to infer that two primary causes are at work:

(a) Major structural changes are underway in size of farm and as a
result the land market is subject to wider ranges in fluctuation and to
a more erratic pattern of behavior. Some farms, when small and
equipped with poor buildings, may sell for relatively low prices while
other tracts of similar land that may be strategically situated with re
spect to existing farms and highly desirable for purposes of farm
expansion may sell for relatively high prices per acre.
(b) Buildings and improvements playa more important role in the
total pattern of land values in an older, developed dairy area, and
these are more difficult to value accurately, particularly during a
period of farm size readjustment.

This combination of major structural change in type of farming occur
ring in an area with previous heavy investment in buildings and improve
ments undoubtedly plays a major role in accounting for the high degree of
dispersion in the relationship between assessed values and sales prices noted
in the southeastern counties. Here again, the emphasis falls on the force
exerted by massive economic changes, rather than on the levels of perform
ance of individual district and county assessors.

The impact of taxation on land use tends to be great in the areas where
major shifts in use are underway. This is particularly the case when land
uses are shifting from less intensive to more intensive forms. In areas where
these major shifts are underway, the assessor faces a most serious prob
lem. If he assesses the land at its proper value for present uses, it will be
valued much too low for the more intensive uses of which it is potentially
capable. On the other hand, if the assessed values are raised as potential
sales prices rise, then this exerts a powerful force tending to bring about
the shift in use more rapidly than it would otherwise occur. The assessor,
in effect, finds himself facing two unwelcome choices. If the land use shift
involves a transfer from e1\91psive agricultural use to potential use for rural
residential sites or for recreational purposes, then a continuation of levels
of assessment based on the value of the land for farming will permit the
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seller to reap a large capital gain resulting from the appreciation in land
values. On the other hand, if the assessment is raised it may tend to force
the present land user to sell and thus lead to premature land use shifts.

This situation prevails in many suburban areas and in regions just be
yond the fringes of current rural residential developments. A characteristic
pattern in the shift of land uses in these and comparable areas includes a
period during which much of the land is idle - it is too heavily taxed to
permit farming uses, and it is not "ripe" for its higher use as residential
sites. An accurate assessment in these transitional land use areas would
require that the assessor anticipate correctly the direction and magnitude
of land use shifts before they occur. The alternative is to retain assessed
values at the levels that would be supported by existing land uses. This
will result in low ratios of assessed value to sales prices as properties are
sold and transferred to new uses, and it will result in an erratic pattern of
dispersion of assessment-sales ratios with some properties that had low
relative values in the old use appearing with high relative values in the new
use. This describes the situation in many of the transitional land use areas
of the State, and appears to be inherent in the structure of the Minnesota
farm land market at the present time.

Although many of the data presented in this study have been analyzed on
a county basis, the emphasis properly belongs upon the differentials and
inequities among individual properties. Administrative machinery exists to
permit the equalization of inequities among taxing jurisdictions. A much
greater problem involves the inequities that exist among individual prop
erties within taxing districts. The assessment and sales price data presented
in the basic scatter diagrams, Charts VI. 4-13, exhibit a much greater range
of variation among individual properties within counties than they do
among counties, or among districts of the State.

Because of the importance of developing a workable method of equaliza
tion aid review, and the necessity for administrative procedures to permit
the equitable distribution of State aids, the emphasis of previous studies
has been placed on assessment deviations among taxing districts. The evi
dence presented in this chapter suggests that a shift in emphasis should be
made with primary attention devoted to discrepancies among individual
properties in given taxing districts. No broad administrative devices will
remove these inequities among individual properties. Only an improved
level of individual assessment, based on professional training and experi
ence, will equalize the distribution of the present property tax burden
among individual taxpayers. In striving for this improvement in the quality
of individual assessing work, emphasis should be placed on the low valued
areas in the northern portion of the State, and upon the transitional use
areas in the farm-forest-recreational fringe and in the formerly intensive
dairy regions. One of the ironies in this situation is that most of the areas
of the State in need of highly skilled assessors and faced with the most
serious valuation problems are the areas least able to pay for the required
level of professional skills.
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Appendix A

COMPARATIVE INCIDENCE OF SALES AND PERSONAL PROPERTY TAXES ON
MINNESOTA FARM FAMILIES

The following estimates of tax liability of farm families under a hypo
thetical 2 per cent sales tax and under the personal property tax are based
on data contained in the 1954 farm records for members of the South
eastern and Southwestern Minnesota Farm Management Associations.1

The 145 farmers whose records were examined were not a random or
representative sample of Minnesota farmers. They were, in general, larger
and more efficient farmers with above average income and, presumably,
with above average operating expenditures. They were located in 23 coun
ties in Minnesota, in the Southwest and Southeast sectors of the State.2

Incomes of the 145 farm families were calculated by taking all farm
sales and miscellaneous farm income less operating expenses and capital
expenditures. The totals so obtained were corrected for net changes in farm
capital, including inventory changes. The taxes paid on real estate and
personal property were added to the measure of income so obtained to
give "net cash farm income before taxes". This was the concept of money
income against which the tax liability was measured.

This income was allocated among the income groups and divided by the
number of families in each group to obtain simple averages. Similar proce
dures were followed with respect to personal and farm operating expendi
tures.

The tax liability under the personal property tax was taken directly from
the records, where this liability was reported as an operating expense. The
dollar amount of the personal property tax liability was expressed as a
per cent of net farm cash income before taxes.

In order to compute the liability under a sales tax, several assumptions
were made. The rate of tax was assumed to be two per cent of the retail
sale price. The base of the tax was divided into two parts. The first part
contains only those items that constitute the personal and household ex
penditure of farm families. The second part of the base includes, in addi
tion, such items of operating and capital expenditures as may be reasonably
expected to be taxed under a broad-based sales tax in the State.

The first part of the tax base contains the following items:
Food and meals purchased
Operating supplies of a personal and household character

lSee Henrik Aune, "The Application of the General Sales Tax to Agriculture",
unpublished manuscript, Department of Agricultural Economics, University of
Minnesota, March, 1956. The 145 families included all of the association members
who kept household and personal accounts.

2Scott, Dakota, Brown, Le Sueur, Rice, Goodhue, Wabasha, Pipestone, Murray,
Cottonwood, Watonwan, Waseca, Steele, Dodge, Olmsted, Winona, Rock, Nobles,
Martin, Faribault, Freeborn, Mower, and Jackson.
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Furnishings and equipment
Clothing and materials
Personal care expenditures
Medical care expense
Automotive expenditures, including gasoline
Telephone and electricity bills
Education and recreation expenditures

Not included among personal and household expenditures are gifts, church,
welfare, housing, and life insurance expenditures.

The second part of the taxable base contains the following:
Repair and operation of vehicles
Repair and upkeep of real property
Repair of crop and general machinery
Repair of livestock equipment
Telephone expense allocable to farm operation
Capital purchases of power machinery, crop, and general machinery,

livestock equipment and buildings and fences.
Not included are expenditures on farm fuels, feed, seed and fertilizer, elec~

tricity expense and miscellaneous crop and livestock expense.

Table VI. 14 summarizes the results of the computations. It is interest
ing to note that the shape of the three distributions is rather similar. They
are all regressive with respect to income. The fact that the liability under a
sales tax is less than under the personal property tax is due to the arbitrary
selection of the 2 per cent rate. All three distributions show a dispropor
tionately greater "burden" on farm families with less than $2,000 net
income before taxes.

In interpreting the results of this sample study, several points should be
kept in mind:

(a) For the entire sample of 145 farms, a 2 per cent sales tax on per
sonal expenditures (excluding farm operating expenditures) would have
raised only one-third the revenue now raised by the personal property
tax. If farm operating expenses were included (other than fuels, feeds,
seeds, fertilizer, and miscellaneous crop and livestock expenses) a 2
per cent sales tax on the 145 families would have raised about 87
per cent as much revenue as was raised in 1954 by the personal prop
erty tax. This suggests that unless a sales tax was very broadly based
(that is, exempted very few purchases), a 2 per cent rate would not be a
substitute for the existing personal property tax, as a revenue pro~

ducer. Allowing for some over-estimation of sales tax revenue (due
to purchases of some farm operating supplies from other farmers, for
example), it seems reasonable to conclude that at present a 3 per cent
sales tax rate would be needed to replace the revenue now produced
in rural areas by the personal property tax.
(b) There has been a long run trend toward higher levels of cash
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Table VI. 14. Estimated Tax Liability Under a Two Per Cent Sales Tax and Under the Personal Property Tax,
by Income Groups, 145 Farm Record Keeping Families, Minnesota, 1954a

$2,000 $4,000 $6,000 $8,000 $10,000 $12,000
Under to to to to to and All

Item $2,000 $3,999 $5,999 $7,999 $9,999 $11,999 over Units

Number of cases in sample .............. 18 29 32 22 22 9 13 145

Average number of persons per family .... 4.4 3.7 4.6 4.0 5.2 5.1 5.1 4.5

Average net farm income before taxes ..... $1,336 $3,545 $5,644 $7,475 $9,511 $11,494 $17,021 $6,920

Average tax liability under personal
property tax (dollars) .................. 139.27 113.07 140.53 159.28 149.99 179.57 184.57 145.53

N
0\ Per cent of income before taxes ........ 10.4 3.2 2.5 2.1 1.6 1.6 1.1 2.1..p:.

Average tax liability under a 2 per cent
sales tax falling on personal expenditures
only (dollars) ......................... 47.75 44.03 49.68 35.69 54.05 63.96 53.95 49.18

Per cent of net income ................ 3.6 1.2 0.9 0.5 0.6 0.6 0.3 0.7

Average tax liability under a 2 per cent tax
falling on personal expenditures and on
farm operating expenditures (dollars) ...... 104.95 96.46 119.66 110.71 154.65 162.53 177.09 126.01

Per cent of net income ................ 7.9 2.7 2.1 1.5 1.6 1.4 1.0 1.8

aSource: Henrik Aune, "The Application of the General Sales Tax to Agriculture", unpublished manuscript, Department of Agri-
cultural Economics, University of Minnesota, March, 1956.
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expenses in farm operation. If this trend continues, as seems probable,
it means that an increasing proportion of farm costs and family living
expenses will consist of purchases of equipment, fuel, farm and house
hold supplies through commercial channels, where they would be
subject to sales tax. Estimates of sales tax burdens based on past
patterns of farm family expenditures are thus liable to underestimate
the sales tax burden that will result as the trend toward higher levels
of commercial agriculture continues.
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CHAPTER VII

The Individual Income Tax

History and Rationale

INCOME taxation is one of the oldest sources of governmental revenue in
America. In some of the Colonies the incomes of professional people and
skilled workers were included with property values in order to obtain a
base for the "faculty" taxes. These taxes eventually evolved into general
property taxes, but some kind of income tax law persisted or reappeared
in several of the states.1 These laws, under which local assessors were
responsible for administration of the tax, were dismal failures before
1911. In that year only 5 states were making any attempt to collect revenue
from this source. A nationally recognized authority on taxation wrote,
"More and more it has been realized by state officials and commissions
that any hope of a satisfactory state income tax is illusory".2

In 1911, however, Wisconsin enacted an income tax law which provided
for centralized administration by the State Tax Commission. The success
of this law marks the beginning of state income taxation as an important
source of revenue. By 1922 eleven states had enacted personal income tax
laws or revised existing laws to make them effective.S Personal income
taxes provided $43 million, or 4.5 per cent of total state tax collections in
that year.4

A second wave of adoption of state income taxes began in 1929 and
lasted until 1937. In that period 18 more states added the personal income
tax, making the present 29,1' In addition, West Virginia and South Dakota
passed and then repealed income tax laws. Although the number of states
imposing income taxes rose by more than 150 per cent in this period there
was little increase during the depression years in the percentage of state
tax revenue derived from this source.

Since 1937 there has been a substantial increase in the revenue im
portance of the personal income tax. In 1955 state governments collected

lRobert H. Johnson and Lewis E. Wagner, A Comparative Study of the Tax Sys
tems of Iowa and the Surrounding States (Iowa City, 1952), p. 167 and Roy G.
Blakey and Associates, Taxation in Minnesota (Minneapolis, 1932), pp. 467-9.

2E. R. A. Seligman, The Income Tax, 1st ed. (New York, 1911), p. 419.
30verlapping Taxes in the United States, op. cit., p. 16.
4U.S. Department of Commerce, Bureau of the Census, Historical Statistics on

State alld Local Government Finances, 1902-1953 (Washington, 1955), p. 19.
5Many compilations list 31 personal income tax states. In this study New Hamp

shire and Tennessee, which levy personal income taxes only on income from in
tangibles are excluded. If these two states are included, Ohio and Michigan should
also be included, since they levy a similar tax.
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approximately $1 billion from personal income taxation.6 This represents
about 9 per cent of total state tax collections. These aggregate figures,
however, hide a wide variation from state to state. Oregon relies upon the
personal income tax for almost one-third of its state tax receipts while, at
"the other extreme, only 3.2 per cent of total state tax receipts in Mississippi
are derived from this source. Minnesota, in 1955, collected $54 million,
or about 22 per cent of its total tax collections from personal income
taxation.

The history of state income taxation in this country indicates that one
of the most important reasons for its adoption has been the need for addi
tional revenue. A number of states adopted this form of taxation under the
pressure of falling revenues resulting from the prohibition amendment or
from the depression. Another reason was the desire to equalize tax burdens
between property owners and non-property owners in cases where both
groups possessed substantial tax-paying capacity. Many states introduced
personal income taxes as a means of reaching incomes from intangible
property which was not being taxed effectively under the property tax.
There are, however, a number of advantages to the personal income tax
other than its revenue productivity and its ability to serve as a supplement
to the property tax.

Proponents argue that since taxes are paid out of income, a tax based
directly upon income is the most logical form of taxation. Tax is due only
for the years when the taxpayer has income. This is of particular im
portance to unincorporated business and to farmers. Income from these
enterprises often fluctuates considerably from year to year and an income
tax is much less burdensome than a property tax which constitutes a fixed
charge which must be paid every year or a tax based upon consumption
expenditures.

Income is the best measure of ability to pay in a modern industrialized
economy and, according to one view, is also a good measure of the benefits
received from government.

Because it is a direct tax the personal income tax is also said to make
taxpayers more conscious of the tax burden and therefore more respon
sible as citizens than do indirect taxes. A voter weighing the benefits of
improved public schools against a 20 per cent increase in his income tax
is said to be able to make a more rational decision than he would if the tax
were an excise tax or a corporation income tax of uncertain incidence.

Graduated personal income taxes provide an element of progression in
state and local tax systems in which most taxes are distributed regressively
among income groupS.7 Thus, if equity in the distribution of tax payments

6Bureau of the Census, Compendium of State Gove1'1lment Finances in 1955, p. 11.
This figure can only be approximated since 4 states do not provide separate figures
for personal and corporate income tax collections.

7Cf. Joint Committee on the Economic Report, Federal Tax Policy for Economic
Growth and Stability, Papers Submitted by Panelists Appearing Before the Sub
committee on Tax Policy, November 9, 1955 (Washington, 1955), p. 98.
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is measured by the relation between taxes paid and income, a graduated or
even flat income tax produces a more equitable tax system. A related ad
vantage of the income tax is that it is one of the few taxes that ordinarily
is designed to make specific allowances for differences among taxpayers
in domestic circumstances and for extraordinary drains on their finances,
such as unusual medical expenses or casualty losses.

The fact that income tax revenue fluctuates with income, although con
venient to the taxpayer, is a disadvantage to the state, since it means in
stability of yield. In periods of depression or disaster a state's need for
revenue usually rises while the yield of the income tax is declining.

Critics of state income taxes also point out administrative difficulties.
The income tax, at any level, involves complicated and difficult problems.
Many highly technical legal questions are involved in determining what
constitutes income and in computing the tax. At the federal level the ad
ministrative unit is large enough to permit the use of specialized staff, the
issuing of detailed regulations and accumulations of a large number of
legal precedents. At the state level the smaller unit does not ordinarily
permit an administrative operation that is either as elaborate or as effective.

State income tax administrators also face the problem of a more limited
jurisdiction. Taxpayers move from state to state or carryon economic
activities in more than one state or in a state other than the one in which
they reside. Problems of taxpayer equity, legal jurisdiction, and enforce
ment result. The failure to solve these problems has resulted in many tax
payers escaping state income taxation or being taxed on the same income
in more than one state.

The income tax is frequently opposed as well on non-administrative
grounds. A tax on income, especially when graduated, is said to dampen
incentives to save and invest and to impose a penalty upon effort.

While the administration of the income tax is beset with more adminis
trative and equity problems at the state than at the federal level, the other
arguments, both for and against it, have less force at the state level. Since
most states permit the deduction of the federal income tax from income
for state purposes, given the present high level of federal rates, graduation
of the state income tax adds little to over-all progression.8 It also follows
that the adverse economic effects of a graduated state income tax may be
easily overdrawn and exaggerated.

The Individual Income Tax in Minnesota
As early as 1891 the Minnesota Senate passed a bill providing for a tax

of 2 per cent on net incomes above $2,000. The income tax passed the
House in 1907, having been recommended by the Tax Commission of
.1902 and Governor Johnson in 1907. It continued to be the subject of

8For example, a state rate of 10 per cent when coupled with a federal rate of 90
per cent, adds only .1 per cent to the total liability of the taxpayer.
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much debate for many years, especially after the successful experience of
Wisconsin with the administration of its Act of 1911. In 1920 and again
in 1932, both Presidential election years, constitutional amendments pro
,posing the adoption of an income tax were presented to the electorate. On
both occasions more votes were cast for the amendment than against it,
but they failed to gain ratification because of the Constitutional provision
(Article XIV, Sec. 1) requiring "that a majority of all the electors voting
at said election shall have voted for ..." the amendment. Nevertheless the
Legislature enacted an income tax bill in 1933.0 Passage was achieved,
however, largely as a consequence of a compromise between opposing
factions. One of the key features of this compromise was the agreement to
distribute the proceeds of the tax among school districts in the State.10

The constitutionality of the income tax was immediately challenged and,
although declared unconstitutional in the Ramsey County Court, it was
unanimously upheld by the State Supreme Court.ll The latter held that a
graduated income tax fell within the classification powers of the Legisla~

ture and that, despite earlier rulings to the effect that an income tax is a
tax upon property, the law was not invalid as a measure imposing double
taxation.12

BASIC FEATURES13

All single individuals whose gross income exceeds $1,000, married
couples having gross income of more than $2,000, executors or adminis~

trators of estates, guardians, trustees or other fiduciaries, when the gross
income of the estate, trust or ward exceeds $1,000, must file income tax
returns in Minnesota.14

The law defines "gross income" broadly, to include compensation from
any kind of labor, personal services, or employment, income derived from
the ownership or use of property, gain derived from any kind of disposi
tion of property, from any trade or business, and "income derived from any
source".15 Among the major exclusions from gross income, however, are:
interest received from the United States and the State of Minnesota and
its subdivisions; amounts received as compensation or damages for per
sonal injury or sickness; the value of property acquired by gift or inheri
tance; proceeds of life insurance contracts; amounts received in the taxable
year in excess of 3 per cent of the sum paid for annuities; income in kind
in the form of the rental value of owner-occupied residential or business

9Session Laws, 1933, Ch. 405.
10Gladys C. Blakey, op. cit., pp. 61-64.
llReed v. Bjornson (1934), 191 Minn. 254.
12For a brief discussion of the legislative history of the income tax in Minnesota

to 1955, see above, Ch. III.
13See Ch. 290 of Minnesota Statutes, 1953 and Minnesota Statutes Annotated and

State of Minnesota, Department of Taxation, Income Tax Act, 1955 (St. Paul,
1955).

14.lbid., Ch. 290.37.
lliCh. 290.01, Subd. 20.
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property and goods produced by the taxpayer and consumed by his imme
diate family; one-half of long-term capital gains; and certain stock divi
dends. Gross income of non-residents derived from personal services per
formed in the State during less than 150 working days in anyone year and
scholarships, fellowships and certain prizes for which the recipient is not
required to render any service and for which he did not make application
are also exempt.16

The extent to which capital gains are included in income for tax pur
poses depends upon whether or not the assets17 were held for more than 6
months. If the asset was held for 6 months or less the gain or loss from its
disposition is considered to be a "short term" gain or loss and it is taken
into account in full. "Long term" gains or losses, however, are reduced
by 50 per cent. Dispositions by gift or at death to the estate or heirs of
the decedent do not give rise to either gain or 10ss.18

The basis for determining gain or loss is the cost to the taxpayer unless
the asset was acquired by gift or inheritance or prior to January 1, 1933.
If acquisition was by gift, the basis is the same as it would have been for
the last person acquiring it other than by gift. If the asset was acquired by
inheritance the basis is the value as of the date of death of the decedent.
Value as of January 1, 1933 or cost, if higher, is the basis for determina
tion of gains where the property was acquired prior to that date, while cost
is used in computing 10sses.tO

In computing "net" capital gains the taxpayer is instructed to include
short term gains or losses fully and to reduce long term gains or losses by
50 per cent.20 Thus, for example, if actual long term gains amounted to
$4,000 and short term gains to $1,000, the amount to be added to income
(net capital gain) would be $3,000. On the other hand, a short term loss
of $2,000 coupled with a long term gain of $4,000 would result in a zero
net capital gain.

Both long and short term losses must be offset against long and short
term gains,· respectively. If the taxpayer experiences a net capital loss he
may deduct such loss from other income only to the extent of $2,000 in the
taxable year and from net capital gains or other income, up to $2,000, in
each of the two succeeding taxable years;21

Certain deductions from gross income are allowed in computing net
income.22 These include the "ordinary and necessary" expenses incurred

16Chs. 290.08, 290.081 and 290.16, Subd. 4.
17Capital assets are assets other than stock in trade, business accounts and notes

receivable, and assets used in business and subject to depreciation. The principal assets
the disposition of which may give rise to capital gains or losses are stocks and bonds.
The treatment of capital gains for tax purposes is covered in Chs. 290.12 to 290.16.

18Ch. 290.12, Subd. 4.
lOCh. 290.14 and 290.15.
2°Ch. 290.16, Subd. 4.
21Ch. 290.16, Subd. 6.
22Chs. 290.09, 290.18 and 290.21.
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in carrying on a business, trade, profession or other gainful occupation,
and reasonable allowances for depreciation and depletion of property, to
the extent that the income derived from such activity or property is taxable
in the State. Candidates for public offices may deduct non-reimbursed ex
'penses in amounts ranging from $5,000 for a candidate for Governor or
United States Senator and $3,500 for a candidate for United States Repre
sentative to $100 for a candidate for presidential elector.

In addition, the following may be deducted:
1) All interest paid or accrued during the taxable year except interest

paid or accrued on debt incurred for the purpose of purchasing or carrying
securities the interest from which is not taxable and in connection with the
purchasing of single premium life insurance, endowment, or annuity con
tracts.

2) Taxes paid or accrued except Minnesota income taxes, special assess
ments, and inheritance, estate and gift taxes. Individuals may deduct federal
income taxes paid but not federal excises the legal incidence of which is
not on the taxpayer. State taxes on cigarettes and liquor and various licenses
are not deductible.

3) Bad debts which become worthless during the taxable year.
4) All medical and dental expenses, including expenditures for drugs,

but not including costs of travel for medical purposes. Payments for hotel
or other non-hospital accommodations may be deducted if the taxpayer is
required to be away from home for the purpose of receiving prescribed
medical treatment.

5) Amounts paid, up to $200, for tuition and transportation for each
dependent attending an elementary or secondary school.

6) Gifts or donations to the State of Minnesota or its political subdivi
sions, the United States, and religious, charitable, education, scientific,
literary, and certain other institutions. If the taxpayer has income not
assignable to the State, contributions to organizations not carrying on sub
stantially all their activities in Minnesota must be prorated. In addition
contributions to political parties, candidates, "causes" or committees spon
sored by political parties may be deducted in amounts varying from $1,000
in the case of a taxpayer who is a national committeeman or state chair
man of a political party to $100 in the case of individual taxpayers who are
not committeemen at the state or national level or county chairmen of
political parties. The total deduction or credit taken by an individual for
all gifts or contributions may not exceed 20 per cent of taxable net income.

7) Casualty losses or thefts not compensated for by insurance may be
deducted in amounts equal to the loss in market value.

8) Periodic payments to a spouse from whom the taxpayer is divorced
or legally separated, provided that such payments are made in accordance
with a court decree or a written separation agreement.

The taxpayer may choose to itemize his deductions or take a "standard
deduction" of 1°per cent of his income after deduction of federal income
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taxes paid and expenses incurred in connection with the earning of his
gross income.23 The amount of the standard deduction, however, may not
exceed $1,000.24

Taxable net income, that is, the tax base, is simply gross income less
the permissible deductions taken by the taxpayer. Under present law the
tax liability of the individual, estate or trust is computed by applying the
normal and surtax rates, adding the filing fee, and deducting the personal
credits. The current normal tax rates are as follows: 25

1) on the first $1,000, one per cent;
2) on the second $1,000, two per cent;
3) on the third $1,000, three per cent;
4) on the fourth $1,000, four per cent;
5) on the fifth $1,000, five per cent;
6) on the sixth and seventh $1,000, six per cent;
7) on the eighth and ninth $1,000, seven per cent;
8) on taxable income between $9,000 and $12,500, eight per cent;
9) on taxable income between $12,500 and $20,000, nine per cent;

10) on all taxable income in excess of $20,000, ten per cent.
Unmarried individuals and the estates of decedents are permitted to

deduct a personal credit of $10 from their normal tax liabilities. The credit
allowed to trusts is $5. Married individuals and persons qualifying as heads
of households are allowed a credit of $30 plus $10 for each dependent. If
husband or wife is over 65 years of age an additional $15 credit is allowed,
as it is if either husband or wife is blind. The single taxpayer is allowed an
additional credit of $10 if he is over 65 and, similarly, an additional $10
if he is blind.26

For all taxable years between January 1, 1949 and December 31, 1958
the Veterans' Compensation Fund surtaxes apply. These consist of an
amount equal to 5 per cent of the normal tax liability, before deduction of
personal credits, plus $5 for all persons required to file a return. 21 In addi
tion, the Legislature of 1955, in Extra Session, imposed, for the taxable
years 1955 and 1956, a surtax equal to 5 percent of the taxpayer's normal
tax liability, after deduction of personal credits. 28 Thus the individual in
come tax rates now in effect range from approximately 1.1 to 11 per cent.

Under Minnesota law29 a husband and wife may file either joint or
separate returns, even though one of the spouses has no income. They may
divide the $30 credit, credits for dependents, and deductions from gross

23That is, 10 per cent of "adjusted gross income".
24Ch.290.09 (16).
25Ch. 290.06, Subd. 2.
26Ch. 290.06, Subd. 3. No deduction is permitted for the first dependent of a

"head-of-household" taxpayer. Married persons must be living with their wife or
husband in order to qualify for the $30 credit.

21Ch. 290.06, Subd. 5 and Ch. 290.061.
28Sessioll Laws, Extra Session, 1955, Ch. 2, Art. IV.
29Ch. 290.38.
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The Individual Income Tax

income in the manner of their choice, but if one itemizes his deductions the
other is not permitted to take the standard deduction.

All revenue derived from the application of the normal individual (as
well as corporate) income tax must be paid into the Income Tax School

, Fund. Ten dollars per child between the ages of 6 and 16 in residence in
each school district must be distributed among the school districts of the
State. The remainder, after deduction of expenses incurred in administra
tion of the income tax, is credited to the special state aid fund for distribu
tion among school districts as determined by each session of the Legis
lature.3o

The Veterans' Compensation Fund surtaxes are paid into that Fund, for
use only in paying interest and principal on the veterans' "bonus" bonds.31

The only portion of income tax proceeds that is available to the General
Revenue Fund is the revenue realized from the imposition of the 5 per
cent surtax for the years 1955 and 1956.

MAJOR DIFFERENCES BETWEEN FEDERAL AND MINNESOTA PROVISIONS

From the point of view of ease of taxpayer compliance and effectiveness
in administration it is desirable that the Minnesota law conform closely
with the provisions of the federal income tax, recognizing, however, that
the latter should be acceptable for State purposes on their merits as well as
in the interests of attaining uniformity in the two tax bases.32 The present
State and federal laws diverge at many points, too numerous even to list
here. But some of the more important of the differences should be noted.

The federal law permits the exclusion of the first $50 of dividends re
ceived by the individual33 and a tax credit equal to 4 per cent of dividends
received in excess of that amount. 34 There are no similar provisions in the
Minnesota statutes.

In Minnesota the treatment of amounts received under annuity contracts
follows the federal rule that applied prior to the passage of the Revenue
Act of 1954. The new law provides for determination of the amount to be
included in income according to the taxpayer's investment and life ex
pectancy.35 While the new formula is somewhat more complex, it is far less
arbitrary and results in more equitable treatment of annuitants. In brief its
operation may be illustrated as follows: if the total expected return over the
life of the annuitant is $10,000 and the investment in the contract was
$8,000, while the annual sum received is $1,000, then the amount to be
included in income is ($10,000 - $8,000) X $1,000, or $200.

( $10,000 )
30Ch. 290.62.
31Ch. 290.06, Subd. 5.
32The 1955 Legislature passed 32 bills designed to bring the State law into closer

conformity with the federal law.
33Internal Revenue Code, Sec. 116.
34I.R.C., Sec. 34.
35/.R.C., Sec. 72.
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The federal government applies rules that differ from those in effect in
Minnesota in the treatment of capital gains and losses. Net losses may be
carried forward 5 years rather than 2, as in this State,36 and the federal
law requires that net long term gains or losses be offset against net short
term losses or gains before being reduced by 50 per cent. Thus, for ex
ample, if net long term gains equal $4,000 and net short term losses $2,000,
under State law there would be nothing added to income, whereas under
the present federal law one-half of the $2,000 net gain would be included in
gross income.37

There are substantial differences in allowable deductions. Minnesota
permits the deduction of certain campaign expenses and contributions to
political parties, while the federal government does not. The latter, how
ever, permits up to 30 per cent of adjusted gross income to be deducted
for contributions to charitable, religious, educational, hospital and certain
other institutions;38 the State limit is 20 per cent. Under medical expenses
allowed there are neither minimum nor maximum provisions in the State
law. The federal law, on the other hand, permits the deduction of medical
expenses (expenditures for drugs in excess of 1 per cent of adjusted gross
income may be added to medical expenses) only to the extent that they
exceed 3 per cent of adjusted gross income and imposes an upper limit of
$2,500 for single and $5,000 for married taxpayers, plus $2,500 for each
dependent, up to maximums of $5,000 and $10,000, respectively.39

Among other important differences· are the use by the federal govern
ment of deductions from income for taxpayer, spouse and dependents and
the splitting of income permitted to married taxpayers, in contrast with
the State's tax credits and joint or separate returns unaccompanied by the
income-splitting privilege. One feature of the federal and State laws that
results in a substantial difference in the tax base is the deduction, in the
one case, of State income tax and, in the other, of the federal tax paid.

Minnesota allows the exclusion from income of amounts received under
accident and health insurance contracts and under workmen's compensa
tion laws. The provision in Minnesota law for the exclusion of amounts
received by a sick or injured employee under wage continuation plans
differs in some details from the federal provision.40

REVENUE

Revenue from the individual income tax has increased sharply, since its
inception in 1933. In fiscal 1935, total collections from individuals and

S61.R.C., Sec. 1212.
s71.R.C., Sec. 1202.
sSI.R.C., Sec. 170.
sOI.R.C., Sec. 213.
4°Pederallaw allows the exclusion of such amounts up to a maximum of $100 per

week. I.R.C., Sec. 105. Minnesota places no limitation upon the amount of the ex
clusion. Minnesota Statutes, Ch. 290.08, Subd. 4.
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fiduciaries amounted to only $1,217,000; by 1941 they had risen to
$7,914,000 and by 1945 to $13,460,000. In fiscal 1955 total collections
had grown to $54,356,000, a 303 per cent increase in the post war period.41

Of the total collections of $54,356,000 in fiscal 1955, however, only
.$46,288,000 was paid into the Income Tax School Fund; the remainder,
$8,475,000, consisted of Veterans' Adjusted Compensation Taxes. 42 The
increase in normal tax revenue between 1945 and 1955 was, therefore,
approximately 244 per cent. Preliminary estimates for fiscal 1956 report
individual income tax revenue at $62,020,238, of which $50,579,993 was
normal income taxes, $2,572,012 General Revenue Fund surtax, and
$8,868,233 Veterans' Adjusted Compensation taxes.4S

Since 1949, when collections first surpassed motor fuels tax receipts,
the individual income tax has been the most important single source of
State revenue. In both 1953 and 1954 it accounted for slightly over 21
per cent of total State tax revenue.

From the standpoint of individual tax burdens there has also been a
substantial rise. Per capita collections in 1935 amounted to only 45 cents.
In 1941 they had risen to $2.84 and in the decade from 1945 to 1954
climbed from $5.30 to $16.40, a 209 per cent increase. Income tax pay
ments as a percentage of personal income have also shown a marked in
crease, from 0.10 per cent in 1935 to 0.46 per cent in 1941,0.48 per cent
in 1945 and 1.06 per cent in 1955, a rise of 121 per cent between 1945
and 1955. Per capita personal income at the same time increased 62.7 per
cent, from $998 in calendar 1944 to $1,624 in calendar 1953.44

The composition of individual income tax payments has also undergone
a significant change in recent years. In fiscal 1950, 821,213 individuals
filed income tax returns and paid a total of $36,185,200. Of those, 519,129
persons paid normal income taxes, accounting for $29,560,867. 302,084
persons, after subtracting the allowable deductions under the income tax
law, were not liable for normal income tax but paid only the $5.00 annual
surtax under the Veterans' Adjusted Compensation Act of 1949. In addi
tion to the individual income tax payers in fiscal 1950, 4,307 fiduciaries
filed returns and paid a total tax of $390,807. Only 1,549 fiduciaries paid
the normal tax, which amounted to $351,955.

Classified by gross income groups, the number of individual income
taxpayers and the amounts of normal income taxes paid in fiscal 1950
were as follows: 45

41Information obtained from the Minnesota Department of Taxation.
42Ibid. The General Revenue Fund surtax, imposed in 1955, was first collected

in fiscal 1956.
43Ibid.
44Survey of Current Business, September, 1955, Table 1, p. 15.
45State of Minnesota, Department of Taxation, Analysis of Minnesota Income

Tax and Adjusted Compensation Tax Returns by Income Groups, by Type of Tax
payer, and by Area (Fiscal Year Ending June 30, 1950) (St. Paul, 1951), Table 8,
p.16.
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Examination of the composition of individual income tax payments in
1950 and 1954 reveals first that the number of persons filing in each income
bracket increased in all but the lowest income group, which showed a
sizeable decrease. The largest absolute increase took place in the $3,000
$5,999 income bracket, 122,757 persons, but the greatest relative increase
was in the $6,000-$9,999 income bracket, 129 per cent. Revenue from
the $3,000-$5,999 income group also showed the greatest absolute gain,
$5,112,810, accounting for about 5 per cent more of normal income taxes
paid than in 1950. The $6,000 to $9,999 bracket, however, showed the
highest percentage increase as a revenue source in the five-year period,
81.5 per cent.

A comparison of total income tax collections, normal tax plus adjusted
compensation taxes, for fiscal 1951 and 1954, by income groups, shows a

46Data received from the Minnesota Department of Taxation.

Income tax payers Income tax collections

Gross income group per cent amount per cent
(dollars) number of total (dollars) of total

0- 2,999 ......... 175,428 26.82 2,005,661 4.81
3,000 - 5,999 ......... 375,084 57.33 12,955,768 31.10
6,000 - 9,999 ......... 76,932 11.76 8,676,467 20.82

10,000 - 14,999 '" ...... 14,229 2.18 4,435,738 10.64
15,000 - 39,999 ......... 10,894 1.66 8,793,965 21.10
40,000 and over ...... "' 1,673 .25 4,807,167 11.53--

Total .............. 654,240 100.0 41,674,766 100.0

Staff Report

Income tax payers Income tax collections

Gross income group per cent amount per cent
(dollars) number of total (dollars) of total

0- 2,999 ......... 213,943 41.21 2,377,726 8.04
3,000 - 5,999 ......... 252,327 48.61 7,842,958 26.53
6,000 - 9,999 ......... 33,516 6.45 4,781,177 16.18

10,000 - 14,999 ......... 9,997 1.93 3,582,634 12.12
15,000 - 39,999 • I ••••••• 8,073 1.55 7,290,304 24.66
40,000 and over ...... , . 1,273 0.25 3,686,068 12.47

Total .............. 519,129 100.0 29,560,867 100.0

In fiscal 1954, the latest year for which detailed data on income tax
payments are available, 934,571 personal income tax returns were filed,
of which 654,240 were normal income tax payers and 280,331 paid only
the Veterans' Adjusted Compensation Tax. Total normal tax collections
amounted to $41,674,766 and Veterans' Adjusted Compensation taxes to
$8,060,463. In this year 5,957 fiduciaries paid income taxes amounting to
$509,821. Of these 1,992 paid normal income taxes of $456,407. A
detailed break down of normal tax payments by income groups in 1954 is
given below.46
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The Individual Income Tax
different distribution (see tables below).47 As would be expected, the lower
income groups pay a considerably greater share of the total tax. For
example, in 1954 the $0-$5,999 income group paid 42.08 per cent of the
total tax but only 35.91 per cent of the normal tax. The higher income
groups paid a proportionately smaller share of the total tax.

Normal Income Tax and/or Adjusted Compensation Taxes, 195148

Income tax payers Income tax collections

Gross income group per cent amount per cent
(dollars) number of total (dollars) of total

0- 2,999 .......... 446,523 53.1 5,035,773 11.7
3,000 - 5,999 .......... 332,443 39.5 11,857,484 27.5
6,000 - 9,999 .......... 39,091 4.7 6,074,447 14.1

10,000 - 14,999 ... , ...... 11,500 1.4 4,552,434 10.6
15,000 - 39,999 .......... 9,536 1.1 9,542,219 22.2
40,000 and over ......... 1,663 0.2 6,008,232 13.9

--
Total ....... , ....... 840,756 100.0 43,070,589 100.0

Normal Income Tax and/or Adjusted Compensation Taxes, 195449

Income tax payers Income tax collections

Gross income group per cent amount per cent
(dollars) number of total (dollars) of total

0- 2,999 .......... 404,345 43.3 4,427,771 8.9
3,000 - 5,999 .......... 424,399 45.5 16,501,315 33.2
6,000 - 9,999 .......... 77,830 8.3 9,669,350 19.4

10,000 - 14,999 .......... 14,334 1.5 4,760,231 9.6
15,000 - 39,999 .......... 10,976 1.2 9,312,320 18.7
40,000 and over .... " ... 1,687 0.2 5,059,250 10.2

--
Total ....... , ....... 934,571 100.0 49,730,237 100.0

Interstate Comparisons
INCOME TAX COLLECTIONS

Of the 29 individual income tax states, statistics showing individual in
come tax collections are available for only 25.50 Individual income tax
collections per capita, as a percentage of personal income in the state, and
as a percentage of total state tax collections are shown in Table VII. 1.
There are 5 states in the eight-state area which impose individual income
taxes, and data are available for all except Missouri.

47A breakdown of total income taxes by income groups is not available for fiscal
1950.

48State of Minnesota, Department of Taxation, Analysis of Minnesota Income
Tax and Adjusted Compensation Tax Returns by Income Groups, by Type of Tax
payer, and by Area (Fiscal Year Ending June 30, 1951), (St. Paul, 1952), Tables 4
and 5, pp. 12 and 13.

49Data received from the Minnesota Department of Taxation.
50Alabama, Louisiana, Missouri and New Mexico do not report individual and

corporate income tax receipts separately.
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Minnesota collected $17.36 per capita from personal income taxation in
fiscal year 1955. This places Minnesota in sixth place among the 25 states.
Delaware, with $33.83, had the highest per capita collections, and Missis
sippi's $1.87 was the lowest. In the eight-state area only Wisconsin, with
collections of $20.32 per capita, ranked higher than Minnesota. Iowa, with
collections of $8.22 and North Dakota with $4.24 fell far behind.

Individual income tax collections in Minnesota amounted to slightly
over 1 per cent of personal income. This figure places Minnesota in fifth
place among the 25 states. The state percentages ranged from almost 1.5
per cent in Oregon to .21 per cent in Mississippi. Wisconsin, with collec-

Table VII. 1. State Individual Income Tax Collections, per Capita and as
Percentage of Personal Income and Total Taxes, 25 States, 1955n

State

Individual income
tax per capita

(dollars)

Individual income Individual income
tax as percentage tax as percentage of

of personal income total state taxes

Arizona .
Arkansas .
California .
Colorado .
Delaware .

Georgia .
Idaho " .
Iowa •..............
Kansas .
Kentucky .

(rank orders appear in parentheses)
5.71 (19) .36 (20)
2.58 (24) .26 (24)
8.52 (15) .39 (18)

12.07 (9) .72 (11)
33.83 (1) 1.43 (2)

4.19(23) .34(22)
9.01 (13) .63 (13)
8.22 (17) .49 (17)
6.36 (18) .37 (19)

11.16(11) .92(8)

6.6 (19)
4.3 (23)
8.0 (17)

13.6(11)
30.7 (2)

6.4 (20)
14.2 (10)
11.1 (15)
8.9 (16)

20.5 (7)

Maryland ........... 12.39 (8) .64 (12) 16.2 (9)
Massachusetts ........ 17.66 (5) .92 (7) 25.3 (5)
MINNESOTA ....... 17.36 (6) 1.06 (5) 22.2 (6)
Mississippi .......... 1.87 (25) .21 (25) 3.2 (24)
Montana ............ 8.58 (14) .50 (16) 12.8 (13)

New york ........... 23.22 (3) 1.07 (4) 30.6 (3)
North Carolina ...... 9.48 (12) .80 (10) 13.0 (12)
North Dakota ........ 4.24 (22) .36 (21) 5,9 (21)
Oklahoma ........... 4.80 (21) .33 (23) 5.0 (22)
Oregon ••••••• t ••••• 26.09 (2) 1.48 (1) 33.0 (1)

South Carolina ....... 5.43 (20) .51 (15) 7.9 (18)
Utah ............... 8.47 (16) .57 (14) 11.7 (14)
Vermont ............ 14.32 (7) 1.02 (6) 19.9 (8)
Virginia ............. 11.86(10) .80 (9) 20.5 (7)
Wisconsin .. t.· ..... · 20.32 (4) 1.19 (3) 27.6 (4)

nAll data for fiscal year 1955, except personal income which is for calendar year
1954.

Source: Computed from data from: U.S. Department of Commerce, Survey of
Current Business, September, 1955, Table 1; U.S. Bureau of the Census, Com
pendium of State Government Finances in 1955 (Washington, 1956), Tables 3 and 5.

278



The Individual Income Tax
tions amounting to 1.19 per cent of personal income, again ranks ahead of
Minnesota. Iowa and North Dakota are well down the list.

There are also large differences among the 25 states with respect to the
importance of the individual income tax as a source of revenue to the state.

'Oregon receives almost one-third of its state tax revenue from this source.
Minnesota is again in sixth place, the tax accounting for 22.2 per cent of
total State tax receipts. For Wisconsin, Iowa and North Dakota the pro
portions are 27.6, 11.1 and 5.9 per cent, respectively. For the 25 states
as a whole, the individual tax provided 16.9 per cent of total tax col
lections.
, That there is extreme variation between states in the relative size of
individual and corporation income tax collections is demonstrated in
Table VII. 2.

Delaware levies no corporate income tax. Iowa collected 91h times as

Table VII. 2. Ratios of Individual Income Tax Collections to
Corporation Income Tax Collections, 24 States, 1955

State Percentage

(rank in parentheses)
Arizona 101.24 (21)
Arkansas 62.12 (23)
California 79.87 (22)
Colorado 318.69 (7)
Georgia 130.57 (17)

Idaho 201.08 (14)
Iowa 958.84 (1)
Kansas :........................... 340.61 (3)
Kentucky 313.79 (8)
Maryland ; 220.13 (12)

Massachusetts 389.27 (2)
MINNESOTA 334.75 (6)
Mississippi 38.39 (24)
Montana 337.44 (5)
New York 177.34 (15)

North Carolina 114.58 (19)
North Dakota 270.31 (10)
Oklahoma 128.11 (18)
Oregon 305.09 (9)
South Carolina 103.23 (20)

Utah 267.33 (11)
Vermont 338.64 (4)
Virginia 201.84 (13)
Wisconsin 168.13 (16)

Source: Derived from U.S. Bureau of the Census, Com
pendium of State Government Finances in 1955 (Washing
ton, 1956), p. 11.
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much revenue from individual income taxation as from the corporate tax.
Mississippi, at the other extreme, collects only 38 per cent as much from
the individual tax as from the corporate. Minnesota collects over 3 times
as much from the individual tax. The sixth place ranking of Minnesota in
this respect indicates a relatively heavy emphasis upon individual income
taxation as compared with corporate income taxation, although this em
phasis is far less than in Iowa. Wisconsin and North Dakota rank well
below Minnesota in this respect.

RATES, EXEMPTIONS AND CREDITS

There are a number of reasons for the wide variation from state to state
in per capita income tax collections. The level and distribution of income,
the quality of administration, the definition of taxable income, and the
nature of the state economy are all important factors. The most important
factor, however, is the rate and exemption schedule applied. The rate
structures of the 5 personal income tax states in the eight-state area are
given in Table VII. 3. Some of the rates shown are only approximations,
since special features of the law make it impossible to compute precise
rates. For example, the first bracket Minnesota rate is given as 1.1per cent.
This was computed by adding the 1 per cent normal rate and the two 5
per cent (of the tax) surtaxes. However, one of the surtaxes is applied to the
computed normal tax after deduction of personal credits while the other is
applied before this deduction. When the effects of the two surtaxes (exc1u-

. sive of the $5 filing fee) are combined the result approaches that which
would obtain under a straight 1°per cent increase in normal tax rates,
except in the case of taxpayers with zero or very low normal tax liabilities.

The rates shown in Table VII. 3 apply to net taxable income, but the
exact effective rates vary because some states allow personal credits which
are deducted from the computed tentative tax while others allow personal
exemptions to be deducted in computing net taxable income.

Minnesota and North Dakota have the highest statutory top-bracket rate
of 11 per cent, although Wisconsin is not far behind with a top rate of 10.2
per cent. Iowa and Missouri have top rates of 4 per cent. Wisconsin's first
bracket rate of 1.2 per cent is the highest, followed by Minnesota's 1.1
per cent. Above the first income bracket Minnesota's rates rise more
quickly than in any of the other states, so that in the brackets from $1,000
to $6,000 the Minnesota statutory rates are the highest of the 5 states.

In Table VII. 4 the personal and dependency allowances of the 5 states
are compared. Three states, Iowa, Minnesota and Wisconsin, grant personal
credits, while Missouri and North Dakota grant exemptions. Since the·
exemption is deducted before applying the rate schedule, the exemption, in
effect, removes income from the top bracket while the credit removes it
from the bottom. This means that the value of an exemption to a taxpayer
varies with his income bracket, which makes it difficult to compare exemp
tions with credits. However, comparison of the Minnesota credit with that
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Table VII. 3. Income Tax Rate Structures, Five States, 1955

Rates on net taxable income

').' ::iii·r··:. ,.,........ "'>'·<·8 .;:;•. ...:i··· ...... ""·.,iJ

MINNESOTAa, b

(Per
cent)

Iowa

(Per
cent)

MissouriC

(Per
cent)

North Dakota

(Per
cent)

Wisconsind

(Per
cent)

1st $1,000...... 1.1
2nd 1,000...... 2.2
3rd 1,000. . . . .. 3.3
4th 1,000. . . . .. 4.4
5th 1,000. . . . .. 5.5
next 2,000...... 6.6
next 2,000...... 7.7

~ next 3,500...... 8.8
,..... next 7,500...... 9.9

over 20,000. . . . .. 11.0

1st
2nd
3rd
4th
5th
over

$1,000. . . . . . 0.8
1,000. . . . .. 1.6
1,000. .. . .. 2.4
1,000. . . . . . 3.2
1,000. . . . .. 4.0
5,000...... 4.0

1st
2nd
3rd
next
next
next
over

$1,000. . . . . . 1.0
1,000. . . . .. 1.5
1,000. . . . .. 2.0
2,000. . . . .. 2.5
2,000...... 3.0
2,000...... 3.5
9,000...... 4.0

1st $3,000...... 1.0
next 1,000...... 2.0
next 1,000...... 3.0
next 1,000...... 5.0
next 2,000...... 7.5
next 7,000 10.0
over 15,000 11.0

1st $1,000...... 1.2
2nd 1,000...... 1.4
3rd 1,000. . . . .. 1.8
4th 1,000. . . . .. 3.0
5th 1,000. . . . .. 3.6
6th 1,000. . . . .. 4.2
7th 1,000 ..... , 4.8
8th 1,000. . . . .. 6.0
9th 1,000. .. . .. 6.6
10th 1,000...... 7.2
11th 1,000...... 7.8
12th 1,000...... 8.4
13th 1,000...... 9.0
14th 1,000...... 9.6
over 14,000 10.2

aplus $5.00 filing fee on each return.
bRates shown have been approximated to include a 5 per cent increase in rates and a 5 per cent surtax on the computed tax.
cMissouri statutes provide that the rates shown shall be multiplied by the entire taxable income. From this a stated sum, ranging

from $5.00 to $135.00 is deducted. This gives the same result as if the bracket method of computation were used.
dRates shown have been approximated to include a 20 per cent surtax on the computed tax.

Source: Commerce Clearing House, State Tax Reporter All States, 1956.



nA $5.00 flat tax from which credits cannot be deducted is levied on each return.
Credits are not deductible in computation of 5 per cent adjusted compensation surtax.

bOne dependent credit is disallowed to the head of a household.
cPersonal credits are not deductible in computation of 20 per cent surtax.

Source: Commerce Clearing House, State Tax Reporter, All States.
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of Iowa and Wisconsin shows that the $10.00 credit granted single persons
and dependents falls between the $7.00 granted by Wisconsin and the
$12.00 allowance in Iowa. On the other hand, the $30.00 credit granted
married couples in Minnesota is the most generous allowed in the 3 states.

A comparison of rate and exemption schedules necessarily ignores the

Table VII. 4. Personal and Dependency Allowances, Five States, 1955

12.00
10.00

400.00
600.00

7.00

(dollars)

24.00
30.00b

2,400.00
1,500.00

14.00

Married or
head of household DependentSingle

12.00
10.00

1,200,00
600.00

7.00

Credit Exemption

Iowa x
MINNESOTA xn
Missouri x
North Dakota x
Wisconsin XC

differences in deductions from state to state. In most cases these are minor,
although for certain individual taxpayers the differences may be large. For
example, a candidate for the U.S. Senate with $5,000 of unreimbursed cam
paign expenses would be allowed to deduct these expenses in Minnesota
but in other states he would not. Moreover, comparisons of state income
tax burdens which overlook the effect of the deductibility of state taxes
paid from income for federal tax purposes and the effect of the deducti
bility of federal taxes from income for state tax purposes give very mis
leading results.

The federal government allows the deduction of all state income taxes
when computing taxable income for federal tax purposes. Twenty income
tax states, including Minnesota, permit the deduction of some or all of
federal income taxes paid. Table VII. 5 illustrates the effect of deductibility
upon the marginal rates. Although the first bracket rate in Minnesota is
approximately 1.1 per cent, the effect of the mutual deductibility of federal
and state taxes is such that, in the first bracket the Minnesota tax adds
only .71 per cent to the combined federal and state tax compared with the
federal tax which would have been paid had no state tax been levied. The
first dollar of taxable income over $20,000 is taxable by Minnesota at a
statutory rate of 11 per cent. However, the marginal effective state rate
(additional tax rate due to the state tax) is 2.27 per cent. Above $200,000
the marginal effective State rate is only .1 per cent.

Calculations of the Minnesota marginal effective state rate for other in
come brackets show that for a single person the maximum rate is approxi
mately 4 per cent when income is about $9,000. In the case of a married
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couple, who can split their income for federal tax purposes, the marginal
effective State rate approaches 5 per cent at the $9,000 level, then declines
slightly as taxable income rises and reaches exactly 5 per cent when tax
able income is $15,000. Beyond this level of income it 'falls steadily, to

.about .1 per cent on taxable income in excess of $400,000.
In Table VII. 5 the marginal effective state rates corresponding to the

minimum statutory rate of each state are shown. For maximum statutory
rates two calculations were made. The marginal effective state rates at the
top of the state bracket and the marginal effective state rates on income
over $200,000 were computed. The marginal effective rates above $200,000
are very low, emphasizing that the cost of a state income tax to a taxpayer
in a high income bracket is small and that state income taxes contribute
much less progressivity to the combined federal-state tax structur:e than
is often assumed. If the calculations had been made for a couple splitting
their income for federal tax purposes the lowest marginal effective state
rate would be for incomes over $400,000 rather than $200,000.

The above comparisons relate only to marginal rates. More meaningful
for many purposes is a comparison of the total taxes paid at various income
levels. Table VII. 6 shows the federal and state income taxes which would
be paid by taxpayers in each state in the eight-state area. This Table illus
trates even more strongly than Table VII. 5 that a state income tax adds
much less to the taxpayer's cost than to state tax receipts. A Minnesota
taxpayer with a wife and two children and an income of $100,000 pays
$4,937 in State income taxes, but his total income tax payments are in
creased by only $1,382. At the $10,000 income level the State receives
$367 at a cost to the taxpayer of $286. The deductibility provisions also
result in greatly reducing the difference in income taxes paid by taxpayers in
high income tax states and those in states having low rates or no income
tax at all. For example, a taxpayer with a $100,000 income who moves
from Minnesota into a non-income tax state will find his total tax reduced
by only 1.38 per cent of his income. A $30,000 taxpayer would realize a
reduction equal to 3.27 per cent of his income.

Analysis of Selected Features and Problems

THE UNIT FOR TAXATION

The tax paid upon a given income depends, in part, on whether the
income must be reported by one person or may be divided between two or
more persons. This follows as a consequence of the graduated rate struc
ture in the income tax.

Income tax laws generally provide that income must be taxed to its
legal owner, but exceptions are sometimes made with respect to family
groups. This problem attracted national attention for many years prior to
1948 at the federal level. In 8 community property states half of the income
of a married person legally belongs to the other spouse. This meant that
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Table VII. 5. Statutory and Marginal Effective Income Tax Rates,p Single Taxpayer, 1955

Minimum state rate Maximum state rate

Marginal
effective Marginal

Maximum state rate effective
Marginal statutory at top state rate

Statutory effective Statutory rate of state above Federal
rate state rate rate imposed bracket $200,000 tax

(per cent) (per cent) (per cent) above (per cent) (per cent) deductible

Alabama .............. 1.5 .96 5.0 $ 5,000 2.77 .04 yes
Arizonaa• b •••....•...• 1.0 .64 4.5 7,000 2.24 .04 yes
Arkansas .............. 1.0 .80 5.0 25,000 2.05 .45 no
Californiaa ............ 1.0 .80 6.0 25,000 2.46 .54 no
Coloradoc ............. 0.8 .51 8.0 11,000 3.17 .07 yes

Delawared , e ••••••••••• 1.0 .64 6.0 100,000 .66 .54 yesd

Georgia ............... 1.0 .80 6.0 10,000 3.72 .54 -no
~ Idahoa • f. g ••..•..•.... 1.6125 1.03 8.6 5,000 4.82 .08 yes
~ Iowab .........•.•.... 0.8 .51 4.0 4,000 2.21 .03 yes

Kansas ........ " ..... 1.0 .64 4.0 7,000 1.98 .03 yes

Kentuckyb ............. 2.0 1.28 6.0 8,000 2.67 .05 . yes
Louisianaa ............. 2.0 1.28 6.0 50,000 .39 .05 yes
Marylandh ............ 2.0 1.60 2.0 h 1.24 .18 no
Massachusettsi ......... 3.075 1.98 3.075 i 1.20 .03 yes
MINNESOTAb. j ....... 1.1 .71 11.0 20,000 2.27 .10 yes

Mississippik ...........• 2.28 1.82 6.8 25,000 2.80 .62 no
Missouri .............. 1.0 .64 4.0 9,000 1.77 .03 yes
Montana .............. 1.0 .64 4.0 6,000 1.98 .03 yes
New Mexicoa .......... 1.0 .64 4.0 100,000 .05 .03 yes
New Yorkl ............ 2.0 1.60 7.0 9,000 4.62 .63 no

North Carolina . . . . . . . .. 3.0 2.40 7.0 10,000 4.34 .63 no
North Dakota ......... , 1.0 .64 11.0 15,000 3.26 .10 yes
Oklahoma ............. 1.0 .64 6.0 7,500 2.99 .05 yes
Oregonq .............. 2.9 1.87 11.6 8,000 4.86 .11 yes
South Carolinae• m •••••• 2.0 1.28 5.0 6,000 2.49 .45 yes
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Table VII. 5. (Continued)

Minimum state rate Maximum state rate

tv
00
VI

Marginal
effective Marginal

Maximum state rate effective
Marginal statutory at top state rate

Statutory effective Statutory rate of state above Federal
rate state rate rate imposed bracket $200,000 tax

(per cent) (per cent) (per cent) above (per cent) (per cent) deductible

Utah ................. 1.0 .64 5.0 4,000 2.77 .04 yes
Vermontn ............. 2.0 1.60 7.5 5,000 5.55 .67 no
Virginia ............... 2.0 1.60 5.0 5,000 3.70 .45 no
Wisconsinb, e. 0 ••••••••• 1.2 .77 10.2 14,000 5.41 .91 yesO

aCommunity property state which permits income splitting between husband and wife.
bTax credit state.
cApproximate rates after tax reduction of 20 per cent for 1955-56.
dFederal income taxes in excess of $300 are not deductible.
eMarginal effective rates are approximate. Limitations upon deduction of federal taxes cause slight variations.
f$5.00 tax credit given each dependent in addition to exemptions.
gRates include 7Y2 per cent surtax which will expire January 31, 1956.
hRates in table are for all income other than investment income which is taxed at 2 per cent on the first $500 and 5 per cent on

the balance. The "top of state bracket" figure was computed at $10,000.
iRates shown are on professions, employments, trade for business and include additional 1 per cent expiring at the end of 1955

and a 23 per cent surtax expiring at the end of 1956. On interest, dividends and capital gains on intangibles the statutory rate is 7.38
per cent including surtax. Annuities are taxed at a flat rate of 1.845 per cent. The "top of state bracket" figure was computed at
$10,000.

jRates are approximate rates, including surtax but not $5.00 filing fee.
klncludes 14 per cent surtax.
lRates shown are on employment income. Marginal effective rates are computed without reference to reduction of 10 per cent

on first $100 of tax and 10 per cent on next $200.
mFederal income taxes in excess of $500 are not deductible.
nRates subject to reduction if there is a surplus in the general fund.
0Federal income tax deductions limited to 3 per cent of net income. Rates adjusted to approximate actual rates including 20 per

cent surtax.
pMarginal effective state rate is the percentage of the taxpayer's income by which his tax in a given bracket is increased, because

the state tax is levied.
qlncludes 45 per cent surtax.



Table VII. 6. Federal and State Income Tax Liabilities of Married Taxpayer with Two I
Dependents, Selected States and Income Levelsu

JCost of
••state tax Ito tax-

I!
payer as

Federal Total Net cost percent-
tax if no federal State of state age of Ji
state tax and state income tax tax to net income ~!.

Incomeu were levied income tax liability taxpayer before in- ~!
(dollars) (dollars) (dollars) (dollars) (dollars) come taxes <I!l:.~

Iowa

2,000 .00 .00 .00 .00 .00
4,000 320.00 337.52 21.90 17.52 .44
6,000 720.00 763.80 54.75 43.80 .73

10,000 1,592.00 1,760.66 . 216.23 168.66 1.69
30,000 8,348.00 8,776.61 751.00 428.07 1.43 ~~!100,000 51,912.00 52,429.65 1,848.76 517.65 .52

:1
MINNESOTA

:;

.. ;

2,000 .00 5.00 5.00 5.00 .25
4,000 320.00 361.10 51.37 41.10 1.03

. 6,000 720.00 832.26 140.33 112.26 1.87
10,000 1,592.00 1,877.97 366.63 285.97 2.86
30,000 8,348.00 9,328.14 1,719.55 980.14 3.27

100,000 51,912.00 53,294.42 4,937.20 1,382.42 1.38

Missouri

2,000 .00 .00 .00 .00 .00
4,000 320.00 321.61 2.01 1.61 .04
6,000. 720.00 725.95 7.44 5.95 .10

10,000 1,592.00 1,649.70 73.97 57.70 .60
30,000 8,348.00 8,697.77 613.63 349.77 1.16

100,000 51,912.00 52,290.73 1,709.76 378.73 .38

North Dakota

2,000 .00 .00 .00 .00 .00
4,000 320.00 327.86 9.82 7.86 .20
6,000 720.00 740.68 25.85 20.68 .33

10,000 1,592.00 1,671.09 101.52 79.09 .79
30,000 8,348.00 9,194.43 1,484.96 846.43 2.82

100,000 51,912.00 53,226.45 4,694.48 1,314.45 1.30
J.

!
Wisconsin

2,000 .00 .00 .00 .00 .00
4,000 320.00 350.04 37.80 30.04 .75
6,000 720.00 809.47 111.84 89.47 1.49

10,000 1,592.00 1,860.16 343.80 268.16 2.68
30,000 8,348.00 9,396.26 1,839.06 1,048.26 3.49

100,000 51,912.00 54,075.28 7,725.99 2,163.28 2.16
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Table VII. 6. (Continued)

I

, i
I

." Incomell
(dollars)

Illinois
Nebraska
South Dakotab

2,000
4,000
6,000

10,000
30,000

100,000

Federal
tax if no
state tax

were levied
(dollars)

.00
320.00
720.00

1,592.00
8,348.00

51,912.00

Total
federal

and state
income tax
(dollars)

.00
320.00
720.00

1,592.00
8,348.00

51,912.00

State
income tax

liability
(dollars)

Net cost
of state
tax to

taxpayer
(dollars)

Cost of
state tax
to tax

payer as
percent
age of

net income
before in

come taxes

llIncome figures refer to taxable income before deduction of personal exemptions
but after all deductions except deduction for income taxes paid.

bThese states do not levy a state individual income tax.

husband and wife could file separate returns, each reporting one-half of
the family income, even though all of it was earned by one spouse. The
result was that married persons enjoying the same incomes paid higher
federal taxes in some states than in others.

The Treasury urged, on several occasions, that the solution to this
problem lay in requiring husbands and wives to file joint returns, treating
the income as if it belonged to one taxpayer. But Congress adopted the
opposite solution in 1948, permitting all married couples to split their
incomes for tax purposes. This removed the inequity between married
taxpayers living in community property states and those living elsewhere.
It also reduced the progression of the income tax as it applies to married
persons and resulted in a much higher tax on unmarried taxpayers than
upon married persons, especially in the higher income brackets.

Few states, except for the community property states, allow income
splitting for tax purposes. 51 Minnesota, however, allows a married couple
to file separate returns if both parties have income of their own. This means
a smaller tax on families in which both husband and wife are employed
or have property income than upon a family in which there is only one
income receiver.

A study of the effect of this provision upon the taxes paid by a sample
of married persons filing separately in 1954·indicates that the taxes of this
group would have been increased by more than one-third had they been

51Commerce Clearing House, State Tax Reporter, All States, 1956, pp. 1501-1618.
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required to file joint returns. 52 Extending these results to all married' tax
payers who filed separate returns suggests that income tax receipts would
have been increased by about $4,500,000 or 9 per cent.53 Slightly over 4
per cent of this sum would come from couples having joint gross incomes
of less than $5,000. About 56 per cent would come from couples in the
$5,000-$10,000 gross income bracket and the remainder, 39 per cent,
from those having gross incomes of more than $10,000.

DEDUCTIONS

The federal law and all income-tax states allow certain deductions from
gross income. Business expenses are logically deductions from gross income
if the tax is to be a net income tax. The federal government and all states
allow such deductions, although there are minor differences as to what
constitutes a business expense.

Another group of deductions, often called non-business deductions, are
allowed. Included in this group are such items as deductions for taxes,
interest, medical expenses and contributions. The logic of these deductions
is not always clear. The deduction for taxes is often defended on the
grounds that it is unfair to tax income used to pay taxes and that the pay
ment of non-income taxes reduces the taxpayer's "ability to pay". If this
argument is accepted, it logically follows that all taxes should be deducted,
but such is not the case either in the Minnesota or the federal tax. More
over, it may well be argued that many taxes are as much a part of the
individual's cost of living as are items purchased in the private sector of
the economy.

The interest deduction serves, in effect, to encourage consumer borrow
ing. The deduction for interest paid may stem in part from the notion that
borrowers are typically people who are in financial straits. Since renters are
not permitted to deduct any part of the rent paid it results in favored treat
ment of the owner-mortgagor relative to the tenant. Furthermore, presum
ably the person who buys a car, for example, "on time" values the borrow
ing privilege and the interest paid may be regarded as being as much a part
of owning and operating the car as are the outlays for gasoline and oil,
neither of which are deductible from income for tax purposes. The Minne~

sota interest deduction has the administrative advantage of being similar
to the federal deduction, except that interest on mortgages on real estate
located outside the State is not deductible.

The federal income tax law and most state laws provide for the deduc
tion of medical expenses incurred above a certain minimum percentage of
income. Under the federal provisions medical expenses exceeding 3 per

52All the returns of married persons filing separately were removed by the
Minnesota Department of Taxation from a sample of 6,000 1954 individual income
tax returns and paired with the returns of the taxpayer's sp+Juse. This gave a sample
of 644 couples. The tax which would have been paid had they filed jointly was
computed and compared with the actual tax paid.

53Assuming the sample used was representative.
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cent of adjusted gross income are deductible. Under many state laws, sums
spent for medical expenses, including drugs, exceeding 5 per cent of gross
or adjusted gross income are deductible. The rationale underlying this type
of deduction is that ordinary medical expenses should be considered as
living expenses but that a deduction should be allowed to taxpayers who
have unusually heavy medical expenses.

Minnesota allows all medical and drug expenses as a deduction. Although
this could be defended on the ground that it encourages a socially desirable
type of expenditure, expenditures for ordinary medical care are probably
not any more in need of this kind of indirect governmental subsidization
than are expenditures for basic food, clothing and shelter. The federal type
of deduction, on the other hand, can be defended in terms of the unusual
strain placed on a taxpayer's budget in years of heavy medical expense.

A sample of 114 income tax returns was examined to determine the effect
of limiting medical expense deductions (including drugs) to expenses in
excess of 3 per cent of gross income.54 It was discovered that, in the sample,
medical expenses reported amounted to 7.5 per cent of net income. Under
the federal type of deduction only about 50 per cent of these deductions
would have been allowed. Thus the taxable income of the sample would
have been increased by about 3.8 per cent. The tax base for the State as
a whole would increase considerably less than this, however, since the
sample included only taxpayers who itemized deductions on their return.

One unique feature of the Minnesota law is the allowance of a deduction
for political campaign expenses up to a maximum amount which varies with
the office sought. Although unusual, this allowance can be defended either
upon the grounds that campaign expenses are a business expense to a
politician or upon the grounds that it is desirable to encourage political
activity.

Minnesota law, like federal law, includes a provision for the use of a
standard deduction of 10 per cent of adjusted gross income, up to a maxi
mum of $1,000. This provision simplified administration, but it partly de
feats the purpose of non-business deductions. Since any taxpayer auto
matically gets a 10 per cent deduction, no encouragement or special relief
is afforded to the taxpayer whose deductions do not exceed 10 per cent of
his adjusted gross income or $1,000. For example, if two taxpayers have
incomes of $5,000 and one has no allowable deductions while the other's
deductions amount to $500, each is allowed the same $500 deduction and
is subject to the same amount of income tax.

INCOME OF NON-RESIDENTS

One of the problems of state income taxation involves the income of
persons who live in one state and work in another or who move from one
state to another during a taxable year. Constitutionally a state is permitted
to tax all the income of its residents regardless of origin and all the income

54Data from the Minnesota Department of Taxation.
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of non-residents having its origin within the state. Taxation on this basis
would result in double taxation of a great deal of income. Most states,
however, provide one of a number of possible types of exemptions or
credits. These exemptions and credits do not completely eliminate double
taxation and they sometimes permit income to escape taxation entirely,
but they do make a contribution to more equitable taxation.

The Minnesota statutes provide that income earned in the State by non
residents who spend less than 150 working days in the State is exempt
from taxation. 55 This provision appears to be unique in state income tax
law. Another provision provides that the income of non-residents who
return to their homes outside the State at least once a month is exempt
to the extent that the income is subject to tax in another state which allows
a similar exclusion to Minnesota residents. These provisions allow income
which should be taxed by Minnesota to escape taxation yet, at the same
time, they fail to remove the possibility of double taxation. A non-resident
who stays in Minnesota 150 working days could be taxed both in Minne
sota and in his home state. On the other hand, a resident of a non-income
tax state or of a state which taxes wage and salary income according to its
source might earn a substantial sum in Minnesota without becoming sub
ject to taxation if he spends less than 150 working days in the State.56

PERSONAL CREDITS

Under the federal and most state income tax laws the taxpayer is per
mitted to deduct from his income for tax purposes an allowance of "exemp
tion" for himself, his spouse, and his dependents. The exemption is de
signed to avoid the taxation of basic minimum levels of income and, as an
administrative device, to exempt those whose incomes are so low that the
costs of compliance and collection would be in excess of the revenue real
ized. In Minnesota and a few other states57 the taxpayer is granted a tax
credit rather than a deduction from income.

The tax-saving value of a given exemption increases as the taxpayer's
income increases, while the value of a credit remains unchanged regardless
of the income bracket of the taxpayer, unless his income tax liability is
exceeded by the allowable credits. This is illustrated in Table VII. 7. Min
nesota's $30.00 credit to a married couple with no dependents is com
pared with a personal exemption of $2,000. The value of the credit ob-

55Ch.290.03.(2).
56The problem of jurisdictional conflict and irrationality is one which should be

attacked on a coordinated basis by all income tax states. See Harold M. Groves and
Glenn Fisher, "State Multiple Taxation of Personal Income Re-examined", Taxes,
January, 1955, pp. 36-40. In the meantime there seems to be little purpose in main
taining a provision in Minnesota which is costing the State revenue but contributes
nothing to the solution of the larger problem.

57Arizona, Iowa, Kentucky and Wisconsin. Louisiana grants an exemption which
must be subtracted from the first bracket income and thus is similar in effect to a
credit. Idaho uses the exemption system, but allows an additional $5.00 credit for
each dependent.
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Table VII. 7. Effect of Personal Exemptions and Personal Credits, Married Taxpayeru

Taxable income Value of Tax, assum- Value of
before personal Tax, assuming credit to ing $2,000 exemption to

exemption $30.00 credit taxpayer exemption taxpayer

$ 2,000 $ 0.00 $30.00 $ 0.00 $ 30.00
3,000 30.00 30.00 10.00 50.00
4,000 70.00 30.00 30.00 70.00

10,000 460.00 30.00 340.00 150.00
22,000 1,535.00 30.00 1,365.00 200.00

uAssuming Minnesota normal tax rates. No allowance is made for the effect of
Federal deductibility.

viously remains the same at every income level. On the other hand, the
value of a $2,000 exemption, assuming Minnesota's normal tax rates, rises
from $30.00 when the taxable income before exemption is $2,000 to $200
when the income is $22,000 or more.

Another difference between the effect of credits and exemptions con
cerns the relative value of adding dependents. Under the present Minnesota
rate and credit structure a single man receives a credit of $10.00. Marriage
reduces his tax by $20.00 and each succeeding child by $10.00. In order to
achieve a similar effect with exemptions, a single taxpayer would be
allowed an exemption of $1,000 and a married taxpayer $2,000. The first
three dependents would result in exemptions of $333.33 and the next four
$250.00. Viewed from another angle, the usual practice of allowing equal
exemptions for each dependent would result in a smaller tax saving for
succeeding dependents, to the extent the taxpayer's income falls into lower
brackets. On the assumption that the first child is the most expensive this
could be defended as the more logical method.

Probably the most important issue in connection with the question of
whether exemptions or credits should be used is whether the support of a
wife and a child should result in the same or a larger tax reduction for high
income than for low income taxpayers. It may be argued that higher income
taxpayers should be granted a larger tax reduction in view of the higher
living standards which they maintain. On the other hand, lower income
taxpayers may be said to need more tax relief in order to care for their
children properly.

The size of the credit or exemption allowed to the taxpayer and his de
pendents has important effects on both tax revenue and the degree of pro
gressivity of the income tax. For example, a taxpayer who is married, claims
two dependents and reports taxable income of $5,000 is currently subject
to a normal tax liability of $150 less credits of $50, or $100. The effective
tax rate is, therefore, 2 per cent. A similarly circumstanced taxpayer re
porting taxable income of $4,000 would incur a liability of $100, less
credits of $50, or $50. His effective rate is 1.25 per cent. If the credits
allowed were raised to $40 for married taxpayers and $15 per dependent
and single taxpayer, the tax liabilities of the persons used in this illustra-
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tion would be $80 and $30, respectively. The effective rates would be
reduced to 1.6 and .75 per cent. Since the ratio between 1.6 and .75 is
higher than that between 2 and 1.25, it is apparent that the higher level
of credits results in a more steeply graduated tax.

It is also apparent, of course, that there would result a substantial loss
of tax revenue. The revenue cost of credits allowed to taxpayers (other than
part-year and fiduciaries) who filed normal income tax returns in 1954 was
approximately $19 million. Of this amount the $10 credit for dependents
accounted for $5.7 million, the $10 credit for single taxpayers, $1.6
million, and the $30 credit for married taxpayers, including those who
filed separately, $11.6 million.58 The total amount of credits allowed if
the credit for married taxpayers had been $40 and that for single taxpayers
and dependents $15 would have been equal to about $26 million. The loss
in revenue would have been less than the $7 million increase in total
credits because the tax liability of many taxpayers was less than the differ
ence between the actual and the illustrative level of personal and de
pendents' credits. In general, on the basis of 1954 returns, the revenue
cost of each dollar allowed in credits is somewhat less than $155,000 for
single and $388,000 for married taxpayers59 and $569,000 for dependents.
As the size of the credit allowed increases the "per dollar" revenue cost
declines because an increasing number of taxpayers find their credits ex
ceeding their pre-credit normal tax liabilities.

SPECIAL TAXES

Preliminary estimates of individual income tax collections during fiscal
1956 indicate that 18.5 per cent of the total will be accounted for by the
two special surtaxes and the filing fee. The general revenue surtax will
account for 4.2 per cent, the veterans' bonus surtax for 6.5 per cent and
the filing fee for 7.8 per cent. 60

The General Revenue Fund surtax is computed by taking 5 per cent of
the normal tax liability after the deduction of personal credits. The Ad
justed Compensation Fund surtax, on the other hand, is computed by
taking 5 per cent of the normal tax before the deduction of personal credits.
The two surtaxes, together, have an effect upon taxpayers' liabilities very
similar to that of a fiat 10 per cent increase in rates. The present surtax
treatment produces a somewhat more progressive tax in the lowest brackets
than would a fiat rate increase but the differential declines to negligible
proportions as income rises. 61

58Based on data provided by the Minnesota Department of Taxation.
59The number of married taxpayers who filed joint returns in 1954 was 304,014,

while 168,846 married persons filed separate returns. 304,014 + ~ (168,846) =
388,437.

6°Information obtained from the Minnesota Department of Taxation.
61The present normal tax plus the surtaxes results in a tax liability which is 5 per

cent of the taxpayer's personal credits .Jess than would result from a ten per cent
increase in normal tax rates. That is, a married couple pays $1.50 less under the
surtax method, a married couple with two dependents pays $2.50 less, and so forth.
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The Individual Income Tax
The $5.00 filing fee is paid by everyone who is required to file a return

and bears a closer resemblance to a poll tax than to an income tax. It falls
equally upon everyone who is required to file a return. No allowance is made
for differences in the income or other circumstances of the taxpayer and
the tax is paid even by those who have sustained net losses but who have
gross incomes large enough to require them to file. This tax produces
substantial revenue and does spread the cost of the veterans' bonus widely
among citizens of the State, albeit in highly inequitable fashion.

ADMINISTRATION

The income tax is a self assessed tax - the taxpayer is responsible for
computing his tax and filing a return. Experience has shown that the great
majority of taxpayers will file complete and honest returns, given reason
ably good administration. If administration is poor, however, the honest
taxpayer becomes aware of the fact that others are not paying the tax. As
evasion spreads the burden upon taxpayer honesty increases and non
compliance becomes cumulative.

Administration of an income tax involves three essential steps. Tax
payers must be located, income and deductions from income must be deter
mined in order to compute the tax, and the tax must be collected. In
Minnesota the Department of Taxation has primary responsibility for all
three steps.

The law requires single taxpayers with gross incomes in excess of $1,000
and married taxpayers with gross incomes in excess of $2,000 to file tax
returns with the Department of Taxation.02 In 1955 almost 970,000
returns were filed. 03 The problem of locating taxpayers is confined to those
individuals who fail to file a return. A number of methods have been
utilized for this purpose. Once a taxpayer files a return his name goes into
the files and a check can be made if he fails to file in a later year. Minne
sota law requires that payments to any person during the year which ex
ceed $600 in wages, $500 of rents, $250 of interest, or $100 of dividends
must be reported to the Commissioner of Taxation.oo! The Commissioner
also has the power to require brokers to furnish details concerning trans
actions of their customers and to require agents to file information con
cerning the activities of those for whom they act. 65 Minnesota was one of
the first states to use mechanical equipment to check information returns
against taxpayers' returns as a means of locating those who have failed to
file. 66 Lists of unincorporated businesses have been made up from telephone
books and other sources of information. Membership lists of professional
associations or registration lists have been used to check on self-employed

02For details of the filing requirement see, Minnesota Statutes, 1953, Ch. 290.37.
63Minnesota Department of Taxation, Information Submitted to the Legislative

Commission on Withholding (mimeographed, no date).
64Minnesota Statutes, 1953, Ch. 290.41, Subd. 2.
65Minnesota Statutes, 1953, Ch. 290.41, Subd. 3 and 4.
66Lloyd M. Short, Clara Penniman and Floyd O. Flom, op. cit., pp. 137-138.
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professional people such as physicians, dentists, attorneys, and accountants.
Records of property sales have been used as a means of discovering un
reported capital gains. Unfortunately, however, lack of funds and personnel
has prevented the use of these methods as part of a systematic, continuing
program. Nor has it been possible to check information returns against
taxpayers' returns for every taxable year and there is, at present, a lag of
almost three years between the time the taxpayer should have filed and the
mailing of the "demand letter". Comparison of State and federal returns
has not been undertaken, although a pilot project is now being planned. 61

When the Department of Taxation discovers someone they believe should
have filed they write requesting a return. A total of 44,252 such "demand
letters" was written with respect to the taxable year 1951. Forty per cent
of the taxpayers receiving such letters filed tax returns within a sixty-day
period. Eighteen per cent were able to prove that they had filed under
diffrent names or addresses or that they were not required to file. The
remaining 42 per cent did not reply or could not be reached by ordinary
mail. Additional assessments resulting from the comparison program
amounted to $729,605, exclusive of interest and penalties, in fiscal 1955.68

A second aspect of income tax administration involves the determina
tion or verification of the amount of income and other information needed
to compute the tax. All returns filed are subject to pre-audit by examiners,
computers or others. The pre-audit involves checking for errors in com
putation and for adequacy of information. Returns which seem question
able or which are filed by individuals known to have filed unsatisfactory
returns in the past or where the taxpayer is engaged in certain types of
business activity are set aside for further checking.69 A more intensive
audit is made of these returns. If office audit and correspondence with the
taxpayer fails to produce the needed information the return, if personnel
is available, is subjected to field audit. In addition to returns set aside as
the result of the pre-audit, intensive audits are undertaken as the result of
tips from informers, receipt of information from the Bureau of Internal
Revenue that an additional federal assessment has been made, and for
other reasons. In fiscal 1955 an estimated 70,670 intensive audits were
made, including 4,371 field audits.To In other words, about 7 per cent of
the returns filed were subjected to some type of intensive audit but less
than one-half of 1 per cent received field audit. 71 Additional assessments

67Authority for state officials to examine Federal returns is granted by Section
6103 (b) of the Internal Revenue Code.

68Information Submitted to the Legislative Commission on Withholding, op. cit.
69Ibid., and Lloyd M. Short, Clara Penniman, and Floyd O. Flom, op. cit., pp.

138-39.
7°Information Submitted to the Legislative Commission on Withholding, op. cit.
llThese figures were obtained by dividing the number of audits by the number of

returns filed. Actually many of the audits completed were audits of returns for prior
years.
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The Individual Income Tax
resulting from the audit program in fiscal 1955 amounted to $733,954,
exclusive of penalties and interest.72

The statute provides that the tax may be paid in full at the time of filing
the return or that it may be paid in two equal installments. Collection prob
lems sometimes arise because taxpayers file a return but do not remit the
required payment or pay the first installment but do not pay the second.
Also, quite a large number of delinquent accounts result from the "demand
letter" program. When taxpayers do not reply to these letters or when they
cannot be reached by ordinary mail, the Commissioner is empowered to
make an assessment based upon whatever information he has concerning
the taxpayer's income.78

Separate figures on delinquent personal income tax accounts are not
available; however, during fiscal 1955 a total of 19,586 personal and
corporate income tax accounts totaling $872,899 were certified to the
collection division. A total of 7,007 accounts were settled or adjusted,
resulting in the collection of $479,003.74

One of the biggest collection problems involves accounts of only a few
dollars. If the taxpayer refuses to pay, the use of legal processes to collect
the amount may involve costs greater than the amount involved. This is
not only unprofitable to the State, but may put the tax collector in the role
of a Shylock, especially if the taxpayer is in real need. On the other hand,
if such accounts are written off after only nominal efforts at collection,
taxpayer morale may suffer and delinquency may spread.

WITHHOLDING

Ten states76 have adopted withholding in the last few years as an aid to
better enforcement of their income taxes. In Minnesota a proposal to adopt
withholding was passed by the House of Representatives in 1955 but it
failed to reach the floor of the Senate. The plans adopted by the states
follow, in general, the withholding system adopted by the federal govern
ment during World War II. Employers are required to withhold an ap
proximation of each employee's tax liability and remit periodically to the
income tax collection agency. The employee files his tax return on the
regular filing date and pays any additional tax due or claims a refund if
more has been withheld than is due. Some states have also adopted the
federal requirement that persons not subject to withholding or for whom
the withholding schedule is inadequate must file estimated returns and pay
their tax currently in quarterly installments.

Three methods are used in the 10 states for computing the amount to be

7'21bid.
78Minnesota Statutes, 1953, Ch. 290.47.
741nformation Submitted to the Legislative Commission on Withholding, op. cit.
76Alabama, Arizona, Colorado, Delaware, Idaho, Kentucky, Maryland, Montana,

Oregon and Vermont. Four other states require withholding in the case ,of non~

residents. Proceedings of the National Tax Association, 1955 (Sacramento, 1956), p.
506.

295



Staff Report

withheld. One method (Oregon) is to require the withholding of a flat
percentage of every paycheck. A second method (Colorado) is to withhold
a percentage of the amount withheld for the federal tax: The third method
(Vermont) is to provide the employer with tables or a formula similar to
those used for federal withholding. The first two methods have the ad
vantage of simplicity for the employer, since computations are easily made
and electronic bookkeeping equipment can easily be adapted to handle
the deduction automatically. The third method allows the amount with-

I held to correspond more closely to the ultimate tax liability, and thus
minimizes refunds or additional payments.

Advantages of withholding include convenience for the taxpayer. It ex
tends the monthly or weekly payment plan, so important in the budgeting
of the average employee, to the payment of income taxes. It eliminates
the hardship often entailed when the tax must be paid in one or two
lump sums.

From the standpoint of the tax administrator, withholding provides a
number of advantages. He receives a record of every employee's earnings
and also collects the tax currently. The latter is the more important of the
two. Information concerning employees' wages is now largely available
either from State information returns or from federal income tax records
if the Department of Taxation were given adequate appropriations and
personnel to permit obtaining and processing it. Current collection is of
importance in minimizing the burden of collecting many small accounts. It
is also of importance in the case of taxpayers who leave the State many
months or even years before collection efforts can begin. Under present
procedures in Minnesota collection of such accounts is far too costly to be
undertaken unless the amount involved is large.

If the collection advantage is to be fully realized it is important that the
method of computing withholdings insure that the majority of taxpayers
have an amount withheld which is equal to or greater than their tax lia
bility. Otherwise the number of small accounts to be collected will not be
reduced.

Some indication of the problems which withholding would help solve in
connection with locating taxpayers and collecting from them is given by the
figures on gross migration.76 Between 1949 and 1950 about 61,000 per
sons moved out of the State while about 62,000 moved in. Every tax
payer in the group who moved out represents a potential collection prob
lem, while every taxpayer who moved in represents a new name which
must be added to the tax files. In addition, a total of 152,355 persons
moved to a different county in Minnesota and 269,930 moved to a dif
ferent address in the same county. Thus, even in the case of taxpayers who
have filed in prior years, finding many of them may be costly and difficult
if they choose to evade the tax.

The experience of other states indicates that a substantial increase in

76See The Minnesota Economy, pp. 61-62 above.
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The Individual Income Tax
revenue would result from the adoption of withholding. 77 It is an obvious
advantage to be able to raise more revenue without imposing any more
taxes upon those people who are honestly paying their taxes. The Minne
sota Department of Taxation has estimated that the increase in revenue in
Minnesota would be about $2 million. 78 This appears to be a very con
servative estimate and is based upon the assumption that present adminis
tration in Minnesota is 2 to 4 times as effective as it was prior to the
introduction of withholding in Maryland, Kentucky and Vermont. 70

Disadvantages of withholding include the compliance costs imposed on
employers. Estimates of this cost are difficult to obtain, but it seems likely
that it would vary greatly from employer to employer. Many employers
use electronic equipment to write payroll checks and if the method of
computing withholding were adapted to machine use very little additional
cost would be involved. In other cases, the addition of another deduction
might require new equipment or new personnel which would represent a
substantial cost to the employer. The apparent ease with which employers
of millions of workers have succeeded in withholding for Savings Bonds,
Community Chest contributions, health insurance, GASI, private pension

77It is difficult to determine the exact effect of the introduction of withholding
since other changes in the law are often made at the same time and economic condi
tions change from year to year. The following estimates, however, are available from
some of the states which have adopted withholding.

1. Alabama. Projections based upon collections during the first two quarters under
withholding made by the chief of the income tax division indicate an increase
of from 13 to 17 per cent in revenue.

2. Kentucky. The estimated increase in collections due to better compliance after
the introduction of withholding is about 22.5 per cent. Report of Proceedings,
State Withholding Conference, Lexington, Kentucky, June 5-8, 1955.

3. Colorado. The increase directly attributable to withholding is estimated at 15
per cent. Information from Visits to the Tax Department of Oregon and
Colorado, Submitted to Interim Commission on Withholding Taxes by Senator
Franz, Representative Bergeson and Mr. Magnuson, July 2, 1956.

4. Maryland. Early estimates indicate a 12 per cent increase in receipts. Report 0/
Conferences with the Tax Department of Maryland and the District of Colum·
bia and the United States Revenue Service, Submitted to Interim Commission
on Withholding Taxes, by Representative Moriarty, Mr. Seltzer and Mr. HeIm-
berger, August 6, 1956. ,

5. Montana. Estimated increase is 12 per cent. Letter from Superintendent 0/
Income Tax Division to John D. Helmberger, Executive Secretary Interim
Commission on Withholding. .

6. Oregon. Because of the many other changes made in the law at the same time
and the rapid economic changes taking place in the economy, Oregon officials
have been reluctant to make estimates. Several estimates have been made
which vary considerably but tend to be lower than the estimates given above
for other states.

78Information Submitted to the Legislative Commission on Withholding, op. cit.
7°/bid. That is, the Department assumed that if the percentage increase experi

enced in another state were applied to Minnesota collections and suggested an in
crease in revenue of $4 million, administration here is twice as good. If the sug
gested increase was $8 million, then Minnesota's administration is 4 times better.
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plans, and federal, state and municipal income taxes suggests that the dif
ficulties involved are by no means overwhelming.

Withholding would increase the number of accounts to be handled by
the Tax Department since some refunds would have to be made to em
ployees who owe no tax. The cost involved would probably not be great,
however, since refunds of this kind can be handled at little cost with
automatic bookkeeping equipment.

Some of those who object to withholding point out that it does nothing
about those among whom evasion is probably the mos~ widespread. The
sources of information available to the Department of Taxation probably
permit much better enforcement of the tax upon employees than upon the
self-employed. Little can be done about checking the returns of self
employed persons except through field audits. With the equivalent of only
28 full-time auditors available for both field and office audits of individual
income tax returns,80 it is not surprising that the number of field audits is
small. Although there is little merit in an argument that would overlook
evasion in one group because it exists in another, justice to the honest tax
payer seems to require more vigorous enforcement of the tax upon self
employed taxpayers whether or not withholding is adopted. And if with
holding is adopted, it would follo~ that all taxpayers should be placed on
some approximation of a pay-as-you-go basis, as was provided for' in the
bill passed by the House in 1955.

Conclusions
The State of Minnesota relies comparatively heavily upon the individual

income tax as a source of revenue. In this respect, as well as in terms of
the ratio of. income tax collections to personal income and per capita
receipts, Minnesota ranks among the top 5 or 6 states in the nation.
Statutory State income tax rates are considerably above average, although
the effective marginal rates are not,81 while the credits for taxpayer, spouse
and dependents are, in exemption equivalents, rather low. It is the com
bination of a relatively high rate structure and low personal credits that
results in the high revenue productivity of the tax in this State.

A principal feature of the individual income tax is the fact that it repre
sents the one substantial element of progression in the State-local tax
structure. Whether or not one "believes in" graduation in the over-all tax
system, the income tax would appear to be a useful device for reducing
what would otherwise be rather steep regressivity. Against this feature of
the tax must be weighed its general economic effects and, in particular, its
effect upon the competitive position of the State. Under existing federal
income tax rates and reciprocal deductibility the State income tax adds a
maximum amount equal to 4 to 5 per cent of income to the individual's
marginal tax liability. This top rate is reached within the income range of .

8°/bid. 42 auditors are employed but about 4 months of each year is spent in
assisting taxpayers at filing time, processing mail, and so forth.

81See Table VII. 5.
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Alternatively, if it were thought desirable to increase income tax revenue
by about the same amount as would be realized through the elimination of
federal deductibility it could be achieved by increasing the normal tax rate

82Memorandum prepared by the Research Staff of the Department of Taxation,
October 2, 1956.

The Individual Income Tax
about $9,000 to $15,000. The addition to total income tax liability (State
plus federal) does not exceed 2 to 3 per cent. Whether or not a burden of
this magnitude is of· importance in inducing people to leave the State or
to refuse to accept employment here may be debatable. What is not
debatable, however, is the fact that the Minnesota income tax imposes an
increasingly small additional tax load (expressed as a per cent of income)
as income rises into the upper brackets.

Too many people are misled by the statutory rates. From the public
relations point of view it might be preferable to eliminate deductibility of
the federal tax, while adjusting the State rate schedule to leave total federal
State income tax liabilities and State receipts at the levels achievable under
the existing structure. A further advantage of such a move is that the State's
revenues would be rendered more independent of Congressional action
with respect to the federal income tax. Moreover, the State's rates would
be more straightforward and better understood. There is little advantage
to Minnesota in advertising a top-bracket rate of 11 per cent - it is diffi
cult to explain effectively that this may add as little as .1 per cent to the
taxpayer's liability, compared to what it would be in a non-income tax state.

The deductibility of the federal income tax liability from income for
normal tax purposes is estimated, on the basis of 1954 returns, to result in
a revenue loss to the State of about $22 million.82 Removal of federal in
come tax deductibility and retention of the existing normal rate structure
would increase the tax liability arising within each of the present income
brackets in the proportions indicated in the following tabulation, which
also shows the percentage of the increase in revenue that would be at
tributable to income within each of the brackets.

.3
5.1

18.8
41.3
57.8
51.4
49.4
60.5

115.6
166.4

38.9

Per cent increase
in tax liability

Per cent of total
Income bracket increase accounted

(dollars) for

0- 999. . . . . . . . . . . . . . . . . .1
1,000 - 1,999................. 2.4
2,000 - 2,999................. 10.0
3,000 - 3,999................. 15.3
4,000 - 4,999................. 11.1
5,000 - 6,999................. 10.7
7,000 - 8,999................. 5.9
9,000 - 12,499 " . . . . . . . . . . . . . . . 8.0

12,500 - 19,999 .. . . . . . . . . . . . . . . . 15.5
20,000 and over. . . . . . . . . . . . . . .. 21.0

Total 100.0
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applicable to each income bracket by 1 per cent. A third alternative, one
that would impose the same State tax liability upon income in each bracket
as is imposed under current normal rates combined with federal deducti
bility, would require substantial changes in the rate structure. These hypo
thetical rates, compared with the current ones, are presented below.s3

Rate required to produce
same revenue in absence
of federal deductibility

(per cent)

1.0
1.9
2.5
2.8
3.2
4.0
4.7
5.0
4.2
3.8

Income bracket Present normal rate
(dollars) (per cent)

--------------°- 999. . . . . . . . . . . .. 1
1,000 - 1,999............. 2
2,000 - 2,999 3
3,000 - 3,999............. 4
4,000 - 4,999 5
5,000 - 6,999............. 6
7,000· 8,999............. 7
9,000 - 12,499 8

12,500 - 19,999 9
20,000 and over 10

Examination and analysis of the income tax statutes and comparison of
certain features with those of other states' laws and the federal law sug
gest several points at which consideration might be given to change. The
logic of the medical expense deduction would seem to require that certain
"ordinary and usual" expenses, the bottle of aspirin or the annual visit to
the doctor, for example, not to be permitted as deductions. The federal
practice of permitting medical expenses in excess of 3 per cent of income
to be deducted appears to be reasonable. Adoption of this feature of the
federal law would probably add about $1 million to revenue.

Permitting contributions to political parties to be deducted from income
for tax purposes is of questionable merit. But varying the permissible
amount of the deduction according to the place of the individual within
the party structure smacks of rank discrimination.

Under present law in Minnesota two married couples each enjoying the
same total income may pay very different amounts in income taxes. The
question raised here is whether there is a sufficient difference in the
economic positions of the two, when in one case all of the income is earned
or received by one spouse while in the other it is divided between husband
and wife, to warrant the current tax differential that averages as much as
35 per cent. Both compulsory joint returns and permissive joint returns
coupled with income-splitting (the federal system) are preferable from an
equity standpoint. The former method would add more than $4 million to
revenue, while the latter, if unaccompanied by an adjustment in the rate
structure, would reduce both revenues and effective graduation.

83Estimated rates based on data provided in the memorandum referred to in the
immediately preceding footnote.
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The complexities and administrative difficulties involved in the taxation

of capital gains are certainly great enough to warrant uniformity in their
treatment by the federal and State governments. The State's carry-over
period of two years is extremely limited and could well be extended to the
five-year period ,permitted under federal law. There is also much to be said
for computing net capital gains or losses in the same manner as is now re
quired by the Internal Revenue Code of 1954.

Judging by the number of returns filed and the revenue produced, com
pliance with and administration of the income tax, relative to experience
in other states may be fairly good. But it seems obvious that the Depart
ment of Taxation is denied the appropriation it must have if administration
is to be as effective as it should or can be. The Department lacks adequate
office space, and it is unable to use the administrative devices available to
it, including the examination of federal returns, because it is woefully short
of auditing and other personnel. Even if its appropriation were raised
substantially, present salary scales are too low to enable the Commissioner
to hire and to keep an adequate staff. The results of the Department's
"demand" program and very limited field audit work suggest very strongly
that there is a great deal of room for dollars spent in this direction to bring
a return many times larger than the outlays that would be involved.

We have not been able to examine the question of withholding as
thoroughly as the intensity of the debates centering around it would war
rant. We have, however, looked- into the evidence presented before the
1955 session of the Legislature and the Legislative Interim Committee on
Withholding, as well as experience in other states and at the federal level.
If regarded purely as an administrative device, there can be little doubt
but that the pay-as-you-go system of collection, including the filing of
estimated returns and quarterly payments on the part of taxpayers not
covered by withholding, has been proven to be workable and productive
of revenue and greater tax equity. It does involve costs, both to employers
and to the Department administering it. But these costs appear to be small
relative to the advantages gained.

Unless there is "forgiveness" the introduction of withholding necessarily
means the collection of approximately 2Y2 years' taxes in 2 fiscal years. 84

The "windfall" to the State would amount to approximately $30 million.
There is no justification for using this once-and-for-all gain in revenue for
current operating purposes, although the actions of other states provide
ample precedent for it. However, if used only to finance the construction
of much needed public buildings, including those needed by the University,

84This can be illustrated by assuming that withholding becomes effective July 1,
1957. In the two following fiscal years the State would collect slightly less than two
years' revenue from withholding and estimated returns. Exactly how much less
would depend upon the time lag permitted between the deduction of the tax from the
employee's paycheck and its receipt by the State. The second installment of the 1956
tax would be collected from those who now pay their taxes in two installments and
taxes for the first half of 1957 would be collected from all taxpayers.
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and to aid in the construction of public schools throughout the State, the
windfall could be removed from the realm of political controversy and
short-term fiscal expediency. Even an alternative, in the form of "forgive
ness" of one half-year's taxes, would seem preferable to denying to the
State an administrative aid of the magnitude involved. In considering the
merits of forgiveness, however, it should be kept in mind that it, in effect,
involves windfalls to taxpayers that vary not only with levels of income
but also with age or income-receiving life. If the taxpayer continues to live
and receive tangible income for, say, 40 years, over this period the
doubling up of tax payments will mean that he, in effect, is paying taxes this
year instead of 40 years hence. If the taxpayer's income-earning life ends85

one year after withhhoiding has been introduced, on the other hand, there
is, in effect, little or no "doubling up", and thus much less justification for
forgiveness.

86Because of death, retirement, marriage, and so forth.
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CHAPTER VIII

The Corporate Income Tax

THIRTY-THREE states and the federal government tax corporate income.
In fiscal 1954 the states realized $772 million through the imposition of
this tax, approximately 7 per cent of total tax receipts of all 48 states,!
while federal collections amounted to $21.1 billion.2 The corporate income
tax and the complementary bank excise tax yielded $14.5 million in Minne
sota in 1954. These taxes accounted for 6.1 per cent of this State's tax
receipts,S compared with an average of 11.3 per cent4 for the 30 states
which imposed taxes upon corporate income and for which comparable
data are available.

Close to 13,000 corporations filed tax returns in Minnesota in 1954.
Almost one-half of them reported no net income and more than 80 per cent
of the remainder reported taxable income of less than $25,000. On the
other hand, there were 37 corporations with Minnesota taxable income of
$1,000,000 or more. These 37 corporations accounted for 42 per cent of
total taxable income and 33 per cent of the tax liability. Manufacturing
companies paid 36 per cent of the total. Wholesale and retail trade with
28 per cent, finance, insurance and real estate with 14 per cent, and trans
portation, communications and public utilities with 13 per cent of the total
corporate income tax liability accounted for all but about 9 per cent of the
remainder. 5

The Logic of the Corporate Income Tax
Rationalization of the tax as a quid pro quo for the privilege of employ

ing the corporate form of business organization is firmly based upon a long
series of court decisions. In the legal view privileges derived from incorpora-

lCompendium of State Government Finances in 1954, op. cit., p. 11. The $772
million does not include corporate income tax collections for Louisiana and Missouri,
which are not separable from individual income tax receipts, and includes only
Alabama's collections from financial corporations.

2Summal'y of Governmental Finances in 1954, op. cit., p. 21.
sSee Tables III. 4 and III. 6. The fact that Minnesota realizes only a little less

than one-half as much of its revenue from the corporate income tax as the average
of all states imposing such a tax should not be construed as a judgment on the level
of the effective State rate. Such a comparison is relevant only as an indication of the
relative revenue importance of the tax; the yield of the tax is a resultant of both the
rate level and the relative importance of corporate activity in the State.

4Derived from Compendium of State Government Finances in 1954, op. cit" p. 11.
5Data obtained from the Minnesota Department of Taxation. The number of cor

porations, taxable income and tax liabilities specified do' not include data on corpora
tions subject to the bank excise tax.
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tion are the "subject" of the tax and income then becomes the "measure"
of these privileges. .

The tax is levied on the absolute amount of corporate net income. If the
benefits of incorporation provide the rationale of the tax, then total profit is
a dubious measure. Moreover, all states charge an incorporation fee and
the privilege of incorporation is open, with some exceptions, to all busi
nesses. And even if the grant of a corporate charter still carried with it the
special monopoly privileges so common in the very earliest of such grants,
the proper tax base would not be total net income but, rather, some measure
of that income ascribable to the possession of the corporate charter.

If the value or cost of public services provided to the corporation is
offered as the rationale, then the clear task is to justify the exemption of
non-corporate business which also enjoys these services.

Resort to "ability to pay", however one may define it, in defense of
corporate income taxation is even less convincing. The owners, creditors,
managers and workers of a corporation all have separate personal tax
paying ability, but in what sense can it be reasoned that the mere fact of
their aggregation creates additional ability-to-pay? While the corporation
is, for various purposes, regarded as a "legal entity", the use of the cor
porate form of organization does not, in itself, create anything akin to
personal tax-paying capacity. Further, if the tax is to make any pretense
at all of being based on tax-paying capacity, it must fall on the stockholders.
But, since the income of stockholders may range from a very low level to a
very high one, or may even be exempt from personal income taxation, the
tax would, in this event, be capricious in its rate structure. To the degree
that the tax is shifted forward to consumers, it is a selective, hidden sales
tax. All that can be said, of a general nature, is that this tax falls upon the
many participants in the corporate endeavor to some uncertain degree,6

without reference to their economic circumstances.
In behalf of the state corporate income tax it may be argued, first, that

in common with many taxes it may be rationalized on a purely fiscal ex
pediency basis. The corporate income tax is moderately productive, at the
state level, being surpassed only by the general sales, highway-user and
individual income taxes as a source of state revenue in general and by the
latter two taxes, together with the iron ore occupation and gross earnings
taxes, as a source of State revenue in Minnesota.

Secondly, and more substantively, corporate income taxes, state as well
as federal, may be a necessary complement to the individual income tax.
Income retained by corporations builds up the stockholders' equity and
thereby increases their economic well-being. Yet, this retained income is not

6Very little is known about the "incidence" (final resting place) of the corporate
income tax. Stockholders, consumers and employees probably bear varying shares
of the tax depending on the nature and size of the levy, the geographical and indus
trial generality of its coverage and the market structure of the industries involved.
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subject to the individual income tax and would, therefore, escape taxation
in the absence of a corporate income tax or similar measure. One method
of dealing with the problem would be to subject undistributed profits to
taxation at the corporate level. The flaw in the corporate income tax is
that the levy also falls on that part of profits which is distributed and taxed
under the individual income tax. This is the so-called "double taxation"
problem. An accompanying inequity is that, normally, the corporate income
tax rate diverges from the rate at which the undistributed profits would be
taxed in the hands of stockholders, thus differentiating in favor of stock
holders in the higher income tax brackets and against those subject to rates
lower than the corporate tax rate. 7

A state corporate income tax may also serve as a complement to a state
individual income tax in a quite different fashion. Dividends originating in
corporate activity carried on in the state and paid to non-residents ordi
narily escape taxation under the state's individual income tax. With a cor
pOl'ate income tax, non-resident stockholders become indirectly assessable
for the support of state functions. That a non-resident stockholder should
be obliged to contribute in this indirect fashion to the support of state func
ions would seem to require justification of the tax on the basis of state
services rendered to the business.

Some students of public finance have defended the corporate income tax
on the ground that the alternative sources of revenue which might replace
it are likely to be less desirable in both equity and economic effects. And,
finally, to the extent that the corporate income tax has been and is im
bedded in property values, to untax the corporation would produce wind
fall gains and raise difficult questions of equity.S

The Corporate Income Tax in Minnesota
The State corporate income tax is an "excise" or "privilege" tax. The tax

is a charge on "domestic" corporations for the privilege of existing as a
corporation and a charge on "foreign" corporations for the privilege of
doing business within the State, these privileges being "measured" by net
income.9 Specifically exempted from this levy are a few activities subject,
instead, to alternative taxes and a host of cooperative, fraternal and elee-

7This defense of the corporate income tax, together with the shortcomings noted,
rests upon the assumption that the tax is not shifted forward to consumers or backward
to suppliers of goods and services, including labor services.

sSee, for example, Louis Shere, "Federal Corporate Income Tax - Revenue and
Reform", National Tax Journal, Vol. II, No.2, pp. 110-121, and Richard E. SUtor,
"The Corporate Income Tax: A Re-evaluation", National Tax Journal, Vol. V, No.4,
pp. 289-309. For a thorough discussion of the rationale of the corporate income tax
see, Richard Goode, The Corporate Income Tax (New York, 1951), Ch. 3 and J. R.
Petrie, The Taxation 0/ Corporate Income in Canada (Toronto, 1952), Ch. III.

9Minnesota Statutes, 1953, Ch. 290.02. Except that domestic or foreign corpora
tions engaged exclusively in interstate or foreign commerce are taxed directly on net
income assignable to Minnesota. Ibid., Ch. 290.03.
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mosynary institutions.10 The normal rate of the tax is a flat 6 per centll on
all taxable income in excess of $500.12 A temporary surtax of 5 per cent
of the normal rate, or an additive 0.3 per cent, was imposed for the calendar
years 1949 through 1958, the proceeds of which are earmarked for the
Veterans' Bonus Fund.13 An additional General Revenue Fund surtax of
1 per cent was imposed on all taxable income in excess of $500 for the
two years, 1955 and 1956,14 making a current total tax rate of 7.3 per cent.

National and state banks are subject to a special excise tax of 8 per cent,
measured by net income and computed in the manner provided for cor
porations generally.15 Except for the differential of 2 per cent in the normal
tax rate, justified by the Legislature because the excise tax on banks is in
lieu of all other taxes except real property taxes,16 banks are treated in
essentially the same manner as any other corporate activity for tax pur-

10Ibid., Ch. 290.05. Corporations specifically exempted include:
national and state banks, subject, instead, to a separate excise tax;
corporations engaged in the mining or producing of iron ore, subject, instead,

to the "occupation tax";
farmers' mutual insurance companies;
fraternal beneficiary associations;
cooperative or mutual rural public utilities;
"non-profit" labor, agricultural and horticultural organizations;
agricultural and other producer and consumer cooperatives; and
various eleemosynary institutions.

In addition, railroad corporations are exempt because they are subject to an "in
lieu" gross earnings tax. Minnesota Statutes Annotated, Ch. 295. Insurance com
panies are required to file a corporate income tax return but in that their tax pay
ments under the gross premiums tax are creditable against their income tax liability
they become, in effect, exempt. They are subject, however, to the Veterans' Bonus
surtax. Minnesota Statutes, 1953, Ch. 290.35 and information received from the Office
of the Commissioner of Insurance.

llIbid., Ch. 290.06. A minimum tax of $10.00 is imposed on every corporation
required to file a return.

12Ibid., Ch. 290.21. The proceeds of the corporate income tax, after deduction of
refunds and costs of administration, are earmarked to the Income Tax School Fund.
Ibid., Ch. 290.62.

1aIbid., Ch. 290.06. An additional annual tax of $5.00 is imposed on every cor
poration required to file a return, the proceeds of which are also earmarked for the
Veterans' Bonus Fund. Ibid., Ch. 290.061.

14Session Laws, 1955, Extra Session, Ch. 2, Art. IV.
15Minnesota Statutes, 1953, Ch. 290.361. "The states have the power to tax banks

and other financial institutions operating under state charter much as they see fit;
however, the power to tax national banks is restricted by federal law.

"National banks cannot be taxed more heavily than competing forms of business,
and the federal government has specified the methods by which they may be taxed.

"Since state banks are chartered by the state, it is apparent that state policy
makers would desire to treat state banks in the same manner national banks are treated.
Consequently, a uniform method of taxation of the two types of banks is followed."
Biennial Report of the Minnesota Department of Taxation, 1953-54, op. cit., p. 85.

16The principal tax from which the banks are now exempt is the tax on tangible
personalty. Because the bank excise tax is, to this extent, an in lieu tax, the revenues
collected by the State are returned to the counties for distribution among local units
of government. Minnesota Statutes, 1953, Ch. 290.361.
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poses. They are subject to the $5.00 annual tax and a 0.4 per cent surtax
on net income earmarked for the Veterans' Bonus Fund17 and the one per
cent additional surtax for the years 1955 and 1956.18

In most respects, the base of the tax, corporate net income, is defined by
the State as it is under federal law. Some major exceptions are: 19

1. The Commissioner does not permit the use of the "sum of the
digits" or the "declining balance" method of computing depreciation,
permissible for federal tax computations under the Revenue Act of
1954.
2. "Percentage depletion" is not permitted; "unit depletion" is re
quired.
3. Contributions to State charitable organizations are allowed up to
15 per cent of net income, in contrast to the federal allowance of 5
per cent. Contributions to out-of-state organizations mayor may not
be allowed, depending on reciprocal arrangements and other factors.
4. Federal income tax paid is fully deductible from income (while it is
state income taxes which are deductible at the federal level).

The determination of the corporate tax liability is modified by two basic,
-and somewhat unique, features of the Minnesota law. One is the "property
payroll credit". 20 Corporate taxpayers may reduce their tax liability by a
fraction equal to one-tenth of the average of the two ratios:

1. Tangible property located in Minnesota to total tangible property.
2. Payrolls paid or incurred in Minnesota to total payrolls.

To illustrate, if 60 per cent of its property and 40 per cent of its payrolls
are in the State, the corporation is allowed a credit of 5 per cent

60+ 40
( X 0.1 :::::: 5.0).

2
In essence, this is simply a method of reducing the effective tax rate by

1 per cent (or 0.06 percentage points) for each 10 per cent of combined
property and payroll located in the State. Since the credit has an upper
limit of 10 per cent (attained when all property and payrolls are located
in the State), the lower limit of the normal tax rate is 6.0 - 0.6, or 5.4 per
cent. The tax liability under the temporary surtaxes is not reducible by the
property-payroll credit.

The other especially noteworthy feature of the State corporate income tax
is the "allocation formula". 21 Minnesota, in common with 19 other states,

17Minnesota Statutes, 1953, Ch. 290.361.
18Session Laws, 1955, Extra Session, Ch. 2, Art. IV.
19Minnesota Statutes, 1953, Ch. 290.09 and information received from the Minne

sota Department of Taxation.
2°Minnesota Statutes, 1953, Ch. 290.06.
21A corporation wholly intra-state in its operations, that is, one with its facilities

and activities confined to a single state, presents no problems of "proper" taxing
jurisdiction. The full net income of that corporation would be "legitimately" subject to
taxation by the single host state. But, what is the proper income base for each of the
states linked together by an interstate business operation? The law is uncertain here;
quite possibly, a state claiming the commercial or legal domicile of the corporation
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has adopted a "three-factor formula", and, in common with 14 of these,
uses sales, property and payrolls. The portion of corporate net income
arising out of business carried on both within and without its boundaries
allocated to the State is the arithmetic average of: 22

1. Sales made by offices within the State as a per cent of total sales
everywhere.
2. Tangible property located within the State as a per cent of total
tangible property everywhere.
3. Payrolls paid or incurred within the State as a per cent of total
payrolls everywhere.

Minnesota diverges from common practice, however, in that it provides, at
the taxpayer's option, an alternative formula with sales weighted 70 per cent
as compared to weights of 15 per cent each for property and payrolls. 23

Finally, the single factor, sales (or gross earnings), or the separate account
ing method may be used if the taxpayer can show that either of the latter
will better reflect taxable net income properly assignable to the State. 2

,.

ANALYSIS OF SPECIAL TREATMENT OF CERTAIN GROUPS OF

CORPORATE TAXPAYERS

The actual operation of the State corporate net income tax may be better
appreciated through the use of a few simplified illustrations. In Table
might have the power to tax the corporation's full net income, regardless of source.
The danger of double, or even multiple, taxation is evident. In practice, however, states
allow corporations located or doing business within their boundaries to apportion or
"allocate" their income between states by some measure of source of earnings.

Two general income apportionment methods have been developed: The "separate
accounting" method in which income and expenses attributable to a state are specifi
cally segregated from income and expenses arising elsewhere and the so-called
"formula" method. In the latter, the state claims a fraction of corporate net income
equal to the fraction of corporate costs, sales, purchases, property or payrolls, or
some combination of these, allocable to the state. Most states allow separate account
ing but depend principally on a formula. Both methods are somewhat arbitrary, but
a distinct disadvantage of the separate accounting method is that the taxpayer is
entrusted to make the arbitrary decisions on apportionment between states. For the
most complete discussion of the legal aspects of the income allocation problem see,
George T. Altman and Frank M. Keesling, Allocation of Income ill State Taxatioll,
Second Edition (Chicago, 1950).

22Minnesota Statutes, 1953, Ch. 290.19. Certain income is not allocable - income
from real estate having its situs in Minnesota, for example.

2S"Property" includes land, buildings, machinery and equipment, inventories and
other tangible personal property actually in use, whether owned or rented. "Payrolls"
assignable to Minnesota include all wages and salaries paid to employees within the
State and to employees working without but accountable to an office within the State.
"Sales" assignable to Minnesota include sales made within the State or from or by
offices or agencies within the State. "All sales shall be deemed allocable to Minnesota
unless it can be shown to the satisfaction of the Commissioner that such sales were
negotiated ... by agents ... connected with ... premises ... outside the state."
Sales need not be final; preliminary negotiations later completed outside the State
are included. Minnesota Department of Taxation, State of Minnesota Income Tax
Act, 1953, pp. 319-20.

24Minllesota Statutes, J953, Ch. 290.19.
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VIII. 1, three hypothetical corporations have been constructed to illustrate,
especially, Minnesota's distinctive property-payroll credit and alternative
income allocation formula.

THE PROPERTY-PAYROLL CREDIT

Corporation "A" of our Table is a wholly intrastate business, with all its
property, payrolls and sales in Minnesota, and, hence, all its net income
allocable to the State. Corporation "B" has an equal amount of property,
payrolls and sales within the State but its size is tenfold that of "A", with
nine-tenths of its assets and activity elsewhere. These two corporations,
with identical Minnesota net incomes after federal corporate income taxes
of $500,000, would be formally subject to the same normal State tax of
$29,970 and surtaxes of $6,494. Corporation "A", however, shall receive
the maximum property-payroll credit of 10 per cent of the normal tax
liability, $2,997, while Corporation "B" would be entitled to a credit of
only 1 per cent, $300.

Despite the fact that Corporation "B" is making an equal absolute con
tribution to productive wealth and income in the State, it is subject to a
corporate income tax levy 8.1 per cent greater than that borne by Cor
poration "A". The only apparent defense of this tax differential is that,
presumably, Corporation "B" could make a greater contribution to the
economic welfare of the State by shifting more of its operations to Minne
sota. But could more of its facilities and activities be relocated here? A
"national" manufacturing firm with 40 per cent of its operations in Minne
sota may have made a greater effort to favor the State in its locational deci
sions and be more entitled to a tax concession than a trade or service
corporation with 80 per cent of its operations conducted locally out of
necessity. If the goal is to reward corporations for either their actual contri
bution or their effort to attain their full potential contribution to the State
economy, the method is not well adapted to this purpose.

THE INCOME ALLOCATION FORMULA

Again referring to the same Table, Corporation "C" is similar to Cor
poration "A" in that all of its property and payrolls are located in Minne
sota. The former differs from the latter in that it must go outside the State
to market its product. (Sales are assumed to be entirely outside the State
to present the strongest contrast.) Corporation "C" would certainly select
the alternative income allocation formula, weights of 15 per cent each for
property and payrolls and 70 per cent for sales, in apportioning its net
income between Minnesota and other states. Lacking this alternative, two
thirds of the net income of Corporation "C" would be allocable to the
State but, with the alternative sales-dominated formula, only three-tenths
is subject to State taxation. The result is that Corporation "C" bears a
corporate income tax only 30 per cent as large as that borne by Corpora
tion "A", even though the public-service benefits enjoyed by the fonner are
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Table VITI. 1. Minnesota State Income Tax Liability Incurred by Hypothetical Corporations in Various Circumstances

*Surtax of 1 per cent allocated to General Revenue Fund and 0.3 per cent earmarked for the Veterans' Bonus Fund.

Corporation "A"

Net income $500,000

Within
State

~

Corporation "B" Corporation "C"

Within Without Within Without
State State State State

$ 8 million $ 72million $ 8 million °10 million 90 million 10 million °20 million 180 million ° $20 million

$5,000,000 $500,000

10 30

500,000 150,000

500 500

499,500 149,500

6.0 6.0

29,970 8,970

300 897
--

29,670 8,073

1.30 1.30

6,494 1,944

5 5

36,169 10,022

108.1 29.9

Without
State

o
o
o

1.30

6,494

5

33,472

100

499,500

6.0

29,970

2,997

26,973

100

500,000

500

$ 8 million
10 million
20 million

Property .
Payrolls .
Sales .

Amount .

Property-payroll credit .

Normal tax liability .

Normal tax: Rate (per cent) .

Amount .

Less: Specific exemption

Income allocable to Minnesota: Per cent .

Surtaxes: * Rate (per cent) .

Amount .

Annual tax .

Total tax liability .

Index of total tax liability .

W Balance subject to tax .-o
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The Corporate Income Tax
probably nearly as great and its tax-paying capacity, as measured by net
income, is equal to that of the latter corporation.

These two tax advantages do not offset each other. It is worth noting
that Corporation "c" is entitled, equally with Corporation "A", to the full

. property-payroll credit of 1° per cent. In summation, Corporation "C"
benefits from both the property-payroll credit and the alternative income
allocation formula, Corporation "A" benefits only from the former and
Corporation "B" does not benefit appreciably from either, despite the fact
that all three of these hypothetical corporations contribute the same amount
of productive wealth (property) and income (payrolls) to the State.

REVENUE COST OF THE SPECIAL PROVISIONS

Provisions for special treatment of certain groups of taxpayers may be
justified as a means of achieving equity between taxpayers or of meeting
interstate competition for industry or for other reasons. Each provision,
however, should be carefully scrutinized and the burden of proof should
be on those seeking the initiation or defending the continuation of special
treatment for the group they are championing. In the evaluation it is
relevant to know how much a special provision will cost the State.

The $500 "specific credit"25 is clearly designed to favor the small, or
hard-pressed, corporation because its quantitative importance diminishes
with the amount of total profit. In that the special privileges of a corporate
charter and the enjoyment of public services are not directly related to total
profit, this feature is highly questionable on "benefit" grounds. And the
element of "progression" imparted to the rate schedule, although small,
embodies the implicit assumption that larger total profits create greater
"ability-to-pay" per dollar of profits. If rate progression has any meaning
at all in business taxation, and this remains to be demonstrated, it should
be related to rate of profit and not total profit. Moreover, a corporation
having total net income of $1 million, only $500 of which is allocable to
Minnesota, gains as much as a wholly intrastate corporation with net income
of $500. Rationale aside, this tax concession costs the State approximately
$200,000 annually in lost revenue.

The "property-payroll credit" rewards firms which localize their property
and operations in the State and, presumably, encourages others to do like
wise. This obviously competitive provision has the unfortunate by-product
of creating problems of intrastate equity, detailed above. In addition large
"national" corporations which could transfer a small part of their opera
tion here, but no more, are treated inequitably relative to smaller local
market-oriented corporations. Whether this contradictory complex improves
the State's competitive position on net is debatable. What is clear, how-

250nly Minnesota and Louisiana provide for an exemption or credit in their cor
porate income tax.

26Estimate supplied by the Minnesota Department of Taxation in a letter to the
Minnesota Tax Study Committee from the Commissioner of Taxation, dated April
4, 1956.
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ever, is that this feature is estimated to cost the State between $800,000
and $1,000,000 annually, with an estimated cost of $875,000 for 1954.27

The provision of the alternative income allocation formula especially
favors the firm producing locally but selling in a national, or at least out-of
state, market. Such a corporation can reduce the portion of its net income
allocable to the State and, accordingly, its income tax liability, by one-half
or more and continue to enjoy, undiminished, the benefits of various State
services. Still, to the extent that other states emphasize the sales factor in
their income-allocation formulas, this State, without the income allocation
option, would be placed at a competitive disadvantage in securing national
market firms. 28 The interstate competitive advantages and the intrastate
disadvantages of this tax feature cannot be quantitatively compared. The
choice is a value judgment. But, the revenue cost of the allocation option
is measurable and is estinlated at about $500,000 for 1954.29 Of the 197
corporations which took advantage of the alternative formula, 9 firms,
those reducing their State tax liability by more than $10,000 by choosing to
weight "sales" by 70 per cent, realized almost 80 per cent of the total
and 5 firms, those realizing tax reductions of more than $30,000, ac
counted for about 65 per cent of the total.30

I11terstate Comparisons
With a normal rate of 6.0 per cent and surtaxes of 1.3 per cent, Minne

sota has the third highest statutory corporate net income tax rate in the
country. Only Idaho with 8.6 per cent and Oregon with 8.0 per cent exceed
this State's 7.3 per cent, and Oregon allows an offset for personal property
taxes paid of up to 50 per cent of the corporate income tax liability.

TAX RATES AND FEDERAL INCOME TAX DEDUCTIBILITY

The competitive position of Minnesota, however, is much better than
the formal rate schedule suggests. The property-payroll credit may reduce
the effective rate to as low as 6.7 per cent and the alternative income
allocation formula may greatly reduce the tax base of out-of-state-market
corporations (although states with only the single factor, "sales", in their
allocation formula provide a milder tax climate). But, in addition to these
two features, Minnesota joins that one-half of the corporate-income-tax
states which allow corporations to deduct federal corporate income tax
liability in arriving at taxable income. "Reciprocal deductibility" of federal

27lbid.
280f the neighboring states, Wisconsin and North Dakota employ income alloca

tion formulas that are roughly equivalent to Minnesota's three-factor formula; Iowa
and Missouri with straight "sales" formulas, are more lenient toward the "export"
corporation.

29lbid., May 1, 1956.
sOlbid. Our estimates derived from a frequency distribution of corporations classi

fied by "additional corporate tax liability which would have resulted if corporations
had not been permitted to utilize the weighted (15-15-70) allocation formula in
1954".
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and state corporate income taxes reduces the "effective marginal" state
tax rate to about one-quarter of the statutory rate, as against a rate reduc
tion of about one-half for states in which the corporation can take tax
deductibility only at the federal level. 81

The powerful effect of "reciprocal deductibility" of corporate income
taxes on the state statutory tax rate is disclosed in Table VIII. 2 and Chart
VIII. 1 (p. 562). The effective marginal state tax rate, that is, the added tax
burden on the corporation resulting from the addition of a state corporate
income tax to the existing federal corporate income tax, is lower in states al
lowing reciprocal deductibility, almost without exception. The only note
worthy exception is Idaho and it drops from first to eleventh rank due to
"reciprocal deductibility". Minnesota drops from second or third to eight
eenth rank in this refined measure of corporate tax "burden". By the same
token, elimination of reciprocal deductibility would raise Minnesota's effec
tive marginal state rate to 3.5 per cent, higher than that of any other state.

TAX LIABILITIES

An interstate comparison of tax rates can only provide a first approxi
mation of comparative corporate income tax levels. The definition of net
income, the state allocation formula and other special features, such as the
"property-payroll credit", all combine to modify effective tax levels.

A somewhat more realistic analysis of interstate corporate income tax
differentials can be made by comparing the tax li~bilities of various hypo
thetical corporations operating in selected states. To keep the computations
within manageable proportions, the analysis is confined to the eight-state
area, specifically, the five states therein which have corporate income taxes.

81The "effective marginal" state tax rate is the net increment to total tax rate
resulting from adding a state corporate income tax to the existing federal levy. State
corporate income tax payments are allowed as deductions from income under the
federal corporate income tax. With the federal tax reaching a marginal rate of 52
per cent at $25,000, for all but the smaller corporations a state corporate income tax
adds only 48 per cent of its actual amount to the corporation's tax bill; the other 52
per cent is absorbed by the federal government through a reduction in the latter's
tax base and revenue. When, added to this, federal income tax payments are allowed
as deductions from income under the state corporate income tax, roughly one-half
of the state tax base is removed, reducing the net effective marginal rate OIl the
corporation to about one-quarter of the state statutory rate. For example, the com
putations for Minnesota are as follows:

F = .52 (I-S) where: I is corporate net income before either tax
S = .073 (I-F) F is the "effective" federal corporate income tax rate

S is the "effective" state corporate income tax rate
F = .5011 I S' is the "effective marginal" state corporate income
S =.0364 I tax rate.

S' = .0364 1- (.52 1- .5011 I) = .0175 I
gross reduction in fed- net (marginal)

effective eral tax rate effective rate
rate
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Table VIII. 2. State Corporate Net Income Tax Rates, 1955

Maximum
statutory Deductibility Effective marginal
tax rate of federal state tax raten

State (per cent) income taxes (per cent)

Mississippi 6.8411. no 3.28
Massachusetts 6.765b no 3.25
Wisconsin 7.011. (m) 3.02
North Carolina .. . . . . . . . .. 6.0 no 2.88
New York 5.5cd no 2.64

Arkansas 5.011. no 2.40
Pennsylvania . . . . . . . . . . . .. 5.0 no 2.40
Rhode Island. . . . . . . . . . . .. 5.0c no 2.40
South Carolina 5.0e no 2.40
Vermont 5.0 no 2.40

Virginia . . . . . . . . . . .. 5.0 no 2.40
Maryland 4.5f no 2.16
Idaho ..................• 8.611. yes 2.07
Connecticut 4.21875cg no 2.02
Colorado 4.0h no 1.92

Oregon . . . . . . . . . . . . . . . . .. 4.01 no 1.92
Tennessee 3.75 no 1.80

MINNESOTA 7.3J yes 1.75

South Dakota ...........• 3.0k no 1.44
North Dakota . . . . . . .• 6.011. yes 1.43
Arizona 5.011. yes 1.18
Kentucky . . . . . . . . . . . . . . .. 4.5 yes 1.06
California ..............• 4.0 yes 0.94

Georgia ................• 4.0 yes 0.94
Louisiana . . . . . . . . . . . . . . •• 4.01 yes 0.94
Oklahoma .............•• 4.0 yes 0.94
Utah . . . . . . . . . . . . . . . . . . .. 4.0c yes 0.94
Alabama ..............•• 3.0 yes 0.70

Iowa ..................•• 3.0 yes 0.70
Montana ..............•• 3.0 yes 0.70
Kansas .... . . . . . . . . . . . . •• 2.0 yes 0.47
Missouri ..............•• 2.0 yes 0.47
New Mexico ..... . . . . . . •• 2.0 yes 0.47

nState has graduated schedule, indicated maximum rate begins at net income of
$5,000 in Idaho, $6,000 in Arizona and Wisconsin, $15,000 in North Dakota and
$25,000 in Arkansas and Mississippi.

bAll corporations pay additional tax on corporate excess. Domestic property hold
ing and property dealing corporations pay not less than 1120 of 1 per cent of gross
receipts. .

cAn alternative method of computation must be used if it yields a greater tax.
dIn addition, there is a tax of one-half mill on each dollar of allocated subsidiary

capital of the first $50 million; one-quarter mill per dollar of the next $50 million;
and one-eighth mill per dollar on the remainder of subsidiary capital.

eMinimum tax 3 per cent of entire net income plus compensation to officers and
stockholders owning more than 5 per cent of issued capital stock, minus $6,000 and
any deficit for the year.
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The Corporate Income Tax
Table VIII. 2. (Continued)

fDomestic corporations are allowed credit for the amount of their franchise tax
payments in excess of $25.

gEffective for 1955 business year only. Rate for 1956 business year is 3.75 per cent.
hA credit of 20 per cent is allowed on the normal rate of 5 per cent.
iThe normal rate of 8 per cent is subject to an offset for personal property taxes

paid, up to 50 per cent of the excise tax in the case of mercantile, manufacturing, and
business corporations. The 4 per cent rate assumes that the full 50 per cent credit for
personal property taxes paid is taken.

jA credit of 10 per cent of the average of tangible property-payroll ratios is allowed.
kOn net income of banks and financial corporations only.
IOn net income in excess of that portion of $3,000 which the taxable net income

bears to total net income.
mThe deduction is limited to 10 per cent of net income.
nFederal tax rate of 52 per cent used for simplification.

Source: Derived from The Tax Foundation, State Tax Rates and Collections, 1950
and 1955, Government Finance Brief Number 3 (New York, April, 1956), Table 5,
p. 15 and United States Treasury Department, Overlapping Taxes in the United States
(Washington, D.C., 1954), Table 14, p. 41.

The first case considered is that of the exclusively intrastate corporation
with all of its property, payrolls and sales within a single state. The state
and federal corporate income taxes were computed for three levels of net
income: $10,000, $100,000 and $1,000,000, as shown in Table VIII. 3.
The computations disclose that Wisconsin imposes by far the highest taxes
on the two higher-income corporations, due largely to the fact that Wis
consin limits deduction of federal income taxes to 10 per cent of corporate
income. Minnesota climbs from second to first rank in the case of the
$10,000 net income corporation, primarily because the State's $500 flat
exemption does not match the low beginning rates of Wisconsin's or North
Dakota's graduated rate schedules as a tax concession to the smaller cor
poration. Iowa and Missouri rank at the bottom because of their very much
lower statutory tax rates of 3 and 2 per cent, respectively.

The second case analyzed is that of the "export" corporation, the firm
selling primarily in out-of-state markets. The assumption here is that 90
per cent of property and payrolls are located within the state but only 10
per cent of the sales are intrastate. With a net in~ome of $1 million, this
corporation will be subject to tax liabilities ranging widely from about
$1,500 in Iowa to nearly $40,000 in Wisconsin. The tax liability is greatly
influenced by the state's income allocation formula and Iowa, Missouri
and Minnesota, with descending emphasis on sales, are the most clement
taxing jurisdictions largely because relatively little of this corporation's
income would be taxable in these states.

The third case analyzed is that of the "import" corporation, the firm
that only sells in the home market. The assumption here is that no property
or payrolls are located within the state but 2 per cent of the sales are made
locally. Again with a net income of $1 million, the tax differentials are
much smaller. Now, conversely, emphasis on "sales" in the income alloca-
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Table VIII. 3. State and Federal Net Income Tax Liabilities of Various Hypothetical
Corporations in Five States

State Total

Minnesota tax
differential:

o
6

134
163
212

$-13,986
o

1,856
9,058

11,450

$ -1,164
o

304
984

1,247

o $
9

191
232
303

-2,426
o

634
2,049
2,598

Case 1. The "intrastate" corporation; all property, payrolls
and sales in the state.

A. Corporate net income = $10,000

State
Corporate income tax liability tax

State Federal Total indexState

MINNESOTA
Wisconsin , ..
North Dakota , ..
Iowa .
Missouri .

Wisconsin .
MINNESOTA .
North Dakota .
Iowa .
Missouri .

$ 444 $ 2,867 $ 3,311 100.0 $
435 2,870 3,305 98.0
253 2,924 3,177 57.0
212 2,936 3,148 47.7
141 2,958 3,099 31.8

B. Corporate net income = $100,000
Wisconsin .. ,...... $ 6,105 $ 43,325 $ 49,430 165.9 $
MINNESOTA 3,679. 44,587 48,266 100.0
North Dakota , . 3,045 44,917 47,962 82.8
Iowa 1,630 45,652 47,282 44.3
Missouri ,.. 1,081 45,938 47,019 29.4

C. Corporate net income = $1,000,000
$62,805 $481,841 $544,646 186.5 $- 29,137

33,668 496,992 530,660 100.0 0
29,800 499,004 528,804 88.5 3,868
14,796 506,806 521,602 43.9 18,872

9,812 509,398 519,210 29.1 23,856

$-13,653
-4,473

o
2,827
4,706

$-28,445
-9,320

o
5,889
9,801 .

352.6
182.8
100.0
47.7
13.0

$533,558
524,378
519,905
517,078
515,199

Case II. The "export" corporation; 90 per cent of property and
payroIIs but only 10 per cent of sales in the state; corporate
net income = $1,000,000.1

Wisconsin $39,705 $493,853
North Dakota. . . . .. 20,580 503,798
MINNESOTA ..... 11,260 508,645
Missouri .. ,....... 5,371 511,707
Iowa 1,459 513,740

Case III. The "import" corporation; no property or payroIIs
but 2 per cent of sales in the state; corporate net income ==
$1,000,000.2 .

Iowa $ 291 $514,348 $514,639 145.5 $ - 91 $ - 43
Wisconsin......... 225 514,383 514,608 112.5 -25 -12
MINNESOTA ..... 200 514,396 514,596 100.0 0 0
Missouri ... ,...... 194 514,399 514,593 97.0 6 3
North Dakota . . . . . . 73 514,462 514,535 36.5 127 61

1Income aIIocable to the state: Wisconsin, $633,333; North Dakota, $700,000;
Minnesota, $340,000; Missouri, $550,000 and Iowa, $100,000.

2Income aIIocable to the state: Iowa, $20,000; Wisconsin, $6,667; Minnesota,
$6,167; Missouri, $20,000 and North Dakota, $5,000.

Source: Derived from Commerce Clearing House, State Tax Reporters (Chicago,
1955).
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The Corporate Income Tax
tion formula results in a larger tax levy on the interstate corporation. Iowa
leads the list and Missouri with a 2 per cent tax rate almost matches the
tax levies of Wisconsin and Minnesota, which latter states have tax rates
threefold that of Missouri.

In all three cases the total income tax differentials are very much less
than the state differentials. For the export corporation, for example, where
as the difference between the Minnesota and Iowa state income tax liabili
ties is $9,801, the difference is reduced to only $4,706 when the reduction
in the corporation's federal liability resulting from the lower tax base for
federal income tax purposes is taken into account. Similarly, although this
corporation would pay $11,260 in income tax to Minnesota and no income
tax to the state of Illinois, the federal tax liability is $508,645 in Minne
sota, compared with $514,500 in illinois. Thus the total income tax dif
ferential between Minnesota and Illinois, or any other state which does not
impose an income tax, is not $11,260 but only $5,405.82

Conclusions
The relative corporate income tax rates and liabilities of the five states

have been integrated and abridged from the two preceding tables into the
exhibit that follows. The indices of statutory and effective marginal state

State Corporate Net Income Tax Indices
(Minnesota = 100)

Statutory
State rate

Wisconsin. , . . . . . .. 95.9
MINNESOTA ..... 100.0
North Dakota. . . .. 82.2
Iowa , . . .. 41.1
Missouri 27.4

Effective
marginal

state
tax rate

172.6
100.0
81.7
40.0
26.9

Hypothetical tax liability

Intrastate "Export" "Import"
corporation corporation corporation
(Case IC) (Case II) (Case nl)

186.5 352.6 112.5
100.0 100.0 100.0
88.5 182.8 36.5
43.9 13.0 145.5
29.1 47.7 97.0

tax rates are almost identical, except for Wisconsin, which severely limits
the deductibility of federal income taxes. The index of effective marginal
state tax rates conforms closely to the index of computed tax liabilities for
the "intrastate" corporation. The "export" corporation fares better in
Minnesota than the rates alone suggest, with the State dropping from
second to third rank in relative tax liability. Iowa, with the single factor,
"sales", in its income allocation formula, imposes by far the lowest tax on
the "export" corporation and Wisconsin, with no special provision for the
out-of-state-market corporation, levies a very much higher tax than does
any of the other four states. The "import" corporation also fares better

8ZThat is, $11,260 less the difference in federal income tax liability of $5,855
($514,500 - $508,645).
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in Minnesota than the rate structure suggests, the State again dropping from
second to third rank in relative tax liability.

To summarize, Minnesota's very high statutory rate is halved in effect
by "reciprocal deductibility" of federal and state corporate income taxes.
The State's "effective marginal tax rate" is softened for locally-based cor
porations by the "property-payroll credit" feature. Finally, all interstate
corporations, "export" or "import", benefit under the alternative income
allocation formula which allows a choice in the weight assigned to the
"sales" factor. These latter two provisions, however, pose problems of
equity as between corporations in that businesses that produce within and
sell without the State are specially favored. The corporate income tax rates
and provisions of Iowa and Missouri, particularly the former, offer the
greatest attraction to corporations with widespread markets and those of
North Dakota and Wisconsin, particularly the latter, are the least attractive.
This conclusion is subject of course to the obvious fact that Illinois,
Nebraska and South Dakot,a, with no state corporate income taxes, are the
states offering the greatest locational inducement on this count.

From the point of view of both "public relations" and the desirability of
avoiding fluctuations in the effective State rate and revenues that now arise
as a consequence of changes in federal tax rates, there is much to be said
in favor of eliminating the deductibility of the federal income tax from
income for State purposes. A rate of about 3.8 per cent would be requu'ed
if the revenue realized were to be maintained at the level produced by the
current 7.3 per cent rate. A further advantage of this change may be seen
if it is thought desirable to lighten the relative tax load on corporations
with incomes allocable to Minnesota of less than $25,000. Currently the
effective marginal State rate applicable to such corporations is higher than
that applied to income in excess of $25,000.

Finally, especially if withholding and current payment of estimated lia
bilities are introduced in the individual income tax, federal action in re
quiring almost-current payment of the corporate income tax should be
followed.
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CHAPTER IX

'laxation of Iron Ore and Taconite1

THE special taxation of iron mining dates back to 1881, when the Legisla~

ture, in qn effort to encourage development of this "infant" industry, im~

posed a tax of one cent per ton on iron ore mined in the State, in lieu of
property taxes. The tax was repealed in 1897, however, after the Attorney
General ruled that it was unconstitutional. Since then iron ore, mined and
unmined, has been subject to the property tax - and, since 1913, assessed
at 50 per cent of "true and full" value, the highest percentage applicable
under the State's system of classification. In 1921 the Legislature imposed
an "occupation" tax at the rate of 6 per cent of severed ore value less
certain mining costs. This was complemented two years later by the im
position of a 6 per cent tax on mining royalties. "Taconite", more properly
an ore-bearing rock than a true iron ore, and facilities used in its beneficia~

tion were virtually exempted under the property tax in 1941, when a tax
of 5 cents per ton of concentrate was introduced.in

The mining of iron ore provides an important source of employment and
income to the State. It is proportionately even more important as a source
of State revenue. The "occupation tax" on iron mining alone raised $3,1.5
million in fiscal 1956. This tax contributed about 13 per cent of total State
tax revenue, trailing only the individual income tax and the gasoline tax
as a revenue producer for that year. Adding the proceeds of the tax on iron
ore royalties brings the 1956 total State revenue from occupation and
royalty taxes to $34.9 million, or 14 per cent of total State tax receipts.
In addition, the industry paid more than $22 million in State and local
property taxes on iron ore reserves.

The cyclical sensitivity of the iron mining industry, coupled with the
fact that the occupation tax is a hybrid net income-severance tax, is re
flected in the pattern of the tax yield through time. A 40 per cent decrease
in production of iron ore between 1953 and 1954 was followed by the even
greater decline of about one-half in tax collections, to a level of only $16.5
million in 1955. The royalty tax yield, also cyclically sensitive, but to a
much lesser degree, fell by about one-quarter to a level of $2.5 million in
1955.

The Nature of the Iron Ore Occupation and Royalty Taxes

THE IRON ORE OCCUPATION TAX

The Minnesota Statutes provide that anyone engaged in the business of
mining or producing iron ore or other ores in the State shall pay an occu~

iThe treatment of unmined iron ore under the ad valorem property tax is dealt
with in Ch. V.

inThis brief historical background is drawn from a somewhat more detailed pre
sentation in Ch. III.
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pation tax on the value of all ores mined or produced. 2 This tax is payable
in addition to all other taxes provided for by law. 3 (Mining, however, is
exempt from the State corporate income tax.) To determine the tax base,
the Commissioner of Taxation is directed to deduct certain costs from the
value of the ore at the mouth of the mine. These "statutory deductions"
are: 4

1. Cost of development (proportionate amount of the cost of remov
ing the over-burden in open pit mines or shaft construction in
underground mines).

2. Cost of mining (labor and supplies).
3. Cost of administration (including Mine or District office and cen

tral office if in Minnesota).
4. Depreciation of mine plant and equipment.
5. Royalty paid (only if the mining company is a lessee; no deduction

if the mining company is the owner of the property).
6. Ad valorem property tax (only a fraction of the total tax equal to

the fraction of the- total tonnage that is mined during the current
year).

7. Miscellaneous costs (such as engineering, laboratory, and so forth).
The law, however, leaves the Commissioner without guidance in deter

mining the value of the ore, from which these deductions are to be made.
The law does not provide any machinery for ascertaining the value

beyond the mouth of the mine. The value beyond the mouth of the
mine is a non-statutory determination. Ever since the inception of the
law, the method of ascertaining this value has been by deducting from
market prices for the ore at the ports of delivery the intervening costs
of transportation and marketing. 5

THE LAKE ERIE PRICE

The crux of the valuation procedure is the use of the price of iron ore
at Lower Lake ports. a The so-called "Lake Erie Price" has been the focus

2Miflnesota Statutes, 1953, Ch. 298.01.
3Minnesota Constitution, Art. IX, Sec. lA.
41bid., Ch. 298.03. See also, Report of the Minnesota Interim Committee on Tax

Research (Submitted to the. Minnesota Legislature of 1951), pp. 35-6, and Report
of Legislative Commission on Taxation of ll'On Ore, 1955 (St. Paul, December 20,
1954), pp. 27-30; 55-59.

5G. Howard Spaeth, "Iron Ore Taxation in Minnesota", Proceedings of the Forty
[irst Annual Conference of the National Tax Association (Denver, 1948), p. 240.
Marketing costs are allowed at a uniform rate of 5 cents per ton, regardless of actual
expenses. In addition, costs of beneficiation, stockpiling, loading and miscellaneous
items, such as marine insurance and cargo analysis, are also allowed as non-statutory
deductions, that is, deductions before arriving at value at the mine.

6"•.• before each mining season, usually in the winter, the producers of iron ore
or the mining companies are seeking a market for the are during the following ship
ping season, and thus these mining companies approach users of iron ore in an

320



T
·1

Taxation of Iron Ore and Taconite

of much controversy and a frequent subject of inquiry for tax study com
mittees. Upon examination, the conclusion has generally been that the Lake
Erie price is probably the best value approximation possible in an industry
in which only a small fraction of the total product enters the market. For
example:

Witnesses who appeared before the Commission and vigorously
attacked the use of the Lake Erie price were unable to suggest to the
Commission a better method of determining the tax base.

In view of the foregoing it has been concluded that the use of the
Lake Erie price has not been detrimental to the State of Minnesota.
(italics added)7

THE TAX RATE

The "normal" rate of the occupation tax is 11 per cent of the valuation
of the ore at the mouth of the mine. 8 For the ten-year period beginning on
January 1, 1949 and extending through December 31, 1958, an additional
1 per cent was levied and dedicated to the Veterans Compensation Fund.!)
And, on top of this, a temporary tax of 15 per cent of the normal 11 per
cent rate (1.65 per cent) was added for the two years 1955 and 1956.10

Thus, the present total rate is 13.65 per cent.

THE LABOR CREDIT

The effective tax rate is reduced to varying degrees by the labor credit
provision. Under this provision a fraction of high labor costs is credited
against the occupation tax liability of the mining company. The labor credit
feature, as amended in the 1955 Legislative Session,l1 is extended to all
endeavor to enter into a contract to supply the steel manufacturer with the needed
tonnage of ore. When a mining company or producer of iron ore has reached an
agreement with the purchaser or steel manufacturer for the sale during the shipping
season of a substantial tonnage of ore and the price therefor has been agreed upon
by the seller and the purchaser, this fact is made known and the price is published in
various trade journals....

"The price of the ore in this first contract for a substantial tonnage is the price of
a gross ton of iron ore containing 51.50 per cent natural iron delivered at ports of
Lake Erie.... The price is adjusted up or down, according to the iron units in the
ore, using the market price of 51.50 per cent natural iron. There are also adjust
ments because of phosphorus, silica and other materials in the ore. The market price
so established is then used by all mining companies as the market price or value of
iron ore for that season and is· the value used by the State Department of Taxation in
determining the various taxes on the mining industry in Minnesota." Report of Legis
lative Commission on Taxation of Iron Ore, 1955, op. cit., pp. 103-4.

7Ibid., p. 106. A higher price is advantageous to the ore producer under the
depletion provisions of the federal income tax laws, but this advantage is approxi
mately offset by the higher State occupation tax liability incurred.

8Minnesota Statutes, 1953, Ch. 298.01.
9Minnesota Constitution, Art. IX, Sec. lB.
lOSession Laws, 1955, Extra Session, Ch. 2, Art. II. Taconite was specifically

exempted from this surtax.
11Ibid.
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underground mines and open pit mines with low-grade ores, that is, ores
which have to be beneficiated beyond the common washing and crushing
processes. In such mining operations the present credit allowed is equal to
10 per cent of labor costs over 70 cents per ton and 15 per cent over 90
cents per ton of merchantable (shipping) ore.

The labor credit extended to an individual mine is limited to 75 per cent
of the gross tax in underground and taconite operations and 60 per cent in
other operations. Prior to the 1955 amendment, the statutes limited the
labor credit extended to all mines to 7.3 per cent of the aggregate tax lia
bility (excluding taxes levied for the Veterans Compensation Fund) and, if
necessary, the Commissioner was required to reduce the individual credits
by equal percentages to keep the total credit within this limit. The 1955
amendment of the law lowered the limit to 6.2 per cent, but exempted all
underground and taconite operations from the limitation. The provision
remains that the mine may elect, instead, a credit equal to two-thirds of
one per cent of its tax liability for each one per cent of its ore production
converted into pig iron, sponge iron or powdered iron within the State.

THE ROYALTY TAX

The iron ore occupation tax is supplemented with a tax on royalties
received for permission to explore for or mine ore. The royalty tax is levied
at the same rate as the occupation tax, 11 per cent,12 plus 1 per cent13 plus
15 per cent of the normal rate of 11 per cent,14 for a total of 13.65 per
cent. Since a mining company may either own or lease ore-bearing prop
erty, the "economic rent" (net mineral value) may accrue solely to the
mining company (as owner-operator) or be divided between the mining
company and the fee owner.16 Accordingly, royalties paid are allowed as a
statutory deduction to the mining company and, theoretically, are subject
to tax in the hands of the fee owners (lessors). This integration of the occu
pation and the royalty taxes was designed to keep the total tax liability
imposed on iron ore mining the same whether the operator is a lessee or
fee owner. In practice, however, iron ore mining leases generally require
the operator to pay all taxes and assessments and the courts have inter
preted this contractual provision to include royalty taxes.16

12Minnesota Statutes, 1953, Ch. 299.01.
13Ibid., Ch. 299.011.
14Sessiol1 Laws, 1955, Extm Session, Ch. 2, Art. III.
15If arm's-length bargaining and frequent renegotiation prevails in the market for

mining leases, especially among the buyers (mining companies), then it would be
reasonable to assume that the lessors would be able to extract from the lessees
(nearly) all of the economic rent from their mineral property. If this were the case,
lessee mining companies ought to pay no more under the occupation tax than they
would pay under the State corporate income tax. The "natural heritage"would be
reaped solely by the lessor and a persistence of more than "normal" profits in any
lessee mining company would probably be the consequence of its superior mflnagerial
efficiency. (See pages 9-11 below.)

16Minnesota Statlltes Annotated, Ch. 299.01, Note 4.
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TACONITE AND IRON SULPHIDES

For the purpose of sections 298.23 to 298.28, "taconite" is defined
as ferruginous chert or ferruginous slate in the form of compact,
siliceous rock, in which the iron oxide is so finely disseminated that
substantially all of the iron-bearing particles of merchantable grade
are smaller than 20 mesh. Taconite may be further defined as ore
bearing rock which is not merchantable as iron ore in its natural
state, and which cannot be made merchantable by simple methods of
beneficiation involving only crushing, screening, washing, jigging, dry
ing, or any combination thereof,17

The tax on taconite and iron sulphides is 5 cents per gross ton of mer
chantable iron ore concentrate produced;. plus one-tenth of one cent per
ton for each one per cent of iron content above 55 per cent, when dried at
2120 Fahrenheit,18 This tax is imposed in addition to any occupation or
royalty tax liability or any tax levied on the surface value of the taconite
lands; it is in lieu of all other taxes on taconite or iron sulphide mining,
production of concentrate or the concentrate itself.19

Not only are mineral deposits exempt from other taxes, but so are
"machinery, equipment, tools, supplies and buildings used in such mining,
quarrying or production." And, as amended in 1955, all steam or electric
power plant and equipment used in taconite operations, or the proportion
so used, is also tax exempt. 20 With reference to reserve properties, any 40
acre taconite tract from which less than 1,000 tons of iron ore concentrate
is produced in a given year is subject to ad valorem taxation at the pre';'
vailing mill rate of the taxing district, provided that the tax does not ex
ceed $1.00 per acre.21

Some Basic Issues of Iron Ore Taxation
The customarily separate treatment of mineral taxation in a general tax

study stems primarily from the special character of mineral wealth. Fre
quently, "gifts of nature" embody value substantially in excess of the value
of labor and capital expended to adapt them for economic use. For this
reason, natural resources of great value are regarded by many as par
ticularly appropriate subjects of taxation. The belief that some of this
excess value should be recaptured from private ownership through taxa
tion and used to promote the general welfare is generally referred' to as the
"natural heritage" principle.

Whether any natural heritage is present in Minnesota iron ore is a prob
lem in both philosophy and accounting. If a public claim to part of any
"unusual" natural resource value is ideologically acceptable, a position

17Minnesota Statutes, 1953, Ch. 298.23.
18Ibid., Ch. 298.24.
19Ibid., Ch. 298.25.
20Session Laws, 1955, Ch. 729.
21Minnesota Statutes, 1953, Ch. 298.26.
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which the majority of the State's electorate have taken by inference, then,
the problem can be resolved into one of fact. Are local iron mining opera
tions unusually profitable relative to other local industry of comparable risk?
That is, are monopoly ("excess") profits evident and persistent? If they are,
the presumption is that they are probably due largely (but not necessarily
exclusively) to the natural scarcity of Minnesota-grade iron ore, and the
question of how this extra reward is to be shared is properly a subjective
value judgment. .

Equity criteria of a quite different order are controlling if local iron
mining is only ordinarily profitable or, even if it is inordinately profitable,
if the natural heritage position is rejected. In this set of circumstances the
equity criteria are somewhat less subjective. A comparison of the effective
rates of the iron ore occupation tax and the alternative State corporate in
come tax is relevant. Unfortunately, as the analysis to follow reveals, the
data which would enable the analyst to make positive statements and draw
definite conclusions on eitner the natural heritage or the comparative tax
load questions are not available. Net income (profit) data are lacking in
either case.

Finally, turning from matters of equity, the ever-complementary con
cern about the effect of tax policy on regional economic development is
dealt with as fully as the equally-limited data allow. If Minnesota-grade
or better ore exists elsewhere, State tax policy must be formulated with an
eye to the competitive position of local mines. This does not mean that
if the State taxes an iron mining company at a rate higher than that which
prevails in other taxing jurisdictions, which also supply iron ore, that the
State has endangered the company's existence. More than "normal" profits
may still remain after taxes. (And, in this special case, the State need not
fear escape through relocation.) The relevance of a comparative tax analy
sis of competing iron ore regions is that care must be exercised to avoid
tax rates or a structure of iron ore taxation which are likely to discourage
new investment in the State's low-grade u'on ores, which embody little or no
excess value (natural heritage), at least at tbis time.

THE RATIONALE OF MINERAL TAXATION

The taxation of Minnesota's iron ore resources constitutes a most
vivid segment in Minnesota's legislative history. It has demonstrated
enduring qualities as a perennial political issue. It cannot be denied
that tbis highly spirited political approach to the subject has played
a great part in developing our present tax policy.22

Public policy on mineral resources, tax policy or otherwise, is bound to
be controversial in a predominantly private-enterprise economy, such as

22Report of the Minnesota Interim Committee Oil Tax Research, op. cit., p. 32.
For an extended discussion of the politics of mineral taxation in Minnesota, see
Warren A. Roberts, State Taxation of Metallic Deposits (Cambridge, Mass., 1944),
Ch's. 23-26.
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ours. The inevitable controversy stems from a basic philosophical am
biguity in the treatment of mining. The mining enterprise is regarded as a
private economic activity enjoying the rights of private property, like any
other business. At the same time, the mining realty (the mineral resource)
is viewed by many as a "natural heritage" which "belongs", in some un
defined way and to some uncertain degree, to all the citizens of the State.

Nature's gifts are not confined to mineral deposits. Waterpower sites,
rich farm lands and even human talents are all elements of our natural
heritage, but these have never been the object of such public concern,
especially with respect to state tax policy. The mineral case has been dif
ferentiated on the grounds that a mineral deposit is a diminishing natural
heritage, a wasting asset. While the incentive of private property is highly
valued in our society, what public judgment shall be rendered on an activity
which destroys irreplaceable natural resources in the process of produc
tion?23 Should the State be indifferent to an industrial activity which ex
hausts valuable natural resources, often leaving wasteland in its wake?
More than this, in terms of individual equity, is not the private reward
from the exploitation of mineral resources very often far out of proportion
to the private investment of capital and skill?

To debate these provocative questions is beyond the province of this
study. Let it suffice to say that if the piCture could be painted so easily in
black and white the problem would have been long resolved. Mining,
everyone will agree, is a highly speculative venture and the rewards there
from are a mixture of well-deserved reward for imagination, innovation and

23An increasingly frequent and highly persuasive argument leveled against the
"natural heritage" idea is the one which casts technological progress in the "heroic"
role. The argument is essentially the same as the one which is employed against those
who raise the spectre of "over-population" of the earth - science and technology will
come to the rescue. UndeniablY, we have discovered new deposits of natural resources;
we have conceived of improved methods of extraction which transformed theretofore
valueless low-grade resources into economically-recoverable wealth; and we have
developed substitutes for vanishing natural resources. All of which has led to the
growth of a supreme faith that the phrase "exhausting resource" is an anomaly, as
long as human ingenuity reigns.

Much has been made of the fact that, because we can still cut timber and mine
copper, no real exhausting-resource problem exists. But does not the fact that we
have to look harder, dig deeper, and refine further, not counting the occasional need
to turn to substitutes, imply that natural resources are exhaustible, if quality, and
lIot just quantity, is considered? A forced shift from the simple process of scooping
rich iron ore from the surface of the Mesabi Range to the ingenious, but heavy
capital-using process, of taconite beneficiation does not establish the fallacy of the
exhausting-resource theory, but rather, illustrates and substantiates it. Only the dis·
covery of another Mesabi or the development of a substitute for steel that is freely
used in preference - and not just of necessity - is a legitimate illustration of full·
scale technological rescue. Finally, to argue, as is frequently done, that the lesson of
the past is that natural shortages are "solved by higher priGes" is to confuse cause
and effect. Rising prices may "solve" the problem of rationing a currently short
supply; they may well stimulate prospecting and research; but rising prices, pel' se,
are primarily a reflection of a growing scarcity of the natural resource, relative to the
demand for it.
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risk-taking inextricably enmeshed with an "unearned surplus" ("economic
rent") unrelated to personal ability, capital investment or sacrifice. To
further complicate matters, the unearned surpluses of known deposits
largely accrued to their early owners, who mayor may not be the present
owners. And, if ownership has been transferred, the surpluses have already
been realized by the former owners in the form of capital gains and are
beyond the reach of the tax collector.

The purpose here is not to argue either for or against the diminishing
natural-heritage theory of mineral taxation. But the tax treatment of iron
mining is bound up with this theory and the fundamental rights of private
property.

Accordingly, the logic of the form of mineral taxation must flow from a
political value judgment on the basic philosophical question: Does (should)
the right of private property extend, equally, to irreplaceable mineral re
sources beneath the surface of the ground? Certainly, our function does not
extend to the resolution of this question, if, indeed, resolution is possible.
What can safely be done here, however, is to examine the political
economic value judgments implicit in alternative mineral tax policies. If the
basic philosophical problem can not be resolved, perhaps at least some of
the public policy confusion may be cleared away.

ALTERNATIVE MINERAL TAX POLICIES

The simplest approach to iron ore taxation would be to regard the min
ing industry the same as any other industry. The ad valorem property tax
would then apply fully and equally to mineral lands and other tangible
mining property. Similarly, the State corporate income tax, from which
mining is now exempt, would also apply fully and equally. The present
special iron ore occupation tax would then be exceptional and, therefore,
inappropriate (discriminatory). Clearly, such a tax policy would constitute
an implicit rejection of the natural heritage theory of iron ore taxation.

But, one must not quickly infer that resort by the State to any tax on
mining other than an ad valorem property or corporate net income tax
automatically reflects a natural heritage assumption. Ad valorem property
taxation of mineral resources is always difficult and sometimes nearly im
possible to administer. Petroleum, gold, silver and lead deposits allegedly
defy estimation. In such cases, "severance" taxes, that is, levies on physical
output or gross value of output, may be necessary but, then, the objective
should be to align the severance tax rates with the prevailing property tax
rates, not to use the substitute tax to favor or penalize the mining industry.
The State's modest success with the administration of ad valorem prop
erty taxation of iron ore, however, makes it possible to set this problem
aside for the present.

But an additive severance tax is surely at least prima lade evidence of the
acceptance of the natural heritage logic. The iron ore occupation tax, a
modified severance tax, is levied in addition to the ad valorem property tax
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on mining realty and tangible personalty, the latter tax itself being levied
on assessments at the highest classification rate. All of which leaves little
doubt of an implicit presumption that substantial (and, presumably, rough
ly measurable) economic surpluses are present in the iron ore deposits of
the State.

That is not to say that even an additive severance tax need always be so
simple a reflection of the citizen's desire to share the wealth of the mineral
resource. Conceivably, mineral deposits could be so rich that a state
average-rate local property tax would disgorge a flow of revenue to local
mining communities far in excess of their needs. Barring state tax inter
vention, the obvio}ls alternatives are either arbitrary leniency in the taxa
tion of mines relative to other business or relatively high public expendi
tures in the mining communities or both.24 In such a case, the other parts
of the state may intervene through the use of the state taxing power to
effect a more geographically-uniform distribution of tax receipts. Thus the
political rationale of a severance'tax on a rich mineral resource may be a
mixture of efforts to redistribute the mineral largess from private hands
(fee owners) to public hands and from mining areas (local government) to
non-mining areas (state government).

THE ECONOMIC EFFECTS OF ALTERNATIVE MINERAL TAXES

The form of mineral taxation has important effects on the efficient use
of mineral resources. The tax may impose a "fixed" cost, that is, call for
the payment of a given sum of money regardless of the level of operations,
or a "variable" cost, that is, be tailored to some measure of performance.
The property tax is an example of the former and the severance tax is an
example of the latter.

The property tax provides a relatively steady yield, to the advantage of
the governmental unit levying it but to the disadvantage of the firm which
must pay the fixed sum, regardless of its financial circumstances. The im
position of a fixed charge to finance public services, many of which are
rendered to the tax-paying company regardless of its level of operation, for

24A few benchmark figures may be helpful. Data derived from a comparison of 20
iron range and 35 other cities and villages of comparable size selected by the 1941
Iron Ore Tax Commission show that the average per capita (1930 population) cur
rent expenditure for the fiscal year 1940 was $54.37 for the mining and $15.84 for the
non-mining communities. Report of the Minnesota Interim Commission on Iron Ore
Taxation, 1941, Table 13, pp. 123-28. See also pp. 87-147 for further comparisons of
range and off-range local government levies and expenditures.

Between fiscal 1940 and fiscal 1954, however, the average per capita (1950 popu
lation) current expenditure rose by only 27 per cent to $69.27 for the 20 iron range
cities and villages as against an increase of 130 per cent to $36.45 for the 35 non
mining communities. The decline in the expenditure differential from nearly three
and one-half to one to less than two to one is due partly to local self-restraint and part
ly to the statutory per capita limitations forced on the iron range communities. Report
of Public Examiner on the Revenues, Expenditures, and Debt of the Cities and
Villages in Minnesota, Fiscal Year, 1954 (S1. Paul, 1955), Tables 4 and 4A, pp.
15-33.
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example, police and fire protection, may be defensible but this tax has the
unfortunate by-product of discouraging otherwise financially-prudent and
socially and economically beneficial mining practices. The amount of prop
erty tax paid on a given body of ore varies directly with the number of
years over which the extraction of the ore is spread. The tax, in effect,
encourages the most rapid recovery of the ore possible.

But usually the level of recovery of a mineral is inversely related to the
rate of its recovery. Rapid mining tends to leave behind small pockets of
high-grade ore which may not be economically recoverable later, even with
reduced property taxes, if preparatory operations must be begun anew.
The phenomenon of accelerating the rate of ore recov~ry because of the
imposition of a property tax has been descriptively expressed as "mining
out from under the tax". .

In contrast, a severance tax, usually levied at a fixed amount per unit of
output, becomes a charge only if the mine is in operation and, then, in
proportion to the level of output. Under this tax, a temporary slackening
of demand can be more easily weathered as the tax liability falls with de
clining production. And there is no pressure to accelerate the rate of
recovery at the expense of a lower level of recovery because the tax paid
on a given ore deposit is unaffected by the period of recovery.

A net income tax is both more responsive to changes in general economic
conditions and more sensitive to changes in an individual firm's financial
well-being. A mining company is relieved from taxation not only when shut
down but also when operating without a profit. An advantage of the net
income tax is that the "margin" of mining operations is extended both
"extensively" into higher-cost ore deposits and "intensively" into higher
cost ore veins of the low-cost deposits. To illustrate, if the value of iron ore
at the mine-head is a little over $6 per ton and if the mining costs for a
certain low-grade ore deposit are a little under that amount, this ore
probably would not be mined under a property or a severance tax but it
would be mined under a net income tax that fell only on profits.

The Minnesota iron ore occupation tax is a hybrid that combines ele
ments of the net income and severance taxes. It is preferable to the "pure"
severance tax in that it takes cognizance of differences in the quality and
accessibility of the ore, thus serving to encourage fuller exploitation of
low-grade or hard-to-reach ores. Its administration is simpler than that of
a net income tax and, with its broader base, produces somewhat more
stable revenues than would a tax based on net income. In addition, the
competitive position of Minnesota iron ore as a whole is improved over
what it would be under a straight severance tax designed to raise the same
total amount of revenue.

THE LEVEL OF IRON ORE TAXATION

Probably the most frequently recurrent tax issue in Minnesota is that of
the level of iron ore taxes. Almost continually some effort is being made to
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raise or lower the "lenient" or "burdensome" taxes on iron mining. Are
these levies too high or too low, or are they equitable?

IRON ORE TAXES AND THE PRICE OF STEEL

The level of iron ore taxes cannot, of course, be evaluated in absolute
terms. But the choice of context within which to appraise them has varied
greatly. To begin, to what base should the absolute magnitude of the tax
be referred to assess properly its relative magnitude? Public reference has
been made to the fact that occupatIon and royalty taxes together constitute
about 1~ per cent of the price of pig iron and a little over 1 per cent of
the price of finished steel. This context may be extended by adding that
occupation and royalty taxes amount to about 4 per cent of the gross value
of iron ore at the Lower Lake ports and to about 61h per cent of the value
at the mine. Whether the price of steel or the price of iron ore is the proper
benchmark depends on whether the viewpoint desired is that of the com
petitive position of steel (relative to substitute metals and other materials)
or the competitive position of Minnesota iron ore. The issue at stake here,
presumably, is the probable effect of a change in the occupation and
royalty taxes on the production of Minnesota iron ore.

If Minnesota had a monopoly of the supply of merchantable iron ore,
State taxes would increase the cost of ore production generally and would be
shifted to the users of steel in the form of higher steel prices. True, to the
extent that an increase in the price of steel discourages its use, reduced
sales, production and employment will offset, commensurately, the State
gain. But, with State taxes representing about one-half of 1 per cent of the
price of steel, no practicable change in the tax rate could appreciably affect
steel prices and production. If a local iron ore monopoly or near-monopoly
were actually the case, the State would be in the enviable position of being
able to force the rest of the country to pay much of its cost of government.

But, to the extent that Minnesota faces competition in the supply of iron
ore (domestic or foreign), State taxes will fall only on local mines and the
differential tax cost will be borne by these local mines. In this latter case,
the steel price is irrelevant. It is not aluminum or plastics that Minnesota
iron ore is competing against but, rather, iron are from Michigan, Canada,
Venezuela, Liberia and other world sources. The measurement of the tax
"burden", then, should relate to the immediate mineral market (the price
of iron ore) or the mining operation itself (tax cost per ton).

IRON ORE TAXES AND COSTS, MINNESOTA AND MICHIGAN

Average taxes per ton of iron are production for Minnesota and Michi
gan, the second ranking iron are state,25 are compared below:26

25In the period 1951-54, Minnesota averaged annual iron ore shipments of 67.9
million (gross) tons; Michigan trailed far behind with average shipments of only
12.1 million tons; only Alabama, Utah and New York, averaging 7.1, 4.1 and 3.4
million tons, respectively, qualify as being of even minor importance; all other states
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Minnesota Michigan

Tax per
ton, 1953

Tax per
ton, 1953

$ .243
.025

.268

General property .
Corporation franchise .

Total $

$ .266
.383
.044

$ .693

General property .
Occupation .
Royalty .

Total .

The ratio of about 2.6 to 1 is not peculiar to the year 1953; the Minnesota
tax per ton on iron ore ranged from 1.8 to 3.0 times the Michigan levy
during the period 1940-53, with a median ratio of 2.65 to 1.21 Especially
noteworthy is the fact that in Michigan the local governments of the mining
communities are now extracting about the same amount of revenue from
each ton of ore, through the property tax, as are their counterparts here
in Minnesota. (As against qnly a little over half as much 15 years ago.) The
tax differential, therefore, is now almost entirely at the State level. While
in Minnesota the combined State occupation and royalty tax revenues drew
abreast of the local ad valorem levies in 1948 and now run nearly double
the latter, in Michigan the State corporate franchise tax is, by comparison,
only a token levy on mining corporations.28 The obvious inference is that
Michigan is, in its tax policy, unconcerned about the fact or fancy of a
natural heritage.

A caution is in order against drawing too-quick inferences about the
absolute level of iron ore taxes in Minnesota. First, if equity is the criterion,
a two-state comparison is of little usefulness. Clearly, even the prima facie
case that comes with deviation from a group is lacking. Which state is out
of line? Further, even if competitive position is the criterion, differences
in the quality and accessibility of the ores are relevant to the tax compari
son. While in Minnesota only about 6 per cent of iron mining is of the
underground variety, nearly all iron mining in Michigan is underground,
with the accompanying higher costs of production. 29 To illustrate, the
Michigan State Department of Conservation has estimated the underground
cost of iron ore production in that state to be $4.84 per ton, excluding

supplied only 8.7 million tons on the average. Derived from Minnesota Milling Direc
tory, 1955 (University of Minnesota, May 1, 1955), Table 25, p. 271.

26Report of Legislative Commission on Taxation of 11'011 Ore, op. cit., Table 23,
p. 224. While Michigan's position as the second ranking iron ore state makes it the
most logical choice for an interstate comparison, the selection of this state was
favored, if not actually dictated, by the fact that comparable tax- and production-cost
data are readily available for Michigan iron mining operations.

21lbid.
28In addition, since 1953, mining operations have been subject to the Michigan

Business Receipts Tax. This tax, currently levied at the rate of 6~ mills on the base
of "value added", probably adds only about 2 cents per ton to Michigan mining costs.
See Commerce Clearing House, Inc., State Tax Guide, All States (Chicago, 1955)
60-537 and Ch. XVI, below.

2oReport of Legislative Commission on Taxation of Iron Ore, 1955, op. cit., p. 161.
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taxes and royalties, for the year 1953.30 (This figure conforms closely to
the sum of $4.95 per ton of estimated cost for underground mining in
Minnesota.) This amount may be compared with the average cost of $2.33
per ton for all iron ore production in Minnesota.31 With a production-cost
differential so much greater than the tax-cost differential, the total cost per
ton at the mouth of the mine including taxes (but excluding royalties) was
substantially lower in Minnesota ($4.02) than in Michigan ($5.11) for the
year 1953.32 This combined production-tax cost differential in Minnesota's
favor is double to triple the transportation cost differential in Michigan's
favor. 33 The only conclusion possible on the basis of available evidence is
that, equity aside, the level of iron ore taxes in Minnesota has not en
dangered the competitive position of the mining industry of the State rela
tive to Michigan.

THE COMPETITIVE POSITION OF MINNESOTA MINES

The competition of Michigan iron mines, however, is not the threat that
haunts Minnesota. The most serious competitive threat to the State's iron
mining industry comes from the new developments of the United States
Steel Corporation and the BetWehem Steel Company in Venezuela and
from the opening of the Labrador-Quebec iron range by a host of smaller
steel companies.

The chief competitive advantages of these foreign ores are their high
natural iron content34 and lower direct mining costs, due to their easier

30/bid., Table 4, p. 161.
31/bid., Table 7, p. 164. Natural iron content differences between Minnesota and

Michigan ores appear to be so slight that they can be disregarded. A weighted average
of ore from the Mesabi, Vermilion and Cuyuna Ranges in Minnesota averaged 50.6
per cent natural iron for the period 1944-53, as against the slightly higher weighted
average of ore from the Gogebic, Marquette and Menominee Ranges in Michigan
of 51.5 per cent natural iron for the same period. Derived from the Minnesota Mining
Directory, 1955, op. cit., Table 7, pp. 245-7. Much of the Michigan ore, however, is
"lump ore" which commands a premium price. But the amount of the premium for
lump structure is determined by direct negotiation and generalization is not possible.

32Report of Legislative Commission on Taxation of Iron Ore, 1955, op. cit., Table 23,
p. 224. The year 1953 is not atypical. For the period 1949-53 the cost of iron mining in
Michigan exceeded that in Minnesota by the following amounts, in chronological
order: $1.78, $1.83, $2.26, $2.55 and $2.51. The tax cost differential ranged narrowly
from $.38 to $.42 per ton in Michigan's favor, leaving a net advantage to Minnesota
mines which has risen from $1.40 to $2.09 per ton during this five-year period.

SSIn 1955, the combined rail-lake freight rate from the Mesabi and Vermilion
Ranges to the Lower Lake Ports was $3.01 per ton, compared to the rate of $2.58
per ton from the Marquette and Menominee Ranges in Michigan (via Escanaba).
The transportation cost from the Gogebic Range in Michigan, however, is at least
as great as from Mesabi. Derived from Minnesota Mining Directory, 1955, op. cit.,
Table 16, p. 262.

34The natural iron content is estimated to run about 58 per cent for the Venezuela
ores and about 54 per cent for the Labrador-Quebec ores, as against a 1944-53
average of 50.8 per cent for the Mesabi Range ores. Minnesota Mining Directory,
1955, op. cit., Table 7, p. 245, and Report of Legislative Commission on Taxation oj
Iron Ore, 1955, op. cit., pp. 169-70.
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accessibility. 56 The principal disadvantage of these foreign ores is the much
longer and more expensive transportation required to reach the major
steel-making centers.36 A likely Minnesota advantage, though one difficult
to evaluate with precision, is that a relatively large part of the mining and
transportation facilities owned by local mines has been nearly or fully
amortized by now. In contrast, the foreign operations are new and pricing
decisions there will probably reflect an attempt to amortize the large initial
capital outlays rapidly, especially because of the political factors involved.

The net resultant of these and the myriad other subsidiary factors on the
relative competitive position of Minnesota will probably become clear only
in retrospect. The steel companies which are making the investments (and
which alone are in possession of the relevant data) may not be quite so
much in the dark. But even they are hedging. Witness the simultaneous
development of high-grade, direct-shipping foreign ore and Minnesota
taconite, often by the sam~ companies. 57

The Minnesota Iron Ore Commission attempted to quantify the com
petitive position of these ore-producing areas relative to each other.38 Using
1954 data, they started with the prices of iron ore from Minnesota and
Canada at the Lake Erie ports and the prices of Venezuela ore at Venezuela
ports, added ocean· and rail freight and computed the delivered price per
ton at Pittsburgh. This was converted to delivered price per ton of iron

36Surprisingly, although the basic wage rate in Venezuela is only about one-half as
high as on the Mesabi range, liberal fringe benefits bring the labor costs up to ap
proximately the Minnesota level. Ibid., p. 142.

36The rail haul from mine to port is about the same from both the Mesabi and the
Cerro Bolivar (Venezuela) mines, about 90 miles, but it is about four times as far
from the Labrador-Quebec mines to port. Moreover, the severe winter in northern
Quebec brings temperatures which prevent even rail shipments to port for an ex
tended period each year. Again, the water hauls are about the same from the
Minnesota and Canadian mines, approximately 875 and 950 miles, respectively, but
the distance is about 2-Y2 times as great from Venezuela mines to Baltimore as it is
from Minnesota mines to Lake Erie ports. Ibid., pp. 170-71 and 131.

37The Youngstown Sheet and Tube Company is a part owner of the Iron Ore
Company of Canada, developer of the Labrador-Quebec operation, and also owns 35
per cent of the stock of the Erie Mining Company, which has major taconite installa
tions at Aurora and Taconite Harbor. Further, the Bethlehem Steel Corporation,
with Venezuela mining operations rivaling those of U. S. Steel, is also the principal
owner (a 45 per cent interest) of the Erie Mining Company. Finally, the Republic
Steel Corporation, scheduled to receive about one-quarter of the estimated 10 million
ton annual output of the Iron Ore Company of Canada, will get one-half of the 4
million ton output of the huge taconite facilities of the Reserve Mining Company,
located at Babbitt and Silver Bay. In addition, while the Orinoco Mining Company is
extracting high-grade, direct-shipping are in Venezuela, the Oliver Mining Company
is operating the Pilotac and Extaca experimental taconite plants at Mountain Iron
and Virginia, respectively. Both mining companies are divisions of the United States
Steel Corporation. For further, although limited, information on the direction of iron
mining expansion see the Annual Reports of the major steel companies.

58Report of Legislative Commission on Taxation of Iron Ore, 1955, op. cit., p. 171.
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content (to account for the higher iron content of these foreign ores).39
Minnesota mines, with a delivered price at Pittsburgh of, $23.30 per ton
of natural iron, compares unfavorably with Labrador-Quebec, $23.10;
Venezuela-Bethlehem, $22.70; and, particularly, Venezuela-V. S. Steel,
$20.90. The size of the variation, however, coupled with the special charac
ter of the base prices, "internal" prices reported by integrated steel com
panies (Venezuela) and the "Lake Erie price", make the Commission's re
sults inconclusive.

If these prices are to be presumed to represent competitively-determined
values, then an explanation of the existence of the differentials is in order.
Either the price differentials in some way reflect differences in the quality
or convenience of the various ores, or they will disappear. This tells us
only that Minnesota ore is somewhat more expensive at Pittsburgh. The
price data, however, tell us nothing about the costs and profits of domestic
and foreign mines. The data in itself, should not necessarily be construed
to mean that Minnesota mines are competitively endangered.

TAXATION OF IRON MINING IN CANADA

A comparison of Minnesota tax rates on iron mining with those imposed
by Labrador, Quebec and Ontario requires analysis at both the federal and
state or provinciallevels.40 The federal tax structures of the two countries
are quite similar. Both jurisdictions allow mining companies to "expense",
that is, charge to a given year rather than amortize, exploration and de
velopment costs. The Dominion government allows "percentage depletion"
equal to one-third of net income attributable to mining, while our federal
government permits the deduction of 15 per cent of gross income, up to
50 per cent of net income before depletion. These separate allowances are
equal when net income is equal to 45 per cent of gross income. The rela
tionship of net to gross income in Minnesota mining operations is gen
erally just slightly above that figure. 41 Canadian mining corporations achieve
a slight edge in that the Dominion government's tax rate of 47.6 per cent
is a little below our federal rate of 52 per cent. The balance is tipped in the
Canadian corporation's favor when the provision allowing an exemption
from the tax for the first three years of operation is weighed.42

39The conversion is accomplished as follows:
. f . delivered price of the ore

pnce per ton 0 Iron content = X 100
per cent iron content of the ore

40The information on the Canadian tax structure used in this section was drawn
from Report of Legislative Commission on Taxation of Iron Ore, 1955, op. cit., pp.
97-8; J. Harvey Perry, Taxation in Canada, Second Edition (University of Toronto
Press, 1955), pp. 241 ff.; and a letter to the Minnesota Tax Study Committee from
A. Milton Moore, Research Associate of the Canadian Tax Foundation (Toronto)
dated June 26, 1956.

41See below, Table IX. 3 and Chart IX. 1 and accompanying explanations.
42The Dominion government permitting shareholders to take depletion allowances

of from 10 to 20 per cent of dividends, depending upon the per cent of the company's
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Ontario*

$10,000 - $1,000,000 6%
$1,000,000 - $5,000,000 8%

over $5,000,000 9%
*rate reduced by one-half for
the first three years.

4%
5%
6%
7%

Quebec

$10,000 - $1,000,000
$1,000,000 - $2,000,000
$2,000,000 - $3,000,000

oyer $3,000,000

The State and Provincial tax structures are similar in that both juris
dictions rely on n.et-value severance taxes, leaving the ad valorem tax to the
local governments. In Ontario and, it would appear, in Quebec and New
foundland as well, however, neither the mineral deposit nor the mining
facilities are taxable under the local property tax. The three iron-ore
provinces, Newfoundland (Labrador), Quebec and Ontario, tax "net in
come", derived by deducting from gross value of production, transporta
tion, mining, depreciation and, at the discretion of the Lieutenant-Governor
in-Council, prospecting expenses. As in Minnesota, no allowance is made
for depletion. The tax rates are as follows:

Newfoundland
(Labrador)

5 per cent

These rates may be compared to the current Minnesota tax rate of 13.65
per cent, reduced by the labor credit provision to an average of about 13
per cent.

TAXATION OF IRON MINING IN VENEZUELA

In Venezuela the federal government owns all mineral deposits and grants
mining concessions. 43 Instead of charging a royalty, an "Exploitation Tax"
is levied at the rate of 1 per cent of gross value of the ore at the mouth of
the mine. But more important is the income tax with a basic rate of 21h
per cent of net income, with deductions calculated in a manner similar to
our federal income tax. To this is added a "complementary" tax (parallel
to our federal "surtax") with rates graduated upward from I 1h to 26 per
cent on net income in excess of $8 million. And to this is added an "addi
tional" tax (parallel to our federal "excess profits" tax) which takes effect
only if net income before income taxes amounts to more than a 15 per cent
return on invested capital, or at half-rate if the rate of return is between
10 and 15 per cent. This latter tax is designed

... to impose enough additional tax so that the total of all taxes paid
by a taxpayer in Venezuela will be equal to one-half of his net profits
before taxes. . . .

A mining company operating in Venezuela, therefore, pays, at the
most, 50% of its net profits, which covers (a) royalty of the ore taken
under the Government concession; (b) all local and state taxes; (c)

income that is derived from mining, is ignored because its inclusion would lead us
astray into a comparison of the personal income tax levels prevailing in the two
countries.

43The information on the Venezuelan tax structure in this section was drawn from
the Report ot Legislative Commission on Taxation ot Iron Ore, 1955, op. cit., pp.
99-101 and 142. "
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all Venezuelan Federal taxes; and (d) all United States income taxes
on Venezuelan properties [none].

Finally, a compulsory "profit sharing" provision of the Venezuela law
requu'es each enterprise to distribute among its workers 10 per cent of its
net profits or 2 months' salary, whichever is the lesser amount. This provi
sion operates, in effect, to reduce the mining company's profit after tax
from 50 to 45 per cent.44

By comparison, in Minnesota the United States federal corporate income
tax of 52 per cent plus the current State occupation tax rate of 13.65 per
cent sum to a combined tax rate of 58.55 per cent, taking into account
federal deductibility of State tax payments.45 Or, alternatively, the State
Legislative Commission on Taxation of Iron are estimated 1952 total
federal and State taxes on Minnesota iron mines of $80.8 million out of a
net income before income taxes of $134.0 million, for an effective tax rate of
60.3 per cent,46

Comparison at the local level of government is impossible with the avail
able data. Venezuela, unlike Minnesota, has no property tax and this latter
levy accounts for almost two-fifths of tax liabilities incurred by State iron
mining operations. But, on the other hand, in Venezuela "if an industry is
conducting its operations more than two and one-half miles from an in
corporated local municipality it must provide school and hospital facilities
for its employees"Y

STATE SEVERANCE TAXES RELATIVE TO MINERAL VALUES

The constrictive nature of the earlier two-state comparison can be eased
by extending the analysis of severance tax practice to natural resources
other than iron ore. In Table IX. 1 severance tax revenue (fiscal 1953) is
expressed as a per cent of the total value of 1952 mineral production for
the sixteen states with the highest value of mineral production in 1952,
excluding the predominantly "coal states".48 The principal limitation of

44It should be noted, however, that in any full cost accounting the profit-sharing
provision should not be counted both as a lien against profit and as an element of
the "liberal fringe benefits" that raise the local labor cost to the Minnesota level.
See above, footnote 35.

45The federal tax liability =.52 (net income - .1365 net income) = .4490 net
income; assuming, somewhat loosely that the federal corporate income and the State
occupation tax bases are the same, see below, pp. 29-31. The somewhat broader base
of the latter tax and, consequently, the likely understatement of the effective State tax
rate is probably largely offset by the exclusion of the "labor credit". See below, p. 344.

46See below, Table IX. 3 and the accompanying pp. 339-341. This figure, however,
does not make any provision for the expensing of exploration and development costs
and, therefore, almost certainly overstates the actual federal tax liability by an
appreciable, although indeterminable, amount.

47Report of Legislative Commission on Taxation of Iron Ore, 1955, op. cit., p. 99.
48The predominantly "coal states" (West Virginia, Kentucky, Ohio, Virginia,

Indiana, Alabama, and Missouri) were excluded because coal is so abundant and the
market so competitive that the price of coal is approximately equal to the cost of
producing it and, hence, there is little or no "natural heritage" ("economic rent")
to be taxed.
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the data is that a severance tax is usually an additive rather than an "in
lieu" tax.49 Accordingly, the Table should be regarded as a measure of the
degree to which selected states employ severance taxation, but not as a
measure of the differential tax "burden" imposed on mining in these states.

Interstate variation in the use of the severance tax is extremely great,
but three major groupings appear from a ranking of the data. Minnesota,
with severance taxes taking 5.88 per cent of the State's total value of
mineral production, ranks up with the high-severance-tax "oil states",
Louisiana (7.76), Mississippi (6.09), Oklahoma (4.41), Texas (4.35) and
Arkansas (3.06). New Mexico, Montana and Utah, with severance taxes
claiming around one per cent of mineral value, can be classified as medium
severance-tax states. The remainder, except Michigan, make little or no
use of the severance tax.

The most valuable mineral product of Michigan is iron ore but severance
taxes are levied only on crude petroleum and natural gas extraction. Con
sequently, while severance tax revenue is negligible relative to total mineral
value, the severance tax claims 2.05 per cent of the value of oil and gas
production in the state. Insofar as possible, the mineral base for the other
states was adjusted to include only minerals taxed, where there were im
portant minerals not taxed, but only in the case of Michigan was the ad
justment of any significance. In any event, for our present purpose of
measuring the average use of the severance tax, the total mineral value is
the more relevant base.

In summation, only the two oil states, Louisiana and Mississippi, make
more intensive use of severance taxes than does Minnesota, but this State's
relative over-all tax levy on mining is somewhat overstated by the fact
that most of the other states also subject mining companies to their state
corporate income tax. But, on the other hand, it is understated by the fact
that in Louisiana, Mississippi and Oklahoma the mineral deposit is exempt
from ad valorem taxation. (Minnesota mining companies paid $18.7 million
in ad valorem taxes in 1953.) All in all, Minnesota stands up with the
leaders in severance taxation and, by implication, the State exhibits a
much more than average preoccupation with the recapture of its mineral
heritage.

COMPARISON OF IRON ORE OCCUPATION AND STATE CORPORATE

INCOME TAX RATES

To change the context again, instead of comparing the tax "burden" on
Minnesota iron mining companies with that on similar industrial activities

490f the states listed in Table IX. 1 only Minnesota, Michigan, Texas, Wyoming
and lllinois mining companies do not pay an additive state corporate income tax;
the latter four states do not have a state corporate income tax, only Minnesota mining
companies are exempt from the tax. Twelve of the sixteen states in the Table also
subject mining to their property taxes; Louisiana, Mississippi, Michigan and Okla
homa exempt gas and oil deposits from their ad valorem taxes. Commerce Clearing
House, Inc., State Tax Guide, All States (Chicago, 1955).
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Table IX. 1. Severance Tax Revenue in Fiscal 1953 as a Per Cent of Total Mineral

Value for Selected States, 1952*

Severance Severance
tax as a Approxi- tax as a

Total value per cent of mate per cent of
Severance of mineral total value of value of

tax revenue** production** mineral minerals minerals
Iron ore states (fiscal 1953 )n (1952) value taxed** taxedh

Minnesota ........ 23,362 397,441 5.88 375,765b 6.22
Michigan ......... 724 254,532 .28 35,250c 2.05

Oil states
Louisianag ........ 65,859 848,259 7.76 848,259 7.76
Mississippig ....... 6,199 101,875 6.09 94,973cd 6.53
Oklahomag ....... 27,378 621,351 4.41 621,351 4.41
Texas ... " ....... 146,949 3,378,557 4.35 3,255,069ce 4.51
Arkansas ......... 3,561 116,335 3.06 116,335 3.06
New Mexico ...... 4,725 288,500 1.64 288,500 1.64
California ........ 822 1,214,285 .07 969,269c .09
Kansas ........... 260 403,370 .06 338,553c .08
Colorado ......... 62 187,589 .03 98,570cf .06
Wyoming ........ 204,495
Illinois ........... 460,005

Copper states
Montana ......... 1,331 121,400 1.10 121,400 1.10
Utah ............ 1,844 265,502 .70 265,502 .70
Arizona .......... 231,702

*Note: The data do not include income or ad valorem taxes.
'i' *In thousands of dollars.
llFiscal year 1953 ends June 30, 1953, except for Texas (Augnst 31, 1952) and

Wyoming (September 30, 1952).
blron ore.
eCrude petroleum and natural gas extraction.
dTimber (not included in data).
eSulphur.
fCoal.
gail and gas deposits are exempt from ad valorem taxation.
hThe percentages listed will not correspond to severance tax rates because of dif

ferences between the production period (calendar 1952) and the states' fiscal year
and differences between valuation estimates used by the Bureau of Mines and values
nsed for state tax purposes.

Source: Derived from U.S. Department of the Interior, Bureau of Mines, Minerals
Yearbook, 1952, Area Reports, Vol. Ill, Table 5, pp. 11-37 and U. S. Department of
Commerce, Bureau of the Census, Compendium of State Government Finances in
1953 (Washington, D.C., 1954), Table 5, p. 11.

in other states, a comparison can be made with quite different industrial
activities in this same State. Now, substituting intrastate tax "equity" for
interstate competitive position as our criterion, an evaluation of the rela
tive "burden" of the n·on ore occupation tax might well begin with a
comparison of the mining company's liability under this tax with the lia
bility that would be incurred if the company were subject, instead, to the
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State corporate income tax. The Legislative Interim Commission on the'
Taxation of Iron Ore in their 1955 Report estimated this tax differential
separately for five iron mining companies and for all iron mining companies
together for the year 1952, as shown in Table IX. 2. They conclude that
the occupation tax liability ranged from at least as low as 2.7 times.
(Cleveland-Cliffs) to at least as high as 3.7 times (Oliver) the liability that
would have been incurred under a substitute State corporate income tax.
They estimated that the tax payments of all mining companies would have'
dropped sharply from $20,789,000 to $5,915,000, or by about 72 per cent.

The Commission's method of computing the tax differential, however, is.
decidedly inadequate. To begin, their adoption of the occupation tax base,
unrefined, for income tax purposes is improper on several counts. Unlike'
the former, the latter tax allows deduction of the full ad valorem property
tax payment, a unit depletion allowance and the federal corporate income
tax liability. Further, by adopting the full occupation tax base, the implicit
assumption is made that the full gross income (market value) of the iron
ore can be allocated to Minnesota, which mayor may not be constitutional
under the terms of the commerce clause of the federal constitution. All of
which operates to lower both the tax base and, automatically, the tax
liability incurred under the substitute measure.

Finally, operating in the other direction, an objection may be raised
with reference to the Commission's estimated federal corporate income tax
liability of these selected mining companies. Their use of an effective tax
rate of 52 per cent is misleading because the tax base is so unrealistic. The
federal law allows mining companies to "expense" all costs of exploration
and development, that is, charge them off against current income instead
of requiring that they be amortized over the expected life of the investment.
(This feature substantially reduces taxable net income during periods of
expansion and will even reduce the long run tax liability of the corporation
if expansion is correlated with profitability through time.) Various new
facilities of the mining companies may also qualify for "fast write-offs"
under the federal Defense Production Act of 1950, as amended. Further,
the federal law allows mining companies to use, as a measure of depletion,
an amount equal to 15 per cent of gross value at the mine. While the
adequacy of this percentage is subject to debate, the probability is that, in
general, it errs on the high side, that is, in the companies' favor. 50 Here,
then, the problem is probably overestimation of the federal corporate
income tax liability and the accompanying underestimation of the mining
companies' net income as a base for State tax purposes. This latter set of
errors would .tend to offset partially the errors outlined above.

The net result of all this is difficult to evaluate. The tax differential is
probably at least as great as the Commission's estimates suggest. The oc-

50Although in particular cases a fee-owning mining company may fare better under
the "unit depletion" method, that is, by pro rating to each year a proportion of actual
acquisition cost equal to the proportion of total tonnage (existing at the time of
acquisition) mined during that year.
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cupation tax liability probably runs well over three times the tax liability
which the mining companies would incur under the State corporate income
tax.

"PROFITABILITY" OF IRON MINING IN MINNESOTA

A direct and much more ambitious estimate of aggregative iron mining
profits was made by the Commission, also in the 1955 Report. Table IX. 3
details this estimate and a parallel one made by Mr. Harry Groschel of the
Budget Division of the State Department of Administration. 51 Using the
same basic data, the two estimates differ, first, in breadth of aggregation.
The Commission estimate includes only mines subject to the occupation
tax while the Groschel estimate also includes "non-tax" mines. This ac
counts for the $7 million larger gross income and the $8 million higher
cost of mining of the latter estimate. A second distinction is that the
Commission estimate includes only operating mines while the Groschel
estimate also includes reserve properties. The immediate effect of this is
that the item "Ad Valorem Taxes" is much higher in the latter estimate.
This accounts for approximately $6 million of the less than $10 million
difference in the two estimates down to the level of "Net profit before
allowance for depletion and federal income taxes",

At this point a basic difference in judgment enters. While both parties
subtract an identical federal depletion allowance (15 per cent of gross
receipts) in computing the tax base for the federal income tax, only the
Commission retains the federal formula as a measure of actual depletion
cost for purposes of estimating net profit after taxes. Groschel, on the other
hand, having estimated the federal income tax liability of the mining
companies, discards the federal depletion formula and estimates net profit
without any allowance for depletion. The extremely large difference be
tween the two estimates of net profit or iron mining in the State is almost
entirely the reflection of a $50 million depletion allowance in one case and
no depletion allowance in the other.

Everyone would agree that mining companies, if fee owners, have an
investment in their known iron ore deposits and, certainly, owners of mines
should be allowed to recover their original investment tax free. Further,
the very process of mining is automatically a self-liquidating operation and
the proceeds from the sale of the ore are, in part, a return of capital. But
what is a proper assumption about the amount of depletion charges as a
cost of production?

The federal depletion formula is probably about as financially arbitrary
as it is administratively neat. A depletion allowance of 15 per cent of gross
receipts is patently unrelated to actual acquisition costs, whether incurred

51Memorandum (amended), Prepared by Harry Groschel, Budget Division, De
partment of Administration, for Senator Fraser (Duplicated by Commission on
Taxation of Iron Ore, June, 1955), p. 1 and addendum, p. 2. This Memorandum was
circulated to the Legislature during the 1955 session and filed with and elaborated to
the Commission at its last hearing on September 1, 1955.

339



~

Table IX. 2. Comparison of Occupation Tax Paid on 1952 Minnesota Iron Ore Operations With Taxes That Would
Have Been Paid under State Income Tax Law

(thousands of dollars)

Statutory Occupation tax: Estimated
Market and non- Value for before after state
value of statutory tax or labor labor income
iron ore deductions gross profit credit credit tax*

Oliver Iron Mining Division .................. $293,018 $164,773 $128,245 $15,389 $14,353 $3,878

~ Jones and Laughlin .......................... 19,563 12,849 6,714 806 679 203

o Cleveland-Cliffs ............................. 15,895 12,203 3,693 443 302 112

Hanna-Affiliated Companies ................... 81,175 61,873 19,301 2,316 1,773 582

Pickands-Mather-Affiliates .................... 74,762 51,767 22,995 2,759 2,411 695

All mining companies ........................ 543,093 347,817 195,277 23,433 20,789 5,905

"'Using a State income tax rate of 6.3 per cent including the 0.3 per cent surtax for the Veterans' Compensation Fund (.05 X 6.0).
Credit allowed for federal corporate income tax at 52 per cent (normal rate of 30 per cent plus surtax rate of 22 per cent).

Source: Derived from Report of Legislative Commission on Taxation of Iron Ore, 1955 (St. Paul, December 20, 1954), Tables
13-A to 13-F, pp. J.97-99.
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Table IX. 3. Estimated Profit of Minnesota Iron Mines for the Year 1952

Estimate of
Legislative Commission

on Taxation of
Iron Ore

Estimate prepared
by State

Department of
Administration

1,866,044
10,821,613 2,408,217 19,263,414

184,455,099 174,835,862
'$20,788,836

23,098,832 2,309,996 23,098,832
-

$161,356,267 $151,737,030

50,444,422 51,408,970

$110,911,845 Balance ............... 100,256,060
57,668,659 52,133,150

$ 53,243,186 Net income before State
and federal taxes ...... $174,835,862

Less: State occupation and
royalty taxes and federal
income taxes ......... 75,231,982

Net income after State and
federal taxes ....... .. 99,603,880

Combined gross income .
(Value of iron ore at mouth of mine)
Less: Cost of mining .

Value for occupation tax purposes .
Less: Ad valorem taxes .

Less: amount included
in cost of mining .

Other costs* .

Balance '" ,
Less: Occupation tax .

Royalty tax .
~ Net profit before allowance for depletion
...... and federal income taxes .

Less: Depletion allowance (15% of
gross income) .

Net profit before provision for federal
income taxes .

Provision for federal income taxes .

Net profit .

$12,687,657

1,866,044

$20,788,836
2,309,996

$336,296,147

141,019,435

$195,276,712
$18,721,241

$343,206,475

149,107,199

$194,099,276

':'Consists of administrative and legal expenses and contributions which are not allowed as costs of mining.
Source: Report of the Legislative Commission on Taxation of Iron Ore, 1955 (St. Paul, December 20, 1954), p. 200. Memoran

dum (amended), Prepared by Harry Groschel, Budget Division, Department of Administration, for Senator Fraser (Duplicated by
Commission on Taxation of Iron Ore, June 1955), addendum, p. 2.
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by exploration and development or by purchase. That the various firms in
a particular mining industry should fare similarly under such a depletion
formula is implausible; that the various firms throughout all mining should
do so is incredible. The formula may, however, be justified as an administra~

tive convenience and as a tax incentive.
To be a tax incentive, the federal formula must be sufficiently liberal to

cover more than actual depletion or, more accurately, expected actual
depletion of prospective discoveries. Without a special study of actual
depletion costs in iron mining, preferably Minnesota iron mining, no sup
portable conclusion on the adequacy of the depletion allowance can be
drawn. And until the depletion cost question is resolved, profit estimation
is a hazardous pursuit.

TRENDS IN MINING COSTS, PROFITABILITY AND TAXES

Probably the most common grounds on which the mining industry bases
its claim for tax relief is the changed character of mining in Minnesota. The
argument is that while once iron mining may have been a simple matter of
scooping rich ore from shallow open pits with huge power shovels, this is
no longer true. The pits have become much deeper and, accordingly, the
material handling problems much greater. The industry must continually
turn to increasingly less accessible are and the physical volume of "over
burden" which must be removed to reach the ore has increased to as much
as four or five times the physical volume of the ore uncovered. Further,
since the richest ores have already been mined, increasingly, the ore must be
"concentrated" to achieve commercial quality. 52

Undeniably, iron mining has become more technically complicated and
expensive. But the value of the ore seems to have risen apace with the in
creased cost of mining it. The ratio of "net taxable value" to "value at the
mouth of the mine" has shown no significant trend over the past thirty
years, as may be seen in Chart IX. 1. Throughout this period, net taxable
value has ranged from 36 to 62 per cent of mine-head value, generally
varying more narrowly between 50 and 60 per cent. Or, complementarily,
"allowable" mining cost has been variable but "trendless" at 40 to 50 per
cent of mine-head value.

The apparently continuing and remarkably steady operating margin in
iron mining as measured by occupation-tax value. despite the changed
character of· the natural resource, is probably attributable partly to the
constantly increasing demand for steel in our growing economy, partly to
technological progress and partly to managerial efficiency. So while the
relative size of this margin over costs is about the same as it was thirty

52The proportion of "concentrated" ore more than doubled, from about 16 per
cent of total ore shipments in the "twenties" to 38 per cent in 1954. And the share of
concentrated ore that is more than just "washed" (viz. "jigged", magnetically sepa
rated and aggregated, etc.) rose from less than 10 per cent of total concentrates in the
"twenties" to 47 per cent in 1954. Minnesota Mining Directory, 1955, op. cit., Table
10, p. 253.
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years ago, its raison d'etre today may be quite different. The margin may be
less an economic rent from a scarce natural resource, that is, less a gain
from a gift of nature, and more attributable to imaginative and efficient
management. This is not easily established, much less measured. All that
can be said is that Minnesota iron mining appears to be about as profitable
today as it ever was, relative to value of product. (The preferred base,
investment, is not available.)

While the ratio of net taxable value to mine-head value of iron ore has
remained at about the same general level over the past three decades, the
tax share going to the State has grown. Occupation and royalty tax
revenue has grown from about 2~ per cent of the Lake Erie ore value in
the "twenties" to about 3~ per cent in the late "thirties" and "forties"
and to about 41;2 per cent currently. The ad valorem tax, however, ex
tracts very little more revenue from iron mining operations today than it
did thirty years ago. 53 With the ad valorem levy reduced to only about
one-quarter of its earlier importance, relative to mineral value produced,
the ratio of total iron ore taxes to Lake Erie value of the ore is only about
one-half as large now as in the "twenties", as shown in Chart IX. 3.54

Since 1941, however, total state and local taxes as a per cent of Lake Erie
ore value have remained remarkably stable at about 7 to 8 per cent.

State Encouragement of Low-Grade Iron Ore Development

THE LABOR CREDIT AND GRADUATION OF THE OCCUPATION TAX

Avowedly, the labor credit provision is "for the purpose of increasing
employment and the utilization of low-grade, underground, and high labor
cost ores".55 While it would be very difficult to measure, even approxi
mately, the effectiveness of the labor credit on mining employment, a safe
statement is that a combined labor-capital credit would be a greater stimu
lus to a high level of iron ore recovery than would the labor credit alone.
That is to say, easing the effective tax rate on the high cost producer (or

53The ad valorem tax on iron mining raised an average of about $18 million in
the "twenties" and $21 million in calendar 1953, while the occupation and royalty
tax revenue increased from an average of less than $4 million to over $30 million in
the same period.

54This Chart well illustrates the facts that the coin of revenue stability has two
sides; the same revenue stability that is so beneficial to the taxing jurisdiction may
become very oppressive to the subject taxed. In 1932, trough year of the depression,
taxes claimed 65 per cent of the are value. With iron are production and sales in 1932
at only about one-ninth of the 1929 peak level, ad valorem property tax payments
of iron mining companies for that year were down by only 8 per cent.

Contrast that relationship with a decline of 86 per cent in occupation and royalty
tax collections for the same period, to the distress of the State and the relief of the
industry. The growing importance of the cyclically-sensitive occupation tax and the
declining importance of the cyclically-stable ad valorem tax practically insures that
taxes will never again claim such a fantastic proportion of the mineral value. This
continuing shift in the iron ore tax structure will tend to make the iron mining
industry less vulnerable to the effects of depression.

55Mil111esota Statutes, 1953, Ch. 298.02.
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high-grade, easily-accessible ores with the accompanying low labor costs
and the reverse.

The change in the labor credit enacted by the 1955 Legislature resulted
in a reduction in allowable credits from $2,258,762 that would have
accrued under the 1953 law on 1955 production to the actual $1,352,282
that was earned under the 1955 law, a decrease of $906,480 or 40 per
cent. 58 Of the 118 mines subject to the tax in 1955, 13 were not entitled
to a labor credit under either the previous or the existing law and 17 chose,
instead, the in lieu credit allowed for converting ore into iron within the
State (although 5 of these would have preferred the 1953 labor credit).
Of the remaining 88 mines, 13 experienced a uniform increase in labor
credit of slightly less than 1.2 per cent under the new law, including 4 of
the 7 underground mines and 9 of the 31 open pit mines with labor costs
ranging upward from $1.42 per ton. Mines experiencing a decrease in
allowable labor credit are about evenly divided between those losing all

56In a general way, the set of technological possibilities in marginal mines and
mining operations is the controlling factor. The exploitation of low-grade ores may
be equally feasible by either more intensive capital-using or labor-using processes.
If so, since the labor credit operates to lower the price of labor (wage cost per ton),
the cheaper labor-intensive process will be favored and employment will be increased.
But, if the technology of low-grade ore recovery heavily favors the use of the more
capital-intensive (mechanized) processes, then a labor credit would be largely
irrelevant and would have little effect on mining employment. But, in either case,
the State is collaterally interested in the highest levels of recovery of each deposit,
whether accomplished by a greater application of labor or capital.

571953 Iron Ore Occupation and Royalty Tax Data - State of Minnesota (Minne
sota State Department of Taxation, mimeographed).

58Worksheets prepared by the Minnesota Department of Taxation, Mining Divi
sion, July, 1956.
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operation) is of primary concern; the cause of the high cost is incidental.56
This is particularly true if current advances in mining technology requiring
the intensive use of machinery and equipment are to be fully utilized.

In effect, the labor credit provision imparts a rather substantial degree
of "graduation" to the occupation tax. The effective tax rate decreases with
higher labor costs and, roughly, lower profits. In 1953, the labor credit
ranged from 0 to 57 per cent of the basic tax liability of individual mines,

. ( graduating the effective rate from a little over 5 per cent to the full
"normal" rate of 12 per cent for that year. 57 The distribution of mines by
effective tax rate (net of labor credit) is strongly "bi-modal", as shown
below. That is, ores mined in 1953 seem to split into two distinct groups:

Effective
tax rate

(per cent)----------------.__.._-_._----
5.0- 6.9
7.0- 8.9
9.0-10.9

11.0-12.0
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such credit (36) and those losing only part of the credit they could have
claimed under the 1953 provisions (39). Thus, the few mines that gained
under the new law did so to only an insignificant degree, while 40 per cent
of the mines affected lost all claim to labor credits. All in all, the effect has
been to bring the effective tax rate much closer to the statutory level, al
though the impact of this action has been tempered by concentrating the
change on the mines with the lowest labor costs.

TACONITE PROMOTION

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 occupa
tion tax59 but no appreciable burden is currently involved because no
liability is incurred until production has begun and a substantial margin
over operating cost has been achieved. Thus, the occupation tax does not
become effective until the industry is in a position to pay it. (This does not
prejudge the fairness of the rate as applied to this "manufactured" ore.)

Leniency in the tax treatment of taconite is easily defended. Taconite
beneficiation is in its commercial and, perhaps, even its technological in
fancy.6o The willingness of the steel companies to invest over one-half
billion dollars in this venture, however, testifies to the high probability of its
eventual and, perhaps, even present competitive strength.61 Certainly, a
depression or even a prolonged recession, with the burden of decreased
demand falling on the higher-cost ores, presents a risk. 62 Quite likely it is
the risk. A good guess might be, then, that the future of taconite and other
comparably promising ores, such as Canada's and Michigan's jasper, is
almost assured if the United States economy continues to grow at near
potential rate, an increase of about 3 per cent per year in gross national
product. And a rapidly-growing world population and even more rapid
industrialization of the world may take much of the competitive pressure
exerted by high-grade, foreign ores off the local low-grade ore, while an

59Taconite, however, is exempt from the temporary surtax of 1.65 per cent passed
in the 1955 Session of the State Legislatme. This may be taken as fmther evidence
of a conscious effort to encourage investment in this new development. Minnesota
Session Laws, 1955, Extra Session, Ch. 2, Art. II.

60Taconite plant capacity now in operation or under construction is up to about
11 to 12 million tons, as compared to total iron ore shipments of 70 million tons in
a good year. Actual shipments of taconite and "jasper" (largely from Michigan),
however, reached a combined total of only 1,328,746 tons in 1955, or 1.55 per cent
of total iron ore shipments from all United States ranges. Skillings Mining Review
(Duluth, Minnesota), Vol. XLV, No.9, (June 2, 1956), cover.

61"The biggest vote of confidence given the future are trade on the Great Lakes
was cast by steel companies and fleet owners themselves when they undertook the
last round of shipbuilding." Federal Reserve Bank of Cleveland, Monthly Business
Review, October, 1955, p. 5.

62But see footnote 64, p. 348.
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advancing taconite technology is strengthening the State's competitive
position.

The existence of international tension, which periodically threatens to
erupt into armed conflict, favors Minnesota mines. The superior location
of the Mesabi range, from a national defense point of view, needs no
elaboration. What is less obvious but also operates in the State's favor is
that, while national defense considerations usually dictate the conserva
tion of domestic raw materials, this general principle is reversed in the case
of taconite. The processing equipment (capital), not the taconite rock, is
the scarce factor of production. The chance of an occurrence of an iron
ore bottleneck in a time of national emergency, therefore, would be lessened
more by an expansion of taconite concentration facilities than by a con
servation of taconite rock. What needs to be conserved is the precious time
that would be required to expand domestic iron ore production under
emergency conditions, especially if we should be cut off from foreign
supplies.63 '

The Long Range Outlook for Minnesota Mines and
Occupation Tax Revenue

Whatever the nature of the supply of iron ore has been up to now, with
the commercial development of taconite processing the long run supply
has now become almost infinitely expansible. Minnesota, moreover, is in
creasingly becoming a residual supplier of iron ore, that is, a source which
fills the gap between the total demand for ore and the "easy pickings" from
the world's (including Minnesota) open pit operations. The steel industry
can take reasonable assurance from the fact that, with taconite reserves
almost unlimited, ore supplies can be adjusted satisfactorily, given a reason
able period of transition. Minnesota iron mining, however, may become
more unstable, although not necessarily depressed from present levels.
How well the State fares will depend largely on the level and stability of
the future demand for steel relative to the future rate of importation of
foreign direct-shipping ore.

The prospect that taconite production can fill the gap caused by declin
ing State production of direct-shipping, open pit ores has been analyzed
by Mr. V. D. Johnston for Oglebay Norton & Co. His estimates of "re
quirements and potential sources of iron ore for steel plants in the United
States projected for 30 years" are presented in abridged form in Table IX. 4.

63"Aside from the problems of availability and national security, there is the
fundamental question of long-term profitability. The insistent demands of the peoples
of backward areas for an increased share of the world's goods is being reflected in
rapidly rising labor costs, further restrictions on profits, and in some instances out
right nationalization of foreign investments. All of which indicates that the United
States will continue to place first reliance on its own domestic production and that its
foreign sources of supply, which of necessity will gain substantially in supplemental
importance, will be largely limited to those areas providing a favorable long-term
investment climate and more protected trade routes." The First Boston Corporation,
The 11'011 Ore Industry and the Cleve/and Cliffs Iron Company (New York, 1955)
p. 11.
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The key estimate is that Canadian and other foreign countries will almost
triple their shipments of iron ore to domestic steel plants, from the current
level of approximately 25 million gross tons to an estimated 69 million
gross tons in 1984. If foreign sources grow to supply about 45 per cent of
the nation's steel-making needs, what are the prospects for iron ore pro
duction and employment in the Lake Superior Region?

Johnston's major conclusion is that domestic open pit production, prac
tically all of which is located in this State, will decline sharply from around
68 to 15 million gross tons in the next thirty years. A predicted 40 million
ton increase in taconite production, however, is relied on to offset three
quarters of this decline. While the Lake Superior Region would experience
a one-third reduction in its market-share, from 67 to 44 per cent of the total
iron ore supply, in absolute terms, the Region would still retain about 80
per cent of its current level of production.64 Moreover, since the produc
tion of taconite pellets requires more labor per ton than does open-pit ore
and because these pellets command a substantial price-premium, currently
because of their high iron content, employment and income in the area may
not decline from present levels, even if the projected drop in total pro
duction should prove accurate.

A separate estimate of the future demand for iron ore was made by
Professor Francis M. Boddy of the University of Minnesota School of
Business. 65 A procedural difference in the two estimates is that, while

64All of this is predicated on the accuracy of a January, 1954 estimate by Ben
jamin F. Fairless, then President of the United States Steel Corporation, that the
ingot capacity of domestic steel plants will increase at the rate of about 1.6 million
(net) tons annually and that the demand for steel products will' be sufficiently high
to warrant blast furnace operation at near-capacity levels. As to the first of these two
assumptions, the forecast rate of steel plant expansion is very conservative relative to
more recent prognostications. In the June issue of this year, Steelways forecasts a
15 million (net) ton increase in steel capacity in the next three years, a rate triple
that forecast above. Steelways (American Iron and Steel Institute, New York, N.Y.),
Vol. 12, No.3 (June, 1956), p. 1. .

On the second point noted, the thought is recalled from above that if taconite is a
high-cost ore it may bear a greater-than-proportionate share of the production cut
back in future recessions. In assessing the recession cost-competitiveness of taconite,
however, only variable (operating) costs are relevant. Taconite investors expect to
recover all costs eventually but for any given year, as in a recession, operating an
existing plant is advisable if the price at least covers the costs incurred because of
operating (as distinct from those costs which would have been incurred anyway, the
"fixed" costs). The very characterizing of taconite as a "manufactured" ore connotes
heavy investment and, presumably, emphasizes the relatively high fixed (overhead)
costs. Thus, even if taconite production is relatively expensive, in a full cost sense,
if the labor, material, power and transportation expenses are not unusually high, it
should not be especially vulnerable to recessions.

65Estimates developed by Professor Francis M. Boddy in late 1954 (manuscript).
Alternative estimates were made: one assuming that the existing fourteen foot chan
nel that by-passes the International Rapids will limit ore shipments to 6-8 million
tons per year; the other assuming that the Labrador ore supply will not encounter
any such bottleneck and will reach 30 million tons by 1975. The latter estimate is
reproduced here.
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Table IX. 4. Requirements and Potential Sources of Iron Ore for Steel Plants

in the United States Projected for 30 Years
(in millions of gross tons)

Requirements

Approximate
1955-56

production

Estimated
1984

production

Increase
or

decrease

f
1

1
I

Total iron ore requirements for capacity
blast furnace operations* .

Sources
Import ores exclusive of Canadian .
Net Canadian imports .

Total import ores .

United States Northeastern, Southern
and Western Districts .

United States open pit - direct shipping .
- gravity concentrate ..

Minn., Mich. and Wis. - underground ore .

United States Lake Superior District .
Necessary taconite concentrate** .

126

17
8

25

17
46
22
14

82
2

153

39
30

69

17
12
3

10

25
42

+27

+22
+22

+44

o
-34
-19
-4
-57
+40

*Based on a January, 1954 estimate of future increase in steel capacity by Ben
jamin F. Fairless, President of the United States Steel Corporation.

**A residual - obtained by subtracting the estimated supply of other ore from
total ore requirements.

Source: Estimated by V. D. Johnston for Oglebay Norton & Co., September, 1955.
Reproduced by Skillings' Mining Review (Duluth, Minnesota).

Johnston subtracted the supply of domestic ore originating outside of the
Lake Superior region from estimated total demand, Boddy delimited the
total market to include only "steel mills that depend at present mainly upon
Lake Superior ore resources." Proceeding, then, in similar fashion, the
likely ore supplies from Canada and Venezuela are subtracted from total
demand, leaving a net demand figure to be supplied by Lake Superior
mines.

The principal substantive difference between the two estimates is that
Boddy follows the lead of the "Paley Commission" (President's Materials
Policy Commission) with an estimated rate of growth in the demand for
iron ore of about 1.8 per cent per year. (This is considerably higher than
the Fairless estimate of a 1.6 million ton annual increase, equivalent to an
annual growth rate of about 1.1 to 1.2 per cent, employed by Johnston.)
But the higher growth rate is almost exactly offset by a correction made for
the higher iron content of imported and taconite ores, so that Boddy's 72
million ton estimate, while more carefully drawn and more sophisticated,
"nets out" to be almost identical with Johnston's estimated 73 million ton
demand for Lake Superior ore in 1975.

The thirty-year forecast of a 20 per cent decline in iron ore production
for the Region and, by extension, the State, would also seem to imply a
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decline of an equal or greater amount in State occupation and royalty tax
revenues. The latter, however, does not necessarily follow. If the occupa
tion tax were a true severance tax then the revenue trend would precisely
parallel the production trend. Since, instead, the occupation tax is more
closely akin to a net income tax, the tax yield will also reflect the future
profitability of taconite relative to the profitability of the present ore
mixture. If the Johnston and Boddy forecasts prove to be accurate and if
taconite proves to be less profitable, the State will have to be content with
a declining share of a declining total net value of locally-produced iron ore.
While this may be financially painful to the State, the logic and justice of
the privation is impeccable - taconite· would then be judged by the price
mechanism to be less a "gift of nature" and more a work of man, with a
corresponding reduction in the State's "natural heritage".

But this is probably a conservative estimate of the economic outlook for
Minnesota iron mining. Even assuming that the supply of foreign iron ore
continues to flow bounteously and uninterruptedly, as predicted, a more
optimistic forecast of steel demand would greatly alter the local picture.
We may follow, instead, the lead of the more optimistic forecasters and
predict a 1975 steel production 10-15 per cent greater than the Johnston
and Boddy estimates.66 Demand for at least an additional 15 million tons
of Minnesota iron ore would result, more than wiping out the 20 per cent
decline in State iron ore production and at least partially offsetting the
decline in occupation tax revenues suggested above.

66Por example, in ascending order of optimism: 177 million tons in 1980 (H. S.
Harrison of Cleveland Cliffs); 170 million tons in 1975 (Charles M. White, President
of Republic Steel); 185 million tons in 1970 (Arthur B. Homer of Bethlehem Steel);
and 216 million tons in 1980 (Joseph M. Block, President of Inland Steel). These
estimates are 7, 8, 23 and 30 per cent, respectively, above the Johnston and Boddy
estimates. Estimates cited in Engineering and Mining Journal (December, 1955), pp.
86-89.
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CHAPTER X

Inheritance, Estate and Gift Taxes
Rationale and Importance
IN principle the taxation of gratuitous transfers of wealth has been widely
supported by students of public finance and by persons of interests and
backgrounds as different as those of John Stuart Mill, the 19th century
British philosopher-economist, and Andrew Carnegie, the American who
built a great fortune in the process of creating and developing so large a
part of this nation's steel industry. It has been defended on a variety of
grounds. The beneficiaries of legacies, bequests and devises enjoy an in
crease in economic well-being which, it is argued, represents an appropriate
occasion for the appearance of the tax collector, particularly if one adheres
to the criterion of "ability to pay" as a guide in the distribution of taxes.
If the alternative source of revenue is the income tax, the inheritance or
estate tax may be preferred as a means of preserving economic incentives,
whether one is concerned with the incentives of the heir or, during his life
time, those of the decedent. In addition, wealth transfer taxes have been
defended on the ground that they serve a useful socio-economic function in
preventing an undue concentration of economic power and control and in
providing for greater equality of economic opportunity. Finally, the right
to transfer wealth from decedent to heir, since the days of feudalism in
England, has been regarded as a privilege extended by the state and, as
such, properly subject to taxation.

One of the most frequently stated objections to this form of taxation is
that it tends to destroy capital because estates may be required to liquidate
assets in order to meet tax liabilities. A second argument suggests that
substantial death duties discourage private saving and the accumulation of
capital, thus hampering economic growth. They may also dampen work
incentives of highly placed persons in industry if these persons are inspired
to effort in part, at least, by the desire to provide for the security of their
heirs. Another objection to wealth transfer taxes is based upon the objec~

tion to "double taxation". That is, assuming that the income out of which
the estate has been accumulated has been subject to income taxes, double
taxation in the opprobrious sense occurs if the value of the property trans
ferred at death is taxed as well. Many observers hold that upon the death
of the head of the family the economic position of the surviving widow
and dependent children is generally worsened as a consequence of the loss
of his salary or other non-property income. Consequently, they maintain,
insofar as these heirs are concerned, the imposition of an inheritance or
estate tax is not justifiable. Moreover, the surviving widow may have con
tributed in substantial measure, directly or indirectly, in the acquisition
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of the assets comprising the estate, in which case much of the tax may fall
upon wealth to which she has always had a substantive, if not legal, claim.

Whether or not one accepts these points of view depends in large measure
upon his social and economic goals and is, essentially, a matter of subjec
tive judgment. Furthermore, the validity of many of the defenses of or
objections to this form of taxation rests upon the validity of their under
lying assumptions with respect to psychological and economic behavior.

On balance, estate and inheritance taxes are most readily commended in
terms of both equity and economic effects, when viewed against the short
comings and disabilities of other forms of taxation. They have gained
acceptance in all countries in which economic development and organiza
tion are well advanced. In the United States the mobility of the legal
domicile of the owner of intangible property, the fact that assets may readily
be transferred among living persons, and the administrative difficulties
associated with these taxe$ all help to account for their comparatively minor
place in state tax systems.

Three types of wealth transfer taxes are in common usage - inheritance,
estate, and gift taxes. The inheritance tax, which is imposed upon the privi
lege of succession to property, is the most common basic tax imposed by
state governments. It is levied on the share of the estate left to a particular
beneficiary, the levels of exemptions and graduated rates depending on the
relationship between the decedent and the heir. The estate tax, on the
other hand, is imposed upon the privilege of transferring property at death.
It is levied upon the net estate of the decedent and allows only one basic
exemption. The estate tax is employed by the federal government and
several states. More frequently it is used by state governments only as a
means by which the full federal credit may be absorbed.

The gift tax is, strictly speaking, a supplementary tax imposed upon
inter vivos gifts as a means of checking the avoidance of inheritance and
estate taxes. A gift tax is levied by the federal government, but it is still
not widely utilized at the state level and has never yielded significant
amounts of revenue.

WEALTH TRANSFER TAXES AS A SOURCE OF REVENUE

Although state death duties (probate fees) date back to colonial times
and inheritance and estate taxes are among the oldest levies used by the
states,! it is only since the beginning of the twentieth century that taxes
on the transfer of wealth per se have gained popular support as a source
of revenue. The 1926 provision by the federal government of an 80 per
cent credit against the federal estate tax liability for state taxes paid soon
resulted in all states except Nevada imposing a tax designed, at least, to
absorb this credit. Prior to 1926 interstate competition to entice wealthy
individuals had occasioned a drastic over-all reduction in rates and, in
some states, the complete elimination of death taxation.

lPennsylvania, in 1826, was the first state to levy an inheritance tax.
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Thirty-seven states now impose inheritance taxes and of these states 33
supplement their inheritance tax with a differential estate tax2 and 10 with
gift taxes (12 states in all levy a gift tax). Six states levy only estate taxes
based on the 1926 federal levy. New York combines the differential estate
tax with the federal based estate tax. Two states, North Dakota and Utah,
impose only an independent estate tax, Idaho and South Dakota impose
an independent inheritance tax, and the three remaining states combine an
independent estate tax with either the differential estate tax or the inheri
tance tax. 3

While the federal credit has preserved the death tax as a state revenue
source, it has not by any means eliminated interstate competition. In es
sence, what the credit has done is to place a lower limit on state taxes. At
present this credit is equal to 80 per 'cent of the amount arrived at by
applying the 1926 rates, ranging from 1 per cent on the first $50,000 of the
taxable estate (determined according to the provisions of the Revenue Act
of 1954) in excess of $40,000 to 20 per cent on that part of the taxable
estate that exceeds $10,040,000:* As long as some states, such as Florida
and Arizona, which actively seek to attract wealthy individuals, levy a tax
designed only to absorb the federal credit, other states are restricted in
their freedom to raise substantially larger amounts of revenue. Any state
which imposes a wealth transfer tax load materially higher than that of other
states faces the danger of losing at least some wealthy individuals. The legal
domicile of the individual may be changed, in some cases at small cost and
with little inconvenience, so that the tax base, to the extent that it consists
of intangible property, may readily be shifted from one state to another.
In addition, all or part of the income tax may be lost to the state as well,
and, if the interstate tax differential is high enough, it may induce indi
viduals to invest in real estate located in low-tax states. 5 There does remain,
however, some danger that two states may successfully claim the domicile of
the decedent.6 In any event, wealth transfer taxes have not become a sub-

2Imposed to absorb the full 80 per cent credit allowed under the federal laws.
3U.S. Treasury Department, Overlapping Taxes in the United States, op. cit., p. 54.
4Intel'llal Revenue Code of 1954, Sec. 2011.
5Neither the statutes nor the courts in Minnesota have spelled out the steps that

must be taken if a change in domicile is to be recognized. "Domicile requires bodily
presence coupled with an intention to make it one's home." re Smith's Estate
(1954), 64 N. W. 2d 129. Thus the legal determination of domicile constitutes a
finding of fact, not of law. Among the actions that appear to be necessary if a
change of domicile from Minnesota to another state is to be established are: 1) Sever
business, social and other connections in Minnesota and establish them in the other
state; 2) Relinquish the homestead exemption in Minnesota; 3) Auto licensed in the
other state. The case becomes clearer as evidence of intent is built up.

6See, for example, the dissenting opinion of Justice Frankfurter in Texas v. Florida,
306 U.S. 398, in which he maintained that "Two State courts can very legitimately
find two different domiciles, in that two equally competent tribunals utilizing the same
outward facts in . . . the same common law concept of domicile may easily distil
contradictory conclusions." See also Dorrance v. Pennsylvania, 287 U.S. 660, in which
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stantial source of state revenue although, in 1951, the federal credit
amounted to only about one third of total state collections.1

In 1954 State revenues from wealth transfer taxes amounted to $247,
098,000, or $1.53 per capita.s Federal estate and gift taxes in the same
year amounted to $935,000,000, or $5.80 per capita. 9 Using a five-year
average, 1950-54, which, because of the irregular nature of death and
gift transfers, provides a more realistic comparison, state death and gift
tax collections amounted to $.209,277,000, or $1.34 per capita, and
federal estate and gift taxes to $5.24 per capita. Comparisons among states
in anyone year as well as for an average period show extremely wide
variations. In 1954, for example, Delaware collected $19.80 per capita,
while in the same fiscal year Nebraska collected only 0.08 cents per capita
and Mississippi 0.15 cents.10

Minnesota Wealth Transfer Taxes

THE INHERITANCE TAX

The first Minnesota inheritance tax to be upheld by the courts was
enacted in 1905.11 The inheritance tax in this State has been construed to
be a statutory levy upon the privilege of receiving property.12 The tax lia
bility is based upon the amount of money value received by each beneficiary
or heir from the decedent's estate in excess of the specific exemptions pro
vided. The tax so imposed is, therefore, upon the gross estate less reason
able deductions for administration of the estate, funeral expenses, expenses
of last sickness, claims allowed by the probate court such as family mainte
nance,13 an allowance to the surviving spouse,14 federal estate taxes and
liens on property in the estate at the date of death.
the Court refused to intervene although the courts in New Jersey and Pennsylvania had
each held that the decedent, Dr. John T. Dorrance, had been domiciled in its state.
(See In re Dorrance, 115 N.J. Eq. 268 and Dorrance's Estate, 309 Pa. 151.)

Under authority of Ch. 291.41-291.47 of the Minnesota Statutes, 1953 the State
has entered into reciprocity agreements with more than half of the states under
which disputes between states with respect to the domicile of decedents are to be
settled by a board of arbitration. Among the states which are not parties to such an
agreement are Arizona and Florida.

70verlapping Taxes in the United States, op. cit., p. 58.
8Compendium of State Government Finances, 1954, op. cit., p. 11.
9The Tax Foundation, Facts and Figures on Government Finance, 1954-1955

(New York, 1954), Table 90, p. 124.
10These wide variations in state collections reflect to some extent the different

levels of wealth transfer taxation among states but for the most part the differences
are explained by the uneven accumulation of private wealth among states. Because of
unfavorable climatic, cultural or general economic conditions, some states are not
conducive to retaining or attracting a wealthy aged population.

llSession Laws, 1905, Ch. 288.
12State v. Wagner (1951),233 Minnesota 241.
18Not to exceed $5,000.
141n the form of wearing apparel, furniture and household goods valued at up to

$2,000 and other personal property not in excess of $1,000 in value. Session Laws,
1955, Ch. 189.
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Exemptions and rates under the Minnesota inheritance tax vary widely
according to the relationship between decedent and heir. Standard exemp
tions range from $10,000 for the widow and minor children of the decedent
to $100 for an unrelated beneficiary. In addition to the regular exemptions
the homestead of the decedent, if transferred to the surviving spouse or
minor children, is exempt up to $30,000 of its appraised value. Proceeds
of life or accident insurance policies are exempt in the following amounts
to named beneficiaries:

(a) $35,000 to the spouse 01 the decedent.
(b) $10,000 to each child or lineal issue of the decedent.
(c) $5,000 to each dependent parent of the decedent.
(d) $1,000 to any other beneficiary.

Insurance proceeds left to the estate are fully taxable.
Rates range from 1 per cent to 12 per cent for the wife, children and

their lineal issue, 1~ per cent to 18 per cent for the husband and lineal
ancestors, J per cent to 36 per cent for brothers and sisters and their
descendents and sons-in-law and daughters-in-law, 4 per cent to 48 per
cent for aunts and uncles and their descendents, and 5 to 60 per cent for
all others. The primary rate applies to the first $15,000 and the maximum
rate goes into effect on amounts in excess of $1,100,000. The total tax
liability may not exceed 35 per cent of the true and full value of property
transferred in excess of exemptions.ll;

In addition to the individual exemptions and partial exemptions noted
above, all property transferred to political units for public purposes or to any
association, foundation, trust or fund for charitable, religious, scientific, liter
ary, or educational purposes within the State, or without the State if recipro
cal provisions are in effect, is exempt from the Minnesota inheritance tax.

Property is valued for inheritance tax purposes in Minnesota at its full
and true value as of the date of death of the decedent or as soon thereafter
as may be practicable.10 There are no optional time valuations under
Minnesota lawY In practice, property is valued at its "true and fair market
value" - that is, the value that would obtain in a trade between a willing
buyer and a willing seller. Listed stocks and bonds are appraised at the
mean value between the high and the low sale prices at the time of death
or, if there are no sales, at the mean between bid and asked quotations.

The Minnesota Statutes18 provide for the appointment by the probate
court of one or more "impartial and disinterested appraisers" when re
quired. In practice two appraisers are appointed by the court, one usually
being chosen upon the application of the estate or an interested party.
Objections to the appraised values must be submitted by the Commissioner
of Taxation within 90 days of filing copies of the estate inventory. The

15Minllesota Statutes, 1953, Ch. 291.03 and 291.04.
16Minnesota Statutes, 1953, Ch. 291.23.
17The Federal Estate Tax Law provides for an alternate valuation as of one year

following the date of the decedent's death. Internal Revenue Code of 1954, Sec. 2032.
18Mil111esota Statutes, 1953, Ch. 291.23.
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County Assessor is frequently called upon to submit information with
respect to the "true and full value" of real property when the Commis
sioner questions the validity of the original appraisal.19

THE ESTATE TAX20

As a supplement to the inheritance tax, Minnesota imposes a differential
estate tax to ensure absorption of the maximum credit allowed under the
federal estate tax. The tax so assessed is an amount equal to the positive
difference, if any, between this credit and the total tax payable to the State
under its inheritance tax. It has application under existing tax rates only
with respect to some very large estates.

THE GIFT TAX21

Minnesota is one of 12 states which impose a gift tax. It is based upon
"the aggregate sum of the gifts made by the donor to the same donee in
excess of the applicable annual exemptions and specific exemptions". The
tax is computed on a cumulative base, so that progression is applied
through time.

Specific exemptions deductible in computing the amount of gifts made
to any single donee are graduated under the same relationship classification
as the inheritance tax; they range from $10,000 for the wife and minor
child to $250 for unrelated donees. In addition to the specific exemptions
the first $3,000 in value of gifts (other than future interest in property) to
any person during a calendar year is exempt. Transfers by gift to units of
government or charitable, educational, scientific, religious, and certain
other institutions are entirely exempt.

The present gift tax rates in Minnesota follow the federal government's
practice in that they are set at 75 per cent of the inheritance tax rates.

REVENUE FROM WEALTH TRANSFER TAXES IN MINNESOTA
In spite of the highly variable nature of the base for inheritance and

gift taxes, with the exception of 1951,22 per capita collections, collections
as percentage of total State revenue and collections as a percentage of
personal income have consistently, in the past six years, shown a small
annual increase. Revenue from the inheritance and gift tax amounted to
$2,334,000 or $0.78 per capita in 1950 and $4,834,000, $1.56 per capita,
in 1955. Collections in 1950 and 1954 represented 1.2 per cent and 1.6
per cent, respectively, of total State tax receipts and 0.06 per cent and 0.08
per cent of personal income received in the State. For the five-year period,
1950-1954, average annual collections were $3,364,000, or $1.11 per
capita, representing 1.5 per cent of total average State tax collections and

19Information obtained from the Minnesota Department of Taxation.
2olbid'J Ch. 291.34 to 291.40.
21lbid'J Ch. 292.
22Per capita inheritance and gift tax collections in 1951 of $1.25 were materially

higher than in the preceding year and the two following years.
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.07 per cent of total average annual income received in the State.23

The gift tax in Minnesota, with the exception of 1955, has produced
only minor amounts of tax revenue. Collections for the six-year period
1950-1955 were 117, 171, 188, 85, 120 and 693 thousand dollars, re
spectively. The disproportionately high gift tax collections in 1955 re
sulted from a $400,000 assessment against two donors in the State.24

Inheritance and gift taxes, therefore, rank very low as revenue sources
for the State of Minnesota. Only the State tax on personal property, the
tax on iron ore royalties and a group of minor miscellaneous taxes produced
less revenue in 1954.

The inheritance tax is collected on behalf of the State by the county
treasurer of the county in which the estate is probated. Twenty per cent
of the amounts received are returned to the county by the State and the
remainder is available to the General Revenue Fund.25 The entire proceeds
of the gift tax and inheritance taxes imposed on property not subject to
.probate in Minnesota are paid into this Fund.

Rates, Exemptions and Revenue, Minnesota and Other States
Table X. 1 shows the major exemptions and rates for inheritance and

estate taxes in the 48 states. Compared with the other 36 states which levy
inheritance taxes, Minnesota's standard exemptions are, on the average,
somewhat less liberal for the surviving spouse, lineal heirs (other than minor
children) and close collateral heirs, and slightly more liberal for distant
collateral heirs and non-relatives. Fifteen states provide substantially higher
exemptions and seven substantially lower exemptions for the wife of the
decedent; 5 states provide considerably higher and 14 considerably lower
exemptions for the minor child. Because of the lower exemption allowed
for the widower than the widow and the adult child than the minor child,
exemptions for these classes of beneficiary fall well below the over-all
average. (Only 11 states, including Minnesota, differentiate between the
wife and husband and 8 between the adult and minor child.) Taking the
maximum $30,000 homestead exemption allowed, when it is left to the
spouse or the minor or dependent child in Minnesota, into consideration,
however, the relative position of Minnesota's level of exemptions with
regard to these classes of beneficiaries changes materially, since only 9
other states treat the homestead differently from other property trans
ferred. 26 Most states, as is the case in Minnesota, allow the exemption of

23See Table X. 2.
24Information received from the Minnesota Department of Taxation.
25Millnesota Statutes, 1953, Ch. 291.37.
26Idaho, Massachusetts, Nebraska, Oregon, Ohio, Oklahoma, South Carolina, Ver

mont and Wyoming provide specified homestead exemptions for the spouse and/or
children. Massachusetts, Ohio, Oregon and Wyoming place specific limitations on the
amounts transferred of $25,000 for a multiple dwelling, $5,000, $5,000 and $2,500
respectively. The entire homestead is exempt in the other states listed when trans
ferred to the spouse under certain circumstances. See: Commerce Clearing House,
Inheritance, Estate and Gift Taxes (Chicago, 1955).

357



l -

Table X. 1. Selected Exemptions and Rates of State Inheritance and Estate Taxes, All States as of 1954

Exemptions* (dollars) Rates (per cent)

Maximum
Spouse Size of rate

Lineal Collateral Non- and lineal Collater- Non- initial applies in
Spousec heirsad heirsb relatives heirs al heirs relatives bracket excess of

Alabamae ......• rates: 80 per cent of 1926 federal rates; standard exemption: $100,000
Arizonae •... " ... rates: 80 per cent of 1926 federal rates; standard exemption: $100,000
Arkansase ...... " rates: 80 per cent of 1926 federal rates; standard exemption: $100,000
Californiah " ..... 24,000 (5,000) 12,000 (5,000) 2,000-50 50 2-10 5-16 7-16 25,000 500,000
Coloradok " ...... 20,000 (10,000) 10,000 2,000-500f 500f 2-10 3-14 7-16 50,000 500,000

Connecticuti ..... 10,000 10,000 3,000-500 500 2-8 3-12 6-12 25,000 1,000,000
Delaware ....... 20,000 3,000 1,000-none none 1-4 2-8 5-8 50,000 200,000

W Floridae ........ rates: 80 per cent of 1926 federal rates; standard exemption: $100,000
VlG "e rates: 80 per cent of 1926 federal rates; standard exemption: $100,00000 eorgIa .... "...

Idahoh ......... 10,000 (4,000) 10,000 (4,000) 1,000-none none 2-15 4-30 8-30 25,000 500,000

Illinois ...... _... 20,000 20,000 10,000-100 100 2-14 2-30 10-30 20,000 500,000
Indiana ......... 15,000 (2,000) 5,000 (2,000) 500-100 100 1-10 5-20 7-20 25,000 1,500,000
Iowa."."." ...... 40,000 15,000 1,000f 1,000f 1-8 5-15 10-15 10,000 300,000
Kansas ......... 75,000 15,000 5,000-200f 200f 0.5-5 3-15 5-15 25,000 500,000
Kentucky ....... 10,000 (5,000) 10,000 (5,000) 1,000-500 500 2-16 4-16 6-16 20,000 500,000g

Louisianah .....• 5,000 5,000 1,000 500 2-3 5-7 5-10 5,000 20,000
Maine .......... 10,000 10,000 500 5,000 2-6 8-16 10-16 50,000 250,000
Maryland ... "... 150f 150f 150f 150f 1-7.5 7.5 7.5 entire share entire share
Massachusettsl ... 10,000f 10,000f 1,000f 1,000f 1-11 4-15 6-15 10,000 1,000,000
Michigan"" .... ". 30,000 5,000 5,000-100f 100f 2-8 2-15 10-15 50,000 750,000

Minnesotam •.••• 10,000 (5,000) 10,000 (5,000) 1,000-100 100 1-18 3-60 5-60 15,000 1,100,000
Mississippie ......... rates: 80 per cent of 1926 federal rates; standard exemption: $50,000
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Table X.l. (Continued)

Exemptions* (dollars) Rates (per cent)

Maximum
Spouse Size of rate

Lineal Collateral Non- and lineal Collater- Non- initial applies in
Spousec heirsad heirsb relatives heirs al heirs relatives bracket excess of

Missouri ........ 20,000 5,000 500-100 100 f 1-6 3-30 5-30 20,000 400,000
Montana ........ 17,500 (5,000) 2,000 500-none none 2-8 4-32 8-32 25,000 100,000
Nebraska ....... 10,000 10,000 10,000-500 500 1 1-18 6-18 entire share 60,000

200,000

1,500,000no tax

25,000

no tax
exempt exempt none none no tax 8.5 8.5 entire share entire share

5,000 5,000 500f 500f 1-16 5-16 8-16 50,000 3,700,000
10,000 10,000 10,000-500 500 l' 5 5 ,entire share entire share

rate: 100 per cent of 1926 federal rate; specific exemptions, spouse; $20,000, lineal ancestors: $5,000

10,000 (5,000) 5,000 (2,000) none none 1-12 4-17 8-17 10,000 3,000,000
rates: 2-23 per cent; specific exemptions, marital: $20,000 or 50 per cent of adjusted gross estate, lineal descen

dents: $5,000-$2,000
Ohio 5,000 (3,500) 5,000 (3,500) 500-none none 1-4 5-10 7-10
Oklahomae rates: 1-10 per cent; specific exemptions, spouse and lineal descendents: $15,000
Oregoni . . . . . . . . . exempt exempt 1,000-500 500 no tax 1-25 4-25

Nevada .
New Hampshire ..
New Jersey .
New Mexicohj ••.

New yorke .~

VI

\0 North Carolina ...
North Dakotae ., .

Pennsylvania .... 750 (none) none none none 2 15 15 entire share entire share
Rhode Island! ... 10,000 10,000 5,000-1,000 1,000 1-17 2-11 5-11 25,000 1,000,000
South Carolina ... 10,000 7,500 (5,000) 500-200 200 1-7 2-14 4-14 20,000 300,000
South Dakota .... 10,000 10,000 500-100 100 1-8 3-20 5-20 15,000 100,000
Tennessee ....... 10,000 10,000 1,000 1,000 1-7 5-15 5-15 25,000 500,000

Texash ••......•• 25,000 25,000 10,000-500 500 1-6 3-20 5-20 50,000 1,000,000
Utah ........... rates: 3-10 per cent; specific exemptions: $40,000 to surviving spouse or children
Vermont ........ 10,000 10,000 none none 2-6 6 6 25,000 250,000
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Virginia .
Washingtonh .
West Virginia .
Wisconsinn .•.••.

Wyoming .

SpouseC

5,000
5,000

15,000
15,000 (5,000)

10,000

Table x.l. (Continued)

Exemptions* (dollars) Rates (per cent)

Maximum
Spouse Size of rate

Lineal Collateral Non- and lineal Collater- Non- initial applies in
heirsad heirsb relatives heirs al heirs relatives bracket excess of

5,000 2,000-1,000 1,000 1-5 2-15 5-15 50,000 1,000,000
5,000 1,000-none none 1-10 3-25 10-25 25,000 500,000
5,000 100f 100f 3-13 4-25 7-30 50,000 1,000,000
2,000 500-100 100 2-10 2-40 8-40 , 25,000 500,000

10,000 10,000-none none 2 2-6 6 entire share entire share

'!'In addition to the standard exemptions listed most states allow specific exemptions for insurance and a few exempt homesteads.
aExemptions for other lineal heirs usually identical with adult child; in several instances same rate applies to daughters-in-law and

W sons-in-law.
~ bHigher rate shown under collateral heirs applies to brothers and sisters and frequently sons-in-law and daughters-in-law.

cWidower appears in parentheses when different from widow.
dAdult child appears in parentheses when different from minor child.
eState imposes only an estate tax.
!No exemption if share exceeds amount stated.
gEstates over $3,000,000 are subject only to differential estate tax.
hCommunity property passing to surviving spouse either Y:z or completely exempt.
iAlso levies an independent estate tax.
jExemption stated is total exemption for all heirs falling into classification and is divided proportionately.
kAn additional tax of 10 per cent is imposed on the amount of inheritance tax otherwise payable.
IAn additional tax of 23 per cent is imposed on the amount of inheritance tax otherwise payable.
l1lTotal tax is limited to 35 per cent of value of property transferred.
nTotal tax may not exceed 15 per cent of property transferred; an additional tax of 30 per cent is imposed on the tax otherwise

payable.

Sources: 1. U.S. Treasury Department, Overlapping Taxes in the United States (Washington, D.C., 1954), Table 33, p. 56.
2. Commerce Clearing House, Inc., State Tax Guide All States (Chicago, 1955).



Staff Report

at least part of life and accident insurance proceeds when the spouse or
children are the beneficiaries named. This additional exemption, in the
case of many estates, will affect Minnesota's ranking substantially. .

In the lower brackets and for close lineal beneficiaries the marginal rates
of the Minnesota inheritance tax appear to be moderate compared with
other states. For the higher brackets and for more distant relatives or un
related persons, however, the rates in Minnesota are substantially above
the average. The maximum rates applicable to transfers in excess of
$1,100,000 to the surviving husband, lineal ancestors, distant collateral
heirs and non-relatives are the highest in the nation.

One other consideration which must be taken into account when exam
ining comparative state rate levels is the deductibility of the federal estate
tax. This deduction from the gross estate before the state tax is computed,
if the estate being transferred is large, will reduce the tax on the entire
estate considerably.27 Minnesota and 24 other states permit this deduction
at the present time.

Among the 12 states which levy a gift tax there is wide variation in the
level of exemptions, rates and annual exclusions to each donee. Exemp
tions range from $24,000 to $5,000 for gifts to the wife to $1,000 to $50
for gifts to non-relatives. Rate schedules, however, with the exception of
Minnesota and three other states, are identical with the inheritance tax
rates. With the exception of Wisconsin all states follow the cumulative
system of taxing gifts used by the federal government and Minnesota. In
Wisconsin the gift tax is levied each year at rates that are independent of
prior gifts.

Table X. 2 provides detailed revenue data for Minnesota and the 7
neighboring states for the five-year period, 1950-1954. Minnesota's average
per capita receipts of $1.11 for this period are above the 8-state average28

but considerably below the all-states per capita collections. Among the 8
states, receipts in Minnesota from death and gift taxes ranked 4th on a per
capita basis, 5th as a percentage of total tax collections and 3rd as a per
centage of personal income. Average receipts from inheritance and gift
taxes in Wisconsin, at $2.02 per capita, were far higher than they were in
any of the other states shown in the comparison, not only on a per capita
basis but also as source of state revenue and as a percentage of personal
income. For the one year, 1954, per capita collections in Minnesota ranked
28th among the 47 states imposing wealth transfer taxes.

TAX LIABILITIES IN MINNESOTA AND SELECTED STATES

In Table X. 3 comparative inheritance tax liabilities and, in the case of
North Dakota, the estate tax liability, are computed for various hypothetical
estates. The tabulation indicates the tax which would be payable on net

27See Table X. 3. "Comparative Inheritance Tax Liabilities in Selected States".
28The very small receipts from wealth transfer taxes of Nebraska and North

Dakota distort the 8-state average so that this comparison is not very meaningful.
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Table X. 2. Comparison of Death and Gift Tax Collections with Total Tax Collections and Personal Income,
Selected States, Five-Year Average, 1950-54

Ratio of
Total death death and gift Ratio of

Total tax Per capita and gift tax Per capita tax collections death and gift
collections total tax collections death and gift to total tax tax collections to

(thousands of collections (thousands of tax collections collections personal income
State dollars) (dollars) dollars) (dollars) (per cent) (per cent)

lliinois ............. 474,099 53.01 10,389 1.16 2.2 0.06
Iowa .............. 168,977 64.46 4,156 1.58 2.4 0.10
MINNESOTA ...... 223,717 73.71 3,364 1.11 1.5 0.07

VJ M' . 196,418 48.57 3,309 0.82 1.7 0.0501 ISSOun •••.......•
tv

Nebraska .................. 58,269 43.25 146 0.11 0.3 0.01
North Dakota ....... 43,265 70.73 140 0.23 0.3 0.02
South Dakota ....... 38,988 59.19 503 0.76 1.3 0.06
Wisconsin .......... 240,275 68.58 7,088 2.02 2.9 0.12
Average 8 states .... 180,501 60.19 3,637 0.97 1.6 0.06
All states .......... 9,874,487 63.22 209,277 1.34 2.1 0.08

Sources: 1. U.S. Department of Commerce, Bureau of the Census, Compendium of State Government Finances in 1950, 1951, 1952,
1953 and 1954, (Washington, D.C.).

2. Personal income figures used are from the U.S. Department of Commerce, Office of Business Economics, Survey of
Current Business, September, 1955 (Washington, 1955), Table 1, p. 15.
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estates of $50,000, $100,000, $500,000 and $1,500,000, where the home
stead passes entirely to the wife and the balance of the estate goes :lh to
the wife, % to an adult child and Ys to a distant collateral heir. 29

Examination of the table indicates that the total tax liability payable in
Minnesota is, in each of the four illustrative cases, substantially below the
average. Only Missouri and Nebraska would consistently levy a smaller tax
on the estates, while the tax liability on the $1,500,000 estate would also
be lower in South Dakota than in Minnesota. The tax loads indicated for
the three classes of beneficiaries suggest that Minnesota imposes a com~

paratively light tax upon the shares of the estate passing to the wife and
children, particularly in the case of the smaller estates. But as the relation
ship between the decedent and heir becomes more distant the effective tax
rate (tax liability expressed as a percentage of the value of property passing
to the beneficiary) appears to be comparatively high, except with respect
to the smaller estates.

For purposes of evaluating the'competitive position of Minnesota under
the inheritance tax, comparison with such states as Florida and Arizona is
probably of equal or even greater importance than comparison with the
neighboring states. While Minnesota residents may shift their legal domi
ciles to one or other of the latter states, experience and practice suggest
that an inheritance or estate tax advantage is likely to be of much greater
importance with respect to decisions to move south. Both Florida and
Arizona impose only an estate tax which is designed simply to absorb the
federal credit. Thus the transfer of one's domicile from Minnesota to
Florida or Arizona will, except in the case of very large estates which do
not take advantage of the marital deduction, regularly result in tax savings
to the estate.30

Attempts to compare the relative levels of inheritance or estate taxation

29Since most estates transferred at death are composed of at least some insurance
payable to specific beneficiaries the total tax payable indicated in the tabulation,
particularly in the case of transfers to the wife, would be unrealistically high. All the
states listed provide for either the complete exemption of insurance proceeds received
by named beneficiaries or specific exemptions of varying amounts. Named beneficiaries
in Iowa, Nebraska, Missouri, Illinois, and South Dakota are entirely exempt. In
Wisconsin the exemption is limited to one $10,000 amount for all named beneficiaries.
North Dakota allows a $25,000 exemption for anyone beneficiary and Minnesota
exempts up to $35,000 for the spouse, $10,000 for each of the children, $5,000 each
for dependent parents and $1,000 for others. Thus, if insurance proceeds for specific
beneficiaries are high in anyone of the estates used in the computation, the compara
tive tax burden among the 8 states would change materially. The tax imposed in
Wisconsin would be changed by the least amount.

30To illustrate the point made here: if an estate of $20,000,000 were distributed,
as in Table X. 3, 1h to the wife, % to an adult child, and lis to a collateral heir, the
Minnesota tax liability in excess of the federal credit would be $1,066,346; if, how
ever, this same estate were distributed equally among 3 adult children of the decedent
the Minnesota tax would be equal only to the federal credit. In the latter case, there
fore, there would be no tax saving effected as a consequence of a change in domicile
from Minnesota to Arizona, Florida, or any other state.
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among states are fraught with difficulties and the illustrative cases presented
in Table X. 3 must be interpreted with considerable caution. The tax lia
bilities were computed without considering differences in the treatment of
life insurance because it did not appear to be possible to arrive at a reason
able estimate of "representative" proportions of estates that would consist
of the proceeds of life insurance policies. Practices in the valuation of
property differ widely among states. There are differences as well in such
matters as the treatment for inheritance tax purposes of powers of appoint
ment, future interests, property held in joint tenancy, and so forth. Dif
ferences such as these may be of sufficient importance to render simple
interstate comparisons of rates and exemptions almost meaningless, par
ticularly with respect to a substantial proportion of larger estates.

Conclusions
In this chapter dealing with inheritance, estate and gift taxes we have

attempted to present the 'factual background against which questions of
policy may be examined. The absence of the necessary data relating to (a)
the number of persons who have changed their domiciles as a consequence
of inheritance tax considerations, (b) the asset-structure and size-distribution
of estates probated in Minnesota, and (c) gift tax returns precludes the
development of a more substantial analysis.

The question of whether tax rates and exemptions should be higher or
lower remains one that is open to subjective judgment. Any decision to raise
more revenue through the application of the wealth transfer taxes should be
taken after due consideration of interstate competition as a limiting factor,
the present level of Minnesota's rates, exemptions and collections, and the
logical basis for these taxes.

On the important matter of intra-state equity several features of the
taxation of wealth transfers in Minnesota require close scrutiny. One such
feature is the exemption of all or part of the value of the homestead. Only
5 states exempt the homestead to the same extent or to a larger extent than
Minnesota. It is favored in this State under the property tax and bankruptcy
laws as well. In each instance it may be argued that equity considerations
are outweighed by the importance of encouraging home ownership. The
fact remains, however, that if two estates left to a surviving spouse or
dependent child are equal in value, but one includes a homestead valued at
up to $30,000 while the decedent in the second instance did not own a
homestead, the inheritance tax now imposes a differential tax burden upon
essentially similar circumstanced persons. In this respect the tax fails to
achieve neutrality, since questions of personal preference regarding home
ownership, or business demands or interests which may require investment
in industrial or other forms of enterprise are permitted to influence the tax
liability imposed by the State. In addition, the value of property represented
in the farm enterprise (exclusive of the farm home) is favored relative to
other kinds of business property.
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Table X. 3. Comparative Inheritance Tax Liabilities in Selected States:t

Case I Case II Caselli Case IV

(dollars) (dollars) (dollars) (dollars)
Net estate after deducting administrative expensesb .••. 50,000 100,000 500,000 1,500,000
Federal creditc ....•......................••....•• ...... . .... 2,400 20,400
Federal estate taxd ••............................. ..... . ... 45,300 191,800
Homestead passing to wifee ........................ 10,000 20,000 30,000 30,000
Balance - 112 to wife .............................. 20,000 40,000 212,350 639,100

% to adult child ......................... 15,000 30,000 159,262 479,325
~ to collateral heir ...................... 5,000 10,000 53,087 159,775

North South
Illinois Iowa Minnesota Missouri Nebraska Dakota Dakota Wisconsin

Case I (tax in dollars)

Wife ............................... 200 .... 150 100 100 . ... 350 520
~ Adult child ......................... ...... . .... 100 100 50 . .... 50 338
V\ Collateral heir ...................... 270 500 190 135 180 .... 192 371-- -- -- -- -- -- --

Total tax ..... _..................... 470 500 440 335 330 820 592 1,229

Case II
Wife ............................... 800 300 650 600 300 .... 1,050 2,340
Adult child ......................... 200 200 400 300 200 .... 350 858
Collateral heir ...... _. . . . . . . . . . . . . . . 570 1,000 390 285 480 .... 392 760

-- -- -- -- -- -- --
Total tax ........................... 1,570 1,500 1,440 1,185 980 2,580 1,792 3,958

Case lli
Wife ...................... _..... _.. 9,341 8,815 7,318 7,718 2,023 .... 8,850 20,264
Adult child ......................... 4,570 5,363 5,120 4,770 1,493 ..... 5,300 11,961
Collateral heir ...................... 3,807 5,309 4,622 2,932 3,065 .... 4,442 6,553-- -- -- -- -- -- --
Total tax ........................... 17,718 19,487 17,060 15,420 6,581 25,653 18,592 38,778
Tax in excess of Federal credit ......... 15,318 17,087 14,660 13,020 4,181 23,253 16,192 36,378
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Table X. 3. (Continued)

North South
illinois Iowa Minnesota Missouri Nebraska Dakota Dakota Wisconsin

(tax in dollars)
Case IV

Wife ............................... 56,874 41,978 36,210 31,546 6,290 . .... 28,850 69,043
Adult child ......................... 31,933 28,796 23,303 20,160 4,693 .... 20,300 45,248
Collateral heir ...................... 15,913 17,173 20,754 14,913 12,460 .... 22,792 31,156-- -- -- -- -- --
Total tax ..... . . . . . . . . . . . . . . . . . . . . .. 104,720 87,947 80,267 66,619 23,443 151,190 71,942 145,447
Tax in excess of Federal credit ......... 84,320 67,547 59,867 46,219 3,043 130,790 51,542 125,047

aWith the exception of North Dakota all the states levy an inheritance and a differential estate tax. North Dakota levies only an
independent estate tax.

bFor purposes of simplification the net estates rather than the gross estates are used.
cThe estates in Case I and II would be exempt from a state tax in Alabama, Arizona, Arkansas, Florida, and Georgia which im

pose only an estate tax based entirely on the 1926 Federal credit. In Case III and IV these states would impose a total tax equal only
to the Federal credit of $2,400 and $20,400 respectively.

dAll states, except South Dakota, allow the deduction of the Federal estate tax paid from the gross estate. No Federal tax is pay
able in Case I and II.

eMinnesota allows a $30,000 homestead exemption to the wife and the minor children and Nebraska exempts the homestead
entirely when it passes to the wife.

Sources: Rates and exemption taken from the Commerce Clearing House, State Tax Guide, All States (Chicago, 1955).
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The exemption of life insurance proceeds may encourage saving and it
eliminates legal procedures that otherwise must be undertaken if these
proceeds are to escape inheritance taxation. For example, if sufficient own
ership rights in the policy have been relinquished by the decedent prior to
death, such proceeds, under both state and federal law, are exempt with
out limit. Nevertheless, when the decedent has retained all ownership
rights, including the right to change the beneficiary, borrow or withdraw
the cash value, and so forth, there would appear to be little in substance
to distinguish this kind of asset from securities, bank balances or other
intangibles for inheritance tax purposes.

The exemption of insurance proceeds would also be expected, in some
degree, to divert saving and investment from the channels they would
otherwise follow. Decisions as to the form to be taken by saving and invest~

ment in the economy are, as a consequence, influenced by tax considera
tions. If the direction of such saving and investment is different from that
which would be followed in the absence of such considerations, the choice
made in many instances will be a "second choice" and, presumably, there
fore, a less desirable one.

Estimates prepared by the Minnesota Department of Taxation suggest
that the elimination of these two forms of special exemption would increase
inheritance tax revenues by some $500,000 per year. If it is considered
desirable to limit revenues to the level that would be attained under the
present structure, a greater degree of intra-state equity would be achieved
if general exemptions were increased or tax rates reduced and these special
exemptions removed.

Of the 12 states which now impose a gift tax Minnesota is one of 4 which
apply lower rates to inter vivos transfers than they do to transfers at death.
In addition, the separate exemptions provided under the gift tax and the
division of total transfers to heirs into two parts, each subject to lower tax
rates, add to the differential in tax liability that arises simply because of
differences in timing of property transfers. The disparity may be justifiable
as a means of encouraging the disposition of some kinds of assets by their
owners to their ultimate heirs at an earlier date. But all transferors are not
equally free to choose their methods of disposition. "Frequently the privi
lege of making dispositions during life fails to materialize because death
intervenes before the taxpayer is able to act. Thus, freedom of choice is not
equally operative in all instances."81 This freedom of choice is not "equally
operative" as well because of differences in the comparative ease and cost
of transferring different kinds of property.

From the point of view of intra-state equity, the present relationship
between the inheritance tax and the gift tax discriminates against transfers

81Federal Estate and Gift Taxes (A Joint Study Prepared by an Advisory Commit
tee to the Treasury Department and by the Office of the Tax Legislative Counsel, with
the cooperation of the Division of Tax Research and the Bureau of Internal Revenue)
(Washington, ~948), p, 8.
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at death. One means of removing this discrimination, a means which neither
the Federal Government nor any of the states have adopted, is through the
integration or "splicing" of the State's wealth transfer taxes. This would
involve the use of one set of cumulative specific exemptions, available to
the transferor for use during life or at death, and the imposition of one
group of rates applicable to transfers to each class of donee or heir. It
would not preclude annual exclusions of, say, $3,000 per donee per year,
such as are permitted under the law now.

A change of this nature, if the present levels of rates and exemptions
under the inheritance tax were continued, would probably increase State
revenue. 32 But it would also tend to strengthen the incentive to individuals
to change their state of domicile. Combining consideration of the questions
of interstate competition and intra-state equity, therefore, may lead one
to the conclusion that integration of the wealth transfer taxes should be
accompanied by a reduct~on in rates and an increase in exemptions.

In Minnesota, and generally throughout the United States, the primary
responsibility for administration of state inheritance and estates taxes, in
cluding the appraisal of asset values, is in the hands of county officials.
Experience with both the inheritance tax and the property tax strongly
suggests that the failure to centralize administration at the state level
results in inequities among taxpayers within the State. These inequities are
likely to arise as a consequence of (1) the differences in standards and
quality of appraisal among counties and (2) differences in the relation be
tween appraised and market values among different kinds of property. To
illustrate the latter point: listed securities are valued at market, whereas
real estate appraisal standards would appear, in many instances, to reach
the level of the assessor's "true and full" value, at best. Since the latter
value ranges from an average of 64 per cent of market value for farm realty
in Becker County to 8 per cent for "Lake Shore" property in Koochiching
County,33 the prospect that grave inequities arise would appear almost
certain.

It is by no means clear that such inequities would be eliminated through
centralization of administration, but centralization would be likely, at least,
to bring about a higher degree of uniformity in the appraisal of assets.
While the Commissioner of Taxation now has the authority to question and
change appraisals, he is not provided with a staff sufficient to achieve the
suggested objective. This subject is one which merits investigation in the
interest of improved intra-state equity in the application of the State's
wealth transfer taxes.

32It is not possible, given the lack of data, to estimate, even roughly, the amount
of the increase.

33Minnesota Department of Taxation, Summary Report to the Equalization Aid
Review Committee (mimeographed, March, 1955), pp. 25-27.
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CHAPTER XI

Alcoholic Beverage Taxes

TAXES on alcoholic beverages have been widely supported as "sumptuary
taxes", designed, ostensibly, to discourage consumption that is regarded
as detrimental to the well-being of the consumer and of the general public,
but not "sufficiently objectionable to require outright prohibition".1 Their
high revenue productivity suggests, however, that they have not served to
destroy the public's affinity for beverages containing alcohol. Nevertheless,
the opponents of alcoholic beverage taxes have seldom been able to muster
sufficient opposition to prevent their enactment, urged by demands for
governmental revenues and temperance groups. The comparatively passive
attitude of those who bear these taxes may stem in part from the fact that
they are hidden taxes. In any event, alcoholic beverage taxes continue to
provide increasingly large revenues.

From a fiscal standpoint taxes on alcoholic beverages have much to
commend them. The consumption, and therefore the sale of alcoholic
beverages, appears to be little affected by moderate price increases. A tax
increase is likely to raise prices and, in the absence of other economic
changes, bring little or no reduction in sales receipts, inclusive of taxes.Z

Tax collections, following the rate change, are almost certain to increase
because alcoholic beverage taxes are imposed, generally, at specific rather
than ad valorem rates.S

The various levies on alcoholic beverages may be imposed on manufac
turers, wholesalers or retailers. But no matter who is responsible for the
payment of the tax, it is the consumer who ultimately bears the major share
of the burden. Under these circumstances, consumers may attempt to evade
or reduce that burden by inclJeasing their purchases in low-tax areas. 4

1John F. Due, "Federal Excise Taxation", Bulletin of the National Tax Associa
tion, December, 1947, p. 67.

zIt has been estimated that a price increase of one per cent will reduce total re
ceipts from the sale of distilled spirits from zero to one half of one pel' cent. That is,
the "price elasticity" of demand is between -1.0 and -1.5. See J. P. McKenna and
F. M. Boddy, "How Bad are Liquor Taxes?", Proceedings of the National Tax Asso
ciation (Louisville, Ky., 1953), p. 31. The price elasticity of demand for beer is
likely to be even lower, so that an increase in the price of the product may be
expected to increase total receipts, including taxes.

3A "specific" rate is one expressed as a given number of dollars or cents pel' unit
of the product, whereas an "ad valorem" rate is expressed as a percentage of the price
of the product taxed.

4Higher state taxes, particularly those imposed upon distilled spirits, may not only
encourage a heavier illicit flow of spirits between states but, in addition, they may
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The fiscal potential of these taxes is also limited by their regressivity and
discriminatory impact. The proportion of income spent on alcoholic bev
erages, particularly beer, decreases as income increases. Consequently, the
ratio between the amount of tax borne and income falls as income rises. 5

Furthermore, taxes on alcoholic beverages are, with minor exceptions, based
on the physical quantity sold or produced, without regard to the price of
the beverage. This means that the absolute amount of tax paid per unit
purchased by consumers of cheaper beverages is generally the same as the
amount paid by those who purchase high-price, high-quality products.
Thus, in Minnesota, where spirits are sold under compulsory state-enforced
"fair trade" laws, a buyer of a "fifth" of gin priced at $3.50 pays a tax
amounting to 16 per cent of the purchase price while the buyer of a fifth
of straight bourbon selling for $7.00 pays a tax that is only 8 per cent of
the retail price.

Taxes on spirits, wine and beer, like other selective excise or sales taxes,
impose tax burdens upon individuals that vary with differences in consumer
taste patterns. If the sumptuary purpose of these taxes were generally ac
cepted and achieved in fact, the resulting differentiation among taxpayers
would have a logical basis. On the other hand, however, such differentiation
would reduce their revenue productivity to an extremely low level. Similarly,
to the extent that taxes on beer, wines and liquor reduce the quantities
sold or returns realized, farmers, manufacturers, and distributors, in vary
ing degrees, bear discriminatory burdens, directly or indirectly.

Alcoholic Beverage Taxes in State and Local Revenue Systems
Since 1933 and the repeal of Prohibition, the importance of various

levies on alcoholic beverages has increased rapidly and in 1954 total state
and local revenue from this source approached $900 million.6 Every state
collects some revenue from the production or sale of alcoholic beverages.
All states, even Mississippi and Oklahoma, the two "dry" states, tax beer.
Twenty-nine states impose excises on distilled spirits and 31 states tax wine.
Sixteen states have liquor monopolies at eith~ the state or local level, and

provide a greater incentive for the activities of "moonshiners" within the state. It is
obviously impossible to estimate the quantitative importance of illegal traffic in, and
production of, liquor, for in the process of obtaining such information the authorities,
if successful, could effectively stop or seriously impede both bootlegging and moon
shining.

6The relation between a change in expenditures on a commodity or service and a
change in income is referred to, by economists, as the "income elasticity of demand"
for that commodity or service. A recent study conducted in Great Britain gives these
elasticities as being 0.54 for beer and 0.80 for distilled spirits. In other words, a one
per cent change in income was accompanied by a less than one per cent change in
expenditures on alcoholic beverages. Richard Stone, Measurement of Consumer Ex
penditures and Behavior in the United Kingdom (Cambridge, 1954), p. 390.

6Distilled Spirits Institute, 1954 Public Revenues from Alcoholic Beverages (Wash
ington, D.C., 1955), p. 14.
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most states obtain additional revenue from licenses, fees and general sales
taxes on alcoholic beverages. 7

State taxes on distilled spirits are low, when compared with the federal
tax of $10.50 per "proof" gallon. They range from less than $1 to $3.60
per gallon. Similarly, state taxes on beer are typically well below the federal
rate of $9 per barrel. They range from less than $1 per barrel in six states
to over $13 per barrel in Mississippi. Thirteen states impose tax rates on
.light wines that are lower than the federal level of 17 cents per gallon. Only
five states reach the federal rate of 76 cents per gallon of fortified wine.S

TAXATION OF ALCOHOLIC BEVERAGES IN MINNESOTA

Minnesota imposes two kinds of levies on alcoholic beverages - license
'fees and excise taxes. In addition, about 380 municipalities, under "local
.option", currently realize about $6 million9 per year in net profit derived
from the operation of "exclusive" liquor stores. IO In fiscal 1954 State taxes
,on alcoholic beverages produced close to $14 million and ranked seventh
in importance among all State taxes.ll

License fees in Minnesota are imposed on the manufacture and sale of
intoxicating and non-intoxicating alcoholic beverages by the State and its
municipalities. State licenses for the sale of non-intoxicating malt beverages
.are rather low and range from $10 for the "off sale" license to $25 for
railroad-car licenses.l-2 Manufacturers and wholesalers of distilled liquor
pay a fee of $3,000 plus $2,500 for each additional place of distribution
or manufacture. Manufacturers and wholesalers of wines containing less
than 25 per cent alcohol pay $300 annually.ls Manufacturers of beer are
required to pay a license fee of $750, while wholesalers pay $150 annuallyY
A variety of fees is also collected from common carriers, importers, dis
tributors of sacramental wines and medicinal spirits, and "off sale" re
tailers.15

7Twenty of the 32 states with general sales taxes include in the base of the tax
the sale of some types of alcoholic beverages. In many cases the general sales tax is
imposed in addition to a special excise. United States Treasury Department, Over
lapping Taxes in the United States, op. cit., pp. 65-68.

sIbid.
9Report of the Public Examiner, Revenues, Expenditures, and Debt of the Cities

and Villages in Minnesota (St. Paul, 1955), p. 83.
10See: State of Minnesota, Office of the Liquor Control Commissioner, Biennial

Report, 1953 and 1954 (St. Paul, 1954), p. 17. "Exclusive" liquor stores may be
operated by villages and cities of the fourth class (Minnesota Statutes, 1953, Ch.
340.07 sub. 5).

llSee above Table III. 4.
I2Minnesota Statutes, 1953, Ch. 340.02, as amended by Session Laws, 1955, Ch.

820.
I3Minnesota Statutes, 1953, Ch. 340.11, as amended by Session Laws, 1955, Ch. 820.
14Minnesota Statutes, 1953, Ch. 340.402, as amended by Session Laws, 1955, Ch.

820.
I5Minnesota Statutes, 1953, Ch. 340.113, 340.17, 340.18, 340.493, as amended by

Session Laws, 1955, Ch. 820.
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Table XI. 1. Tax Rates* on Alcoholic Beverages, by States,** 1955

Spiritsa (per gallon)

$.01 to $.99

Ga. Mo.
Ill. Nev.
Kan. S. Dak.

$.01 to $.19

Calif. N.J.
Colo. N.Y.
Conn. Ohio
Ill. S.D.
Kan. Tex.
La. Vt.
Mo. Wis.
Nev.

$1.00 to $1.99 $2.00 and over

Ariz. Md. Ark. N. Dak.
Calif. Neb. Fla. S.C.
Colo. N.J. Ind. Tenn.
Conn. N.M. Mass. Vt.
Del. N.Y. MINN.
Ky. R.I.
La. Tex.

Wine,c "light" (per gallon)

$.20 to $.39 $.40 to $.60

Ariz. Neb. Ind. N.C.
Del. N.M. Mass. N.D.
Ky. Ore. Mich.
Me. R.I.
Md. Va.
MINN. Wyo.

Wine,c "fortified" (per gallon)

"Monopoly" Statesb

Ala. Ohio
Idaho Ore.
Iowa Utah
Me. Va.
Mich. Pa.
Mont. Wash.
N.H. W. Va.
N.C. Wyo.

Over $.60

Ark. S.C.
Fla. Tenn.
Ga.

Cal.
Mo.

Colo.
La.
Nev.
Ohio

S.D.e Ill. Neb.
Tex. Kan. N.D.
Wis.

Per centd of sale price (wines)

Fla.
Ga.
Me.

MINN.
N.C.
Vt.

Under 5 per cent

Utah

1-10 per cent

Pa.
Wash.

10-20 per cent

Ala.

Monopoly markup
only

Idaho N.H.
Iowa W. Va.
Mont.

I
I
~

! .

Under $1.00

Cal. Nev.
Colo. R.I.
Conn. Wash.
Md. Wis.
Mo. Wyo.
Mont.

Beer,f "low point" (per 31 gallon barrel)

$1.00 to $2.00 $2.01 to $3.00

Ill. N.Y. Ariz. Ky.
Mich. Ohio Del. Mass.
MINN. Ore. Ind. N.D.
Neb. S.D. Iowa Pa.
N.!. Utah
N.M.

Beer,! "high point" (per 31 gallon barrel)

S.D. MINN.
Ohio
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Over $3.00

Ala. N.H.
Ark. N.C.
Fla. Okla.
Ga. S.C.
Idaho Tenn.
Kan. Tex.
La. Vt.
Me. W. Va.
Miss. Va.

N.D.
Texas
Utah



Alcoholic Beverage Taxes
Table XI. 1. (Continued)

*In addition to these rates, there are special taxes on manufacturers, processors
and dealers, and on components of beverages, not shown in the Table. In some states
vermouth, sparkling wines, or other specified beverages are taxed at different rates,
not shown in the Table.

**Oklahoma and Mississippi, the two "dry" states, tax beer only.
nCalifornia, Connecticut, Georgia, Kansas, Maryland, Massachusetts and New

Mexico impose higher rates on distilled spirits in excess of 100 proof.
bAlabama, Montana, North Carolina, Pennsylvania, Utah, Washington, and Wyo

ming, in addition to the monopoly markup, also impose taxes on distilled spirits rang
ing from 4 to 20 per cent of the selling price.

c"Light" wines refer to wines with less than 14 per cent of alcohol content. "Forti
fied" wines refer to wines with alcohol content of over 14 but less than 21 per cent.
Rates for wines with alcohol content over 21 per cent are not shown in the Table.
States italicized are those that impose taxes on wine without regard to their alcohol
content.

dCertain "monopoly" states also impose taxes on wines expressed as per cent of
the retail price. .

cSouth Dakota imposes, in addition, a gross receipts tax at the rate of 10 per cent.
fBeer with alcohol content of less than 4 per cent by volume is classified in the

Table as "low point" beer. "High point" beer has, accordingly, more than 4 per cent
alcohol content. States italicized are those that tax beer without regard to the alcohol
content.

Source: Derived from The Tax Foundation, State Tax Rates and Collections,
1950 and 1955 (New York, 1956), pp. 28-31.

While license fees on manufacturers and wholesalers are, by and large,
payable to the State, fees on retailers of intoxicating liquor accrue to and
are set by local authorities, primarily municipalities. These fees range from
$100 to a maximum of $1,000, according to the class and population of
the municipality.16

The excise taxes on alcoholic beverages include a Veterans' Bonus Fund
surtax of 10 per cent of the basic rates. The basic rates are specific, that is,
are imposed at a flat rate per gallon or barrel. The law distinguishes be
tween fortified, unfortified, and sparkling wines, distilled spirits, and malt
beverages. The rates, including the surtax, range from 22 cents per gallon
on unfortified wines to $2.75 per gallon on distilled spirits and sparkling
wines. Excises on "high point" beer are twice the rate of $1.10 per barrel
imposed on "low point" beer,17

The range of rates of taxes on alcoholic beverages in the 48 states as of
December 31, 1955 is shown in Table XI. 1. With regard to distilled spirits
only Vermont, with a tax rate of $3.60 per gallon, has a higher tax than
Minnesota. A number of monopoly states, however, impose, in addition
to markups, special taxes on distilled spirits, expressed as a per cent of

16Minnesota Statutes, 1953, Ch. 340.11, sub. 12, as amended by Session Laws,
1955, Ch. 820.

17MinJlesota Statutes, 1953, Ch. 340.47. Thirty per cent of the proceeds of the
excise taxes is distributed, on the basis of population, to the counties, cities and
villages.
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l80ffice of Liquor Control Commission.
lOCi. State of California, State Board of Equalization, Alcoholic Beverage Prices

and Taxes in the Several States (Sacramento, 1953), Chart following p. 6. Prices are
exclusive of general sales taxes but inclusive of excise taxes. Only 30 of the 46 states
in which high point beer is sold were included in the survey.

TAXES ON ALCOHOLIC BEVERAGES, MINNESOTA AND

NEIGHBORING STATES

Table XI. 2 provides a simplified picture of the various taxes imposed on
alcoholic beverages by the eight states in the area. The range of license fees
is rather broad. It includes nominal payments for "off sale" beer at one
extreme, and substantial license charges payable by wholesalers and manu
facturers of liquor, on the other. Minnesota's licenses and excises on liquor
and wine appear to be high relative to the other seven states. Only North
Dakota imposes higher taxes on intoxicating beverages. Beer containing
more than 3.2 per cent of alcohol, by weight, is, in Minnesota, regarded as
an intoxicating beverage and the State's rate of $2.20 per barrel is the
second highest among the eight states.

However, the retail price of such beer in the State is comparatively low.
In 1952 local high point beer sold in Minnesota for $3.25 per 24-bottle
case. This price was exceeded in Illinois, South Dakota, Missouri, Wis
consin and 17 other states.19 Table XI. 3 indicates that beer drinkers in
Minnesota have, for almost 20 years, been expressing an increasing pre!
erence for high point beer. This change in consumption habits may be
related to the rather low retail price of such beer in the State.
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the selling price. In Alabama and Pennsylvania, for example, the contribu
tion of the consumer per unit purchased to the state treasury may exceed
that in Minnesota, for at least some distilled spirits.

Minnesota's rates on "light" wines are moderate. Sixteen of 32 non
monopoly states have higher taxes on wines containing less than 14 per
cent alcohol, whereas only 8 non-monopoly states tax "fortified" wine more
heavily than Minnesota.

Only six states, including Minnesota, distinguish between "high" and
"low" point beer for tax purposes. Among these states, only South Dakota
taxes high point beer at a rate below Minnesota's. Minnesota's rate on low
point beer is exceeded by 29 of the 42 states that tax beer irrespective of
its alcoholic content. Twenty-two of these 42 states tax beer at a rate
higher than that imposed in Minnesota on high point beer.

In fiscal 1955 State revenues from taxes on the various kinds of alcoholic
beverages in Minnesota were as follows: 18

Distilled spirits and wine $11,506,344
Beer. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 2,725,369
Licenses and miscellaneous (net) . . . . . . . . . . . 451,124

Total $14,682,837
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Table XI. 2. Alcoholic Beverage Taxes, Range of Rates, Selected States, 1955
(in dollars)

Distilled Spirits Wines BeerS'

"light"d "fortified"e "low point" "high point"

Excises Excises Excises Excises Excises
Li- (per Li- (per Li- (per Li- (per Li- (per

State censesa gallon) censes gallon) censesa gallon) censesa barrel) * censes barrel) *
Illinois ............ 50.00 1.02 25.00 0.15 25.00 0040 10.00 1.24 10.00 1.24

to to to to to
2,500.00 200.00 200.00 500.00 500.00

Iowab ............• 1.00 25.00 2048
to to

250.00 300.00

MINNESOTAb ..... 50.00 2.75 25.00 0.22 0.66 10.00 1.10 150.00 2.20
w to to to to to
-.l 3,000.00 300.00 2.75 25.00 750.00VI

Missouri ........... 50.00 0.80 0.10 0.02 100.00 0.10 50.00 0.62 200.00 0.62
to per

500.00 gallon

Nebraska .......... 50.00 1.20 250.00 0.20 250.00 0.55 10.00 1.24 10.00 1.24
to to to

North 1,000.00 800.00 800.00

Dakota ............ 50.00 4.05 0.50 0.60 50.00 2ASt 50.00 3.72f

to to to to to to

South 1,000.00 2.50 500.00 5.96 500.00 6.20

Dakotab, c ......... 200.00 1.50 0.15 0.75 100.00 2.00 100.00 2.00
to to

5,000.00 0.60

Wisconsinb " -....... 10.00 0.50 100.00 0.10 100.00 0.20 5.00 1.00 5.00 1.00
to to to to

1,000.00 2.00 100.00 100.00
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Table XI.2. (Continued)

*A barrel contains 31 gallons.
aIn general, the higher rates apply to manufacturers and wholesalers, bottom rates to medicinal distributors and "off sale" licensees.
bIn Minnesota, South Dakota and Wisconsin, municipalities operate exclusive liquor stores, subject to "local option". Iowa oper-

ates a State liquor monopoly.
cSouth Dakota imposes, in addition, a ten per cent gross receipts tax on manufacturers and distributors of distilled spirits. The rate

on "low point" beer is reduced by 50 per cent if the beer is manufactured in South Dakota.
~ dThe "light" wine classification varies among states. Usually wine with an alcoholic content of less than 14 per cent is classified
0\ as "light".

eUsually wine with more than 14 per cent alcohol content by weight.
!The lower rates apply to beer sold in kegs and barrels, the higher rates apply to beer sold in bottles or cans.
gLow point beer contains less than 4 per cent of alcohol by volume or less than 3.2 per cent by weight. Iowa prohibits the sale of

high point beer. Minnesota and the Dakotas are the only states, among those in the Table, that distinguish, for tax purposes, between
high and low beer.

Source: Derived from Commerce Clearing House, State Tax Reporter for illinois, Iowa, Minnesota, Missouri, Nebraska, North
Dakota, South Dakota, and Wisconsin (Chicago, 1956).
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Alcoholic Beverage Taxes
Table XI. 3. Sale of Beer in Minnesota, Selected Years, 1935-1955

(in barrels of 31 gallons)

"high point" "high point"
Fiscal "low point" (over 3.2 Total as aper cent
year (3.2 per cent) per cent) sales of total beer

1935 ......... 1,223,548 184,108 1,407,656 13.07
1936 ......... 1,487,572 176,897 1,664,469 10.63
1937 ......... 1,675,740 159,997 1,835,737 8.71
1938 ....... ,. 1,698,886 143,930 1,842,816 7.81
1939 ......... 1,597,831 130,408 1,728,239 7.54
1940 ......... 1,624,922 138,125 1,763,047 7.83
1941 ....... , . 1,255,516 115,875 1,371,391 8.45
1942 ......... 1,184,153 132,415 1,316,568 10.06
1943 ....... , . 1,043,021 157,686 1,200,707 13.13
1944 ......... 1,210,654 262,768 1,473,422 17.83
1945 ......... 1,136,685 319,049 1,455,734 21.91
1946 ......... 1,263,660 ,375,962 1,639,622 22.93
1947 ......... 1,306,160 443,316 1,749,476 25.33
1948 ......... 1,382,984 522,420 1,905,404 27.42
1949 ......... 1,343,745 536,047 1,879,792 28.51
1950 ......... 1,286,363 553,579 1,839,942 30.09
1951 ......... 1,200,479 572,107 1,772,586 32.26
1952 ......... 1,117,291 603,496 1,720,787 35.07
1953 ......... 1,077,629 640,011 1,717,640 37.25
1954 t •••••••• 1,052,368 701,581 1,753,949 40.00
1955 ......... 1,009,874 730,507 1,740,381 42.01

Source: Derived from State of Minnesota, Office of Liquor Control Commissioner,
Biennial Report, Fiscal Year 1953 and 1954 (St. Paul, 1954), p. 13. (Data based on
sales by wholesalers and manufacturers to retail dealers.) Data for 1955 provided
by the Office of the Liquor Control Commissioner.

In contrast with its moderate to high taxes on high point beer, distilled
spirits and wine, Minnesota's tax on low point beer, at $1.10 per barrel,
is comparatively low. Rates are lower only in Missouri and Wisconsin,
which are the two most important beer-producing states in the area. The
average rate in the eight-state area is $1.52 per barre1.20 If the State's excise
tax on "non-intoxicating" beer were raised to this average level, and sales
remained at about 1 million barrels per year, approximately $400,000 in
additional tax revenue would be realized.21 At its present rate the tax
amounts, roughly, to one third of a cent per 12-ounce bottle, or 8 cents
per case of 24 bottles. An increase of 42 cents per barrel is equivalent to
about one-eighth of a cent per bottle.

20The average rate is $1.52 if the tax of $2.48 per barrel applicable in North
Dakota to beer sold in kegs or barrels is included. If the North Dakota tax of $5.96
per barrel, applicable to beer sold in bottles or cans, is used in the computation the
average rate for the 8 states becomes $1.96.

'21Taxes on beer do not apply to beer brewed in Minnesota and shipped out of the
State but do apply to beer imported from other states. Hence, an increase in the
excise tax rate would not affect the competitive position of Minnesota breweries.
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The differentiation between high and low point beer is a hangover from
the prohibition era that persists in only a few states. Should Minnesota
abandon this differentiation for tax purposes, the tax rate on beer might
reasonably be $1.65 per barrel, a simple average of the existing rates. The
imposition of this rate on the sales of beer in the State in 1955, would have
yielded about $2.87 million in revenue. Thus, if sales of all beer in Minne
sota were to remain at current levels, the removal of the high and low
point rate distinction would bring about $150,000 in additional revenue
annually. At $1.65 per barrel the tax rate in Minnesota would be exceeded
by the actual or average rate in 29 of the 48 states.

Beer Production and Consumption, Minnesota and Other States .
In 1939 there were 21 breweries producing fermented malt beverages in

Minnesota, with a total labor force of 2,463. By 1947 the number of
breweries had fallen to 17, but the number employed had increased to
2,781. In 1955, fourteen breweries' operated in the State and employed
2,724 workers.22

In calendar 1955, Minnesota's breweries produced over 3.5 million bar
rels of beer. Of this total, nearly 2 million barrels were shipped out of state.
At the same time, over 200,000 barrels were "imported". Thus, more than
1,700,000 barrels were consumed and taxed in Minnesota. In calendar
1950, domestic production amounted to over 2,600,000 barrels. "Exports"
were about 1 million barrels, and "imports" slightly over 200,000 barrels.
Approximately 1,800,000 barrels of beer were subject to tax in Minnesota
in calendar 1950.23 Thus, in spite of a fall in local consumption, Minne
sota's beer production increased from 2.6 million to 3.5 million barrels,
or by 35 per cent, from 1950 to 1955.

Table XI. 4 presents figures relating to production of beer in Minnesota
and in those states in which production in 1955 exceeded or approached 5
million barrels.

Among the 8 states only Ohio and Minnesota differentiate between high
and low point beer for tax purposes. Ohio's rates, per gallon, are 8.1 and
4.8 cents, compared with Minnesota's 7 and 3.5 cents. The rates in the
other states, in cents per gallon, are as follows: Michigan, 4; Missouri, 2;
New Jersey, 3.3; New York, 3.3; Pennsylvania, 8; and Wisconsin, 3.2.24

Thus the average rate in Minnesota (5.3 cents) is exceeded by the average
or actual rates in Ohio and Pennsylvania, the Minnesota rate on low point
beer is lower than the average of the rates imposed in the 8-state group

22Data for 1939 and 1947 from United States Department of Commerce, i6th
Census of the United States, Manufactures, 1939, Minnesota (Washington, 1942),
p. 1q, and Census of Manufactures, 1947, MC122 (Washington, 1949), p. 3. Data
for -1955 derived from information provided by the Department of Employment
Security, State of Minnesota.

~sDerived from information provided by the Office of the Liquor Control Com
missioner, State of Minnesota.

UState Tax Rates and Collections, op. cit., p. 29.
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Table XI. 4. Beer Production in Leading Beer Producing States and in Minnesota, Selected Fiscal Years, 1939-1955
(barrels in thousands)

1939 1947 1953 1954 1955--
Per Per Per Per Per

State Barrels cent Barrels cent Barrels cent Barrels cent Barrels cent

Michigan ........ 2,803 5.2 4,372 5.0 4,924 5.4 5,204 5.6 4,988 5.6

MINNESOTA ... 2,703 5.0 3,031 3.4 3,009 3.3 3,414 3.7 3,731 4.2

UJ Missouri ........ 4,147 7.7 6,142 7.0 8,615 9.5 8,638 9.3 7,225 8.0
-:l

3,359\0 New Jersey ...... 6.2 5,927 6.8 7,501 8.3 7,535 8.1 7,356 8.2

New york ....... 8,586 15.9 13,751 15.6 12,657 14.0 12,549 13.6 11,929 13.3

Ohio ................ 3,722 6.9 6,156 7.0 4,713 5.2 4,924 5.3 5,159 5.8

Pennsylvania ..... 5,990 11.1 9,003 10.2 7,451 8.2 7,790 8.4 7,617 8.5

Wisconsin ....... 5,758 10.7 9,877 11.2 13,078 14.5 11,871 12.8 11,417 12.7

U. S. total ...... , 53,871 100.0 87,857 100.0 90,434 100.0 92,561 100.0 89,791 100.0

Source: Derived from: United States Treasury Department, Annual Reports of the Commissioner of Internal Revenue, 1939 and
1947, and Statistics Relating to the Alcohol and Tobacco Industries 1953, 1954 and 1955.
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(4 cents), while this State's rate on high point beer is exceeded only by
those levied in Ohio and Pennsylvania.

It is difficult to draw any firm inferences regarding the relation of tax
rates to beer production. A large proportion of beer produced in each
state is for domestic consumption. Hence, differences in population among
states may account for a very large share of differences in production. For
example, the leading state, New York, accounted for 13.3 per cent of total
production in 1955 and about 10 per cent of the nation's population. Min
nesota, on the other hand, with less than 2 per cent of total population,
accounted for 4.2 per cent of total production. Of the leading beer-produc
ing states only Missouri, New Jersey and Wisconsin showed more favorable
relationships between production and population.

With respect to rates of growth in beer production between 1939 and
1955, we find that New York and New Jersey, with identical tax rates,
experienced rates of grow~h of 38 and 119 per cent, respectively. The rate
of increase in beer production was about 75 per cent in both Michigan
and Missouri, although the tax rate in Michigan is double the rate in
Missouri. On the other hand, the tax rate in Pennsylvania is higher than it
is in Minnesota, while the rate of growth of production, between 1939 and
1955, was higher in Minnesota.

Table XI. 5. Per Capita Consumption of Alcoholic Beverages, Minnesota, 1939-1955
(in gallons)

Distilled
spirits Still wine Beer

14-21 under 14
per cent per cent low point high point total

1939 ...... 1.15 .11 .03 17.88 1.46 19.34
1940 '" ... 1.30 .11 .04 17.99 1.53 19.52
1941 ...... 1.30 .14 .04 13.95 1.27 15.22
1942 ...... 1.65 .20 .04 13.42 1.49 14.91
1943 ...... 1.73 .28 .08 12.65 1.91 14.56
1944 ...... 1.28 .19 .09 14.88 3.23 18.11
1945 .. " .. 1.60 .22 .09 13.89 3.91 17.80
1946 ...... 1.82 .34 .07 14.32 4.26 18.58
1947 ...... 1.66 .29 .07 14.48 4.93 19.41
1948 ...... 1.38 .27 .06 14.95 5.64 20.59
1949 ...... 1.39 .31 .09 14.17 5.67 19.84
1950 ... " . 1.15 .33 .11 13.30 5.74 19.04
1951 ...... 1.43 .31 .12 12.37 5.89 18.26
1952 ...... 1.20 .31 .13 11.38 6.14 17.52
1953 ...... 1.25 .35 .13 10.85 6.45 17.30
1954 ...... 1.22 .34 .13 10.42 6.94 17.36
1955':' .... 1.22 .36 .13 10.00 7.24 17.24

*Calculated on the basis of the 1954 population.
Source: State of Minnesota Office of Liquor Control Commissioner, Biennial Re-

port, Fiscal Years, 1953 and 1954, p. 13. Data for 1955 provided by the Office of the
Liquor Control Commissioner.
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Minnesota's share of the total market for beer has declined from 5.0 to
4.2 per cent since 1939, but increased from 3.4 to 4.2 per cent between
1947 and 1955. The increase has occurred despite the fact that consump
tion of beer in Minnesota has declined relative to the total in the nation
as a whole.

As Table XI. 5 indicates, the decline in per capita consumption of beer,
from a peak of more than 20 gallons in 1945 to about 17 gallons"in 1955,
is not readily attributable to a shift from beer to other alcoholic beverages.
More important, apparently, is the increasing preference for "high point"
beer, sales of which rose from 27 per cent in 1948 to 42 per cent in 1955
of total beer sales in Minnesota. This trend has been clearly in evidence
since 1941. Assuming no change in tax rates or in the level of total con
sumption, the continuation of the trend toward greater consumption of high
point beer will add about $80,000 to tax receipts by 1957.25

25This calculation is based on data. contained in Table XI. 3. A simple extrapolation
of the trend since 1941 yields 46.25 per cent as the proportion of total beer con
sumption accounted for by high point beer.
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CHAPTER XII

Taxation of Tobacco Products

Rationale
THE arguments used to justify taxation of cigarettes and other tobacco
products are similar to those offered in support of the taxation of alcoholic
beverages. Tobacco is regarded as a commodity which may have harmful
effects on both the individual and· society and which, therefore, merits a
"sumptuary" levy. At the same time, taxation of tobacco products has
proved to be an excellent revenue source, collectible with little resistance
from those who bear the tax. Moreover, since, at the state level, it is ordi
narily collected from a comparatively small number of wholesalers, it can
be administered at relatively small cost. The tax is concealed in the price
of the product and tends to meet with little political or consumer opposi
tion. Accordingly, taxes on tobacco products, particularly cigarettes, are
firmly entrenched in the revenue system of the federal government and
that of 42 states.

Two characteristics of the demand for tobacco products merit special
attention. Purchases of cigarettes and other tobacco products vary little
both among income groups and with respect to changes in income over
time. This low "income elasticity of demand" has two separate implications.
It insures that revenue collections do not change greatly even when income
changes substantially, and it also means that people with low incomes
spend a greater proportion of their budgets on tobacco products than do
those with high incomes. In addition, the tax rate is usually specific, that
is, a given number of mills per cigarette or cents per pack.

The amount of tax borne by the consumer, expressed as a proportion of
income, decreases as income rises; and the absolute amount of tax paid
varies little with the size of the consumer's budget. l In consequence, the
taxation of tobacco products is highly regressive.

lOn the "income elasticity of demand" for cigarettes in Great Britain, see Richard
Stone, op. cit., p. 390. In the period 1920 to 1938 the elasticity was 0.2. A study
conducted by the Bureau of Labor Statistics in 1941 revealed that the proportion of
income spent on tobacco was five times as large for families with incomes under $500
as for those with incomes between $1000 and $1500 and twenty times as large as for
families with incomes over $2000. See: United States Treasury Department, Federal
Excise Taxes on Tobacco (Washington, D.C., 1948), p. 63. The regressivity of the tax
on tobacco is also noted in the annual survey by the National Tobacco Tax Research
Council, Cigarette Taxes in the United States (Richmond, 1953), p. 41. In Minnesota
(as in other states) cigarette tax collections have increased steadily since the im
position of the tax in 1947, with the exception of the years of the nation-wide "cancer
scare", 1954 and 1955. It is particularly noteworthy that revenues proved immune
to the decline in the level of business activity in 1949 (See Table XII. 1). As
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In the second place, purchases of tobacco products are little affected by
moderate increases in their prices. A tax added to their price will be likely
to increase gross sales receipts. The low "price elasticity of demand" means
that the framers of tobacco tax legislation need not be unduly concerned
about its effects on business and trade in the areas of their jurisdiction.2

However, the combination of federal and state cigarette taxes, which, on
the average, amounts to almost 200 per cent of the pre-tax manufacturer's
price, has undoubtedly contributed substantially to the virtual disappear
ance of the small independent manufacturers producing the cheaper brands
of cigarettes which were familiar prior to World War II. Low price elasticity
of demand for cigarettes in general does not, of course, mean low price
elasticity for anyone brand.

Taxation of Tobacco Products by State and Local Governments
Forty-two states tax cigarett~s and eleven of these impose taxes on

tobacco products other than cigarettes. Three of the six non-taxing states
are important producers of tobacco.3

Beginning with Iowa in 1921,4 the taxation of cigarettes and to a lesser
extent of other tobacco products has expanded steadily. Since the end of
the second World War alone, 17 state governments, in their search for new
sources of revenue, have turned to tobacco taxes. The end of the war also
witnessed the growth of municipal taxation of cigarettes, but the municipal
taxes playa minor role so far, and are confined to municipalities in only a
few states. Taxes on cigarettes are in every case imposed on the physical
quantity of cigarettes and are expressed as so many cents per package of
20 or so many mills per cigarette. Taxes on other tobacco products vary
compared with alcoholic beverages, variations in the retail prices of cigarettes are not
absolutely large. Accordingly, the differential is not serious. Nevertheless, a tax of
4 cents per package of cigarettes selling at 21 cents at retail equals 19 per cent of
the retail price, while the same amount of tax per package selling at 30 cents is only
13 per cent of the price at retail.

2For evidence regarding low "price elasticity" see Federal Excise Taxes on Tobacco,
op. cit., p. 61. Richard Stone estimates the price elasticity at - 0.22, op. cit., p. 390.
A factor that contributes to this low price elasticity is the low absolute price of
tobacco products and the fact that, typically, only small quantities are purchased at
a time, thus making tax compliance easier and less susceptible to taxpayer resistance.
See, in this connection, Cigarette Taxes in the United States, op. cit., p. 5. It should
be noted that the last mentioned study quotes figures that would indicate a reduction
of purchases when taxes and hence prices of tobacco products are raised. But these
reductions in sales receipts following tax increases are temporary and can be ascribed
to exceptionally large purchases preceding the tax increase and to postponement of
purchases in anticipation of tax reduction. (Ibid., p. 39.)

3Data derived from Cigarette Taxes in the United States, op. cit., from State Tax
Reporter, op. cit., and from Tax Foundation, State Tax Rates and Collections, 1950
and 1955, op. cit., pp. 25-27.

<lIn 1909 Kansas enacted a tax on cigarettes designed to stamp out the use of
"coffin nails". The legislation was repealed in 1927, at which time a tax of 2 cents
per pack was imposed, for purposes of raising revenue. See The Arkansas Tax System
(Fayetteville, 1950), p. 95.
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considerably among states and include both specific and ad valorem rates.
Typically, taxes are imposed on manufacturers and wholesale distributors
and, in the case of cigarettes, evidence that the tax has been paid is obtained
by requiring that a stamp be affixed to the package.

Tax rates on cigarettes range from 2 cents per package of 20 in Missouri
and 3 other states to 8 cents in Louisiana. The rates imposed by the 42
states may be arrayed as follows:

2 cents per pack of 20 cigarettes . . . . . . . . .. 4 states
3 cents 15 states

3.25 cents 1 state
4 cents 8 states
5 cents 11 states
6 cents 2 states
8 cents 1 state

The rate imposed by Minnesota is the median rate of 4 cents. Sixteen of
the 42 states have, in addition, a sales or use tax that includes cigarettes in
its base. Thirteen other states specifically exempt cigarette sales from the
retail sales levy. In addition, the federal government imposes a cigarette
tax at the rate of 8 cents per pack of 20.

In order to compensate distributors for the costs of compliance, all states
other than Massachusetts grant a percentage discount that varies from one
per cent in Michigan to 10 per cent in several states. 5

In 1955 state revenues from taxation of tobacco products amounted to
about $460 million. 6 As noted previously, 1955 was a year in which the
"cancer scare" reduced tobacco consumption. When municipal revenues
are added to those of the states, total collections from taxation of tobacco
products have approximated half a billion dollars, on the average, in the
last few years.7

TAXATION OF TOBACCO PRODUCTS IN MINNESOTA

Taxation of tobacco products in Minnesota dates back to 1947 when a
specific tax of 3 cents per pack of 20 was imposed by the legislature. 8 In
1949 the rate was increased to 4 cents per pack, less a discount of 4 per
cent granted to those liable for the tax in return for affixing the stamps to

5Information contained in the text is derived from sources cited in footnote 3 and
from the following studies, among others: The Commonwealth of Massachusetts,
Report of the Special Commission Oil Taxation, Part XI (Boston, 1954); Minnesota
Legislative Research Committee, State Cigarette Taxes (St. Paul, 1950); R. G. and
G. C. Blakey, "Cigarette and Other Tobacco Taxes", Taxes (Chicago, 1942); E. W.
Reed, The Arkansas Tax System (Fayetteville, 1950), pp. 95-111; Indiana Commis
sion on State Tax and Financing Policy, Final Recommendations (Indianapolis,
1954), pp. 98-99; and State of lllinois, Report of the Revenue Laws Commission
(Springfield, 1949), pp. 480-526.

6State Tax Rates and Collections, op. cit., p. 27.
7Cigarette Taxes in the United States, op. cit., p. 8.
8Sessiofl Laws, 1947, Ch. 619, Sec. 2.
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packages of cigarettes. 9 In 1955 the legislature imposed, for the biennium
1955-1957, an ad valorem tax on all tobacco products other than cigarettes,
at the rate of 15 per cent of the manufacturer's price. A four per cent
discount was provided, although stamping of tobacco products other than
cigarettes is not required.10

As noted before, revenues from tobacco taxes have increased every year
since 1947, with the exception of 1954 and 1955. Table XII. 1 shows that
revenues from cigarette taxes have averaged more than $11 million since
1950. The anticipated revenue from taxation of other tobacco products is
$1,100,000 annually for the fiscal years 1956 and 1957, but collections to
date indicate that the estimates err on the low sideY

Cigarettes are thus seen to provide the State of Minnesota with its eighth
largest tax source. With the addition of revenues from taxation of products
other than cigarettes, tobacco tax revenues may well challenge the place of
alcoholic beverage taxes in the State revenue structure. Minnesota imposes
taxes on tobacco products at the State level only. One fourth of the

Table XII. 1. Cigarette Taxes Collected and Discounts Allowed, Minnesota, 1948-1954
(dollars)

Sale of
stamps and Total

meter License Insur- Use Miscel- Discounts collec-
Year units fees ance tax laneous allowed tions*

1948 8,615,866 34,760 146 430,753 8,220,019
1949 .. 9,297,794 16,238 100 441,473 8,872,659
1950 ., 11,585,935 19,028 110 267 463,275 11,142,065
1951 11,657,450 17,220 109 92 466,191 11,208,680
1952 11,860,076 16,798 107 770 448 473,537 11,404,663
1953 12,212,700 17,086 89 883 600 487,477 11,743,882
1954 11,796,039 15,182 42 1,345 755 470,330 11,343,034

*The data in this table differ slightly from figures given in Table IlL! which
represent net receipts as reported by the Public Examiner.

Source: Minnesota Department of Taxation, 1953-1954 Biennial Report (St. Paul,
1954), p. 102.

revenues from the cigarette tax (including licenses and penalties) is credited
to a special fund known as the Cigarette Tax Apportionment Fund, which
is divided among counties, cities and villages according to population.
Three fourths of cigarette tax revenues and the entire yield of the tax on
other tobacco products accrue to the General Revenue Fund.12

9Sessioft Laws, 1949, Ch. 703, Sec. 1.
l0Session Laws, Extra Session, 1955, Ch. II, Art. V.
11Information provided by the Minnesota Department of Taxation.
12Minnesota Statutes, 1953, Ch. 297.04 and Session Laws, Extra Session, 1955,

Ch. II, Art. V.
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RATES AND COLLECTIONS, MINNESOTA AND NEIGHBORING STATES

With the Missouri legislature having enacted a tax on cigarettes in 1955,
all of the eight states under comparison tax tobacco products. Minnesota
is the only state that taxes all tobacco products without exception, but
Iowa and North Dakota impose taxes on items other than cigarettes. Iowa
taxes cigarette papers and tubes as well as cigarettes, and North Dakota
taxes snuff, in addition to cigarettes.

Table XII. 2 gives the rates of tax on cigarettes in the eight states for
1955. Missouri is the only one of these states in which cigarette taxes are
also imposed by municipalities. Everyone of the states under considera
tion grants discounts to taxpayers, ostensibly to reimburse them for the
costs of affixing stamps. Several of the states also collect license fees, largely
for control rather than for revenue purposes.

Table XII. 2. Cigarette Tax Levies, Selected States, 1955

Licenses Excise tax rates Discount

(range in (in cents per pack of 20) (per (in cents
State* dollars) n b cent) per casec )

Illinois ............... f 3 3 5 75
Iowa ................. 75-100 3 5 5d 75
MINNESOTA** ...... 12-100 4 8 4 80
Missouri f 2 2e 2 40............. ,

Nebraska ............. f 3 3 5 75
North Dakota*** ... , .. 5-10 6 7 5 150
South Dakota ......... 20 3.25 8 7 107
Wisconsin ............ 50 4 8 3 60

*Sales taxes in illinois, Iowa, Missouri and South Dakota include cigarettes in their
bases.

**Beginning July 1, 1955, Minnesota imposed a 15 per cent ad valorem tax on
tobacco products other than cigarettes sold within the State, for the biennium
1955-57.

***North Dakota imposes, in addition, a tax on snuff, at the rate of 2 cents for the
standard 1.25 ounce box.

nRates in this column apply to cigarettes weighing 3 pounds or less per 1000.
bRates in this column apply to cigarettes weighing over 3 pounds per 1000. Only

specially made cigarettes fall into this category. Most cigarettes in popular consump
tion weigh less than 3 pounds per 1000.

cA standard case contains 500 packs of 20 cigarettes. In recent years several manu
facturers have begun shipment in cases containing 600- packs of 20.

dIn Iowa, the rate of discount granted to distributors using state-owned meters is
4.5 per cent. Iowa also imposes a tax on cigarette papers and tubes.

eThis figure refers not to the rate on heavier cigarettes but to the additional tax
levied by some of the larger cities in the State of Missouri. -

fOne dollar or less per year.

Source: Derived from: Commerce Clearing House, State Tax Reporters, 1955
(Chicago, 1956); Minnesota Legislative Research Committee, State Cigarette Taxes
(St. Paul, 1950); and The Tax Foundation, State Tax Rates and Collections, 1950
alld 1955 (New York, 1956), p. 26.
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*Missouri did not impose a cigarette tax at the state level until 1955.
IlCalculated on the basis of 3 cents per pack. Wisconsin increased the rate to 4

cents in 1955.

Source: Derived from The Tax Foundation, State Tax Rates and Collections, 1950
and 1955 (New York, 1956), p. 27.

Taxation of Tobacco Products

Minnesota's cigarette tax rate is exceeded only in North Dakota. How
ever, Illinois, Iowa, Missouri and South Dakota all impose a sales or use
tax that includes cigarettes in its base. With the exception of Nebraska and
possibly Missouri, therefore, cigarette taxes in Minnesota are equal to or
lower than those effectively prevailing in the other states in the area.

Table XII. 3 provides data relating to the level of cigarette tax collec
tions in the eight states. To eliminate interstate differences in rates and in
population, per capita yields per one cent of tax were computed. The re
sulting index suggests that Minnesota obtains its due share of cigarette tax

1.10
0.89
0.91
0.95
0.76
0.78
0.97
0.91

Per capita yield
per 1 cent of levy

(in dollars)

10,087
2,340
2,823
1,294

485
518

3,48311

Yield per
1 cent of levy
(in thousands

of dollars)

30,261
7,020

11,294
3,883
2,909
1,682

10,448

Total yield
(in thousands

of dollars)

Table XII. 3. Cigarette Tax Yields, Selected States,* 1955

State

revenues. Insofar as smoking habits are not likely to diverge very much in
the area,13 significant dispersion in the values of the index would have to
be ascribed to unequal compliance, evasion and "bootlegging". In fact,

13The simple linear correlation coefficient between the ratio of urban to total
population and per capita consumption of taxed cigarettes in the 41 states where
cigarettes were subject to tax was 0.6 for 1952. This, not very high correlation coeffi
cient, suggests that in addition to the urban ratio, other factors influence the consump
tion of taxed cigarettes. It is reasonable to assume that the rate of tax and, perhaps,
per capita income also playa part. In several states, for example, Utah, Nevada, and
Florida, special circumstances account for substantial deviation of per capita con
sumption from the national average. On the other hand, the regression analysis of
urban ratio on per capita cigarette consumption does reveal that a one per cent increase
in the ratio of urban to total population is associated with an increase in per capita
consumption of taxed cigarettes of one pack per year. (1' = 0.59, and the slope of the
"least squares" fit = 1.01. Computations based on data contained in United States
Department of Commerce, Bureau of the Census, Statistical Abstract of the United
States, 1955. (Washington, D.C., 1955), p. 27; National Tobacco Tax Council,
Cigarette Taxes ill the United States (Richmond, 1953), p. 32).

Illinois .
Iowa .
MINNESOTA .
Nebraska .
North Dakota .
South Dakota .
Wisconsin " .
Seven-state average .
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however, the values of the index indicate that the consumption of taxed
cigarettes corresponds closely to the actual consumption in the 7 states.H

TAXATION OF TOBACCO PRODUCTS OTHER THAN CIGARETTES

Eleven states tax tobacco products other than cigarettes. Minnesota is
the only one among the 8 states in the area that taxes all tobacco products
without exception. Several states that have imposed taxes on other tobacco
products have repealed such taxes. A number of other states, however,
now contemplate the taxation of products other than cigarettes,15

There is little doubt that taxes on cigarettes, wherever the point of
impact, are largely shifted forward to the consumer. While, under certain
conditions, a part of the tax burden may be absorbed by the producer of
the tobacco, the manufacturer or the distributor, the major share of this
burden rests on the smoker. This makes the tax inequitable both because
it is regressive and because it penalizes those who prefer to smoke rather
than, say, munch candy..The inequitable incidence of the tax, however
mitigated by sumptuary or other considerations, can only be defended by
revenue requirements, political expediency, and the consideration that the
available alternatives may be even less equitable. On the other hand, there
is no justification, in equity, for not taxing tobacco products other than
cigarettes. This discrimination against the cigarette smoker can no longer
be explained by the opprobrium associated with "coffin nails" in the past,
cultural prejudice, or economic considerations. Cigarette smoking is, at
present, at least as much acceptable socially as is the chewing of tobacco,
and very few people are compelled to "roll their own" by dire necessity.
Moreover, there is no evidence to substantiate the contention that the shift
of popular consumption from other tobacco products to cigarettes is mainly
due to the taxation of the former. 1G

art should be noted that the index for Nebraska is higher than that of Minnesota
despite a higher urban-rural ratio in Minnesota. This may be due' to the lower rate
of excise prevailing in Nebraska and hence better tax compliance in that state. On
the other hand, the difference in the indexes is sufficiently small to be the result of
random factors.

l5Alabama, Oklahoma, Arizona, North Dakota, Mississippi, South Carolina, New
Hampshire, Tennessee, Louisiana, South Carolina and Minnesota tax tobacco products
other than cigarettes. Louisiana, North Dakota, Mississippi, Oklahoma and South
Carolina do not explicitly tax all tobacco products, although, with the exception of
North Dakota, most tobacco products are in fact taxable. Arkansas, Maine, Massa
chusetts, New Mexico and Rhode Island have repealed their taxes on products other
than cigarettes but in the majority of those states the tax never became operative.
California, North Carolina and Washington are states where bills to tax tobacco
products other than cigarettes have been introduced in recent years. (Information
drawn from correspondence with various state officials provided through the courtesy
of the Department of Taxation, State of Minnesota.)

lGIn spite of the decrease in the consumption of cigars in the last 20 years cigar
prices, before tax, have been increasing. The consumption of snuff has remained
unchanged since 1918. The decrease in the consumption of smoking tobacco cannot
be ascribed to taxes, inasmuch as this form of tobacco consumption remains the
cheapest of all, even after taxes. ct. Federal Excise Taxes 011 Tobacco, op. cit., p. 36.
and State of Illinois, op. cit., pp. 484-489.
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Tax administrators in states imposing taxes on tobacco products other
than cigarettes declare themselves well satisfied with their operation. On
the average, such states collect from 10 to 15 per cent of total tobacco tax
revenue from this source.17

TAXATION OF TOBACCO PRODUCTS OTHER THAN CIGARETTES

IN MINNESOTA

The enactment of the tax on tobacco products other than cigarettes in
the one-day extra session of the 59th Minnesota legislature is consistent
with commonly held notions of fau'ness in taxation. But the tax raises a
number of points that require some discussion.

In the first place, the tax rate is below the effective rate applicable to
cigarettes. Four cents per pack of 20 cigarettes is equal to approximately
20 per cent of the wholesale price of cigarettes. To the extent that other
tobacco products are subject to a rate of tax that is some 25 per cent
lower, the discrimination against cigarette smokers is not entirely elimi
nated.18

The tax on tobacco products other than cigarettes provides for a dis
count to the taxpayer of 4 per cent of his tax liability.19 A similar discount
is granted to those liable for the cigarette tax. In the case of the cigarette
tax, however, the discount is designed, allegedly, to reimburse the taxpayer
for the cost of affixing stamps to packages, as required by law.20 The dis
count under the taxation of other tobacco products, where no stamps are
required, simply compensates the distributors for the costs of compliance.
Whatever the merits of the arguments for granting discounts to cover costs
of affixing stamps to packages of cigarettes, an equal rebate under the other
tobacco products tax can hardly be justified. All taxes require some outlay
on compliance on the part of the taxpayer. Unless it can be demonstrated
that the tax in question involves very much greater costs of compliance
than other levies, the discount under the other tobacco products tax must
rest on very tenuous grounds.

The failure to enact a use tax on other tobacco products may have a
greater impact on revenues than the discount feature. Administrative
measures taken by the states to insure compliance and to eliminate tax
evasion may be of little help if the use tax is not available as a means of
preventing evasion. Accordingly, most states that impose taxes on cigarettes
also impose a use tax that is collectible whenever it can be shown that the
cigarettes being consumed have not already been taxed at the appropriate
rate. 21 Although actual collections under the use tax may be insignificant,

17From correspondence in the files of the Minnesota Department of Taxation.
18Prima facie minimum prices charged by manufacturers of most popular brands

average $9.50 per 1000, or 19 cents per pack of 20. When discounts are taken into
consideration the ad valorem equivalent of the Minnesota cigarette tax is slightly
over 20 per cent.

19Session Laws, 1955, Extra Session, Ch. II, Art. V, Sec. 5.
20Minnesota Statutes, 1953, Ch. 297.03, sub. 5 and 6.
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the tax itself is of the greatest importance in reducing "bootlegging" and in
insuring a proper respect for the law. 22

As noted previously, revenue collections from the tax on other tobacco
products will probably exceed the estimated $1,100,000 annually. For fiscal
1956 total revenue from this source may well reach $1,500,000. 23 Were
the rate of this tax brought into line with the effective rate on cigarettes, an
additional half a million dollars in revenue could be realized annually.

SOME ADMINISTRATIVE PROBLEMS IN THE TAXATION OF CIGARETTES

While cigarette taxes are relatively easy to administer, they pose prob
lems of administrative tax policy with important implications for revenue.24

Two issues are of particular significance in this connection. The first of
these is the matter of discounts, the second is the question of requiring the
affixing of stamps. That these two issues are not independent is clear when
it is recalled that the discount is granted in return for compliance with the
law requiring the affixing of stamps. It may, however, be useful to con
sider them separately.

DISCOUNTS

Table XII. 1 shows that the revenue loss due to discounts has averaged
about $450,000 per year since the enactment of the cigarette tax. It cannot
be denied that the affixing of stamps imposes costs on cigarette distributors.
While stamps are also required under the alcoholic beverage taxes, where
no discounts are given, these stamps are affixed by the distillers and do not
impose a compliance burden on the distributors. The question arises, how
ever, whether or not the cost of affixing stamps exceeds the cost of dis
counts to the State under the cigarette tax. A number of studies have
attempted to ascertain the cost of compliance with the stamping require
ment. The determination of such costs is complicated by the occasional
confusion between the costs of affixing stamps and other compliance costS.25

The latter costs, however substantial, are not explicitly reimbursable under
other taxes. Moreover, some distributors use stamping meters while others

21For Minnesota use tax on cigarettes see Minnesota Statutes, 1953, Ch. 297.22.
22In 1954 over $1,300 was collected under the Minnesota use tax on cigarettes. See

Table XII. 1.
23Data obtained from the Minnesota Department of Taxation. The figure of

$1,500,000 includes about $60,000 from the proceeds of the "floor stocks tax".
24In Minnesota the costs of administration average around $50,000 annually, in

cluding the cost of stamps. This is less than one half of one per cent of the revenue
yield. See Biennial Report, op. cit., p. 104.

25In considering the size of the discount care must be taken to relate the percent
age of the discount granted to the prevailing tax rate. For that reason, the best index
of the cost to the state is the discount granted per standard case. Minnesota's 80 cents
per case is exceeded only in the Dakotas, among the 8 states of the area. See Table
XII. 2.
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affix stamps by hand. In any event, the weight of objective evidence strong·
ly suggests that Minnesota's discount is excessive.26

THE STAMPING REQUIREMENT

Of the 42 states that tax cigarettes only Michigan and Massachusetts
collect the tax without the benefit of stamps, on the basis of returns provided
by the distributor. There is a great variety of opinion regarding the ex
perience of these two states, but in the case of Michigan, at least, it appears
that the tax authorities are satisfied with the results:27 Massachusetts seems
to have experienced some loss of revenue under its method of collection but
this loss may be ascribed to cigarette purchases in the surrounding lower
tax states:28 Be that as it may, a careful study of the Massachusetts cigarette
tax did not propose the abandonment of present methods of collection.29

Michigan grants a discount of one per cent, presumably to compensate
the distributor for compliance costs other than those relating to stamps.
Massachusetts grants no discount but the Commissioner has discretionary
powers to award abatements whenever he is satisfied that the taxpayer
incurs unusually heavy costs of compliance.8o

Were Minnesota to abandon the sale of stamps as a method of cigarette
tax collection it could increase its annual revenues by some $500,000,81

26See, for example, Earl M. Pettibone, "Costs of Affixing Stamps and Impressions",
Proceedings of the National Tobacco Tax Association (Chicago, 1948), pp. 13-15.
Mr. Pettibone estimates the costs of affixing stamps by hand in Minnesota to be
between 35 and 45 cents for small distributors and the cost of metering, for large
distributors, to be between 24 and 33 cents, per standard case of 10,000 cigarettes.
A more recent, professional appraisal by the managerial consulting firm of Griffen
hagen and Associates found the cost of metering to be less than 22 cents per case
and of hand stamping less than 42 cents per case. Cf. State of Indiana, Final Recom
mendations, op. cit., pp. 97-8. Ninety per cent of all the cigarettes taxed in Minnesota
have stamps affixed to them by machine meters. (Information provided by the Minne
sota Department of Taxation.)

27See Illinois Revenue Laws Commission, op. cit., p. 518. The following data
suggest that the consumption of taxed cigarettes in Michigan is not significantly
affected by the absence of the stamp requirement. In 1952 the consumption of taxed
cigarettes per capita was about 128 packs in Michigan, about 132 in Ohio, 117 in
Illinois and 121 in Indiana. Only Ohio had a lower tax rate than Michigan (2 cents),
all the other states had a rate of 3 cents per pack. The four states, in addition to
being located in the same area, have similar ratios of urban to total population and
similar per capita incomes. Cf. Cigarette Taxes in the United States, op. cit., p. 32,
United States Department of Commerce, Statistical Abstract of the United States,
1955 (Washington, 1955), p. 27, and Survey of Current Business, September, 1955,
pp.16-17.

28Massachusetts' rate of 5 cents per pack compares with 3 cents in New York,
3 cents in New Hampshire, 3 cents in Rhode Island, 4 cents in Vermont and 5 cents
in Maine (State Tax Rates, op. cit., p. 26).

29Cf. Commonwealth of Massachusetts, op. cit. Stamps were abandoned in 1939.
30/bid., p. 51. These abatements average 2 per cent of revenue collections.
81In 1954 discounts amounted to over $470,000 and the cost to the State of pro

viding stamps exceeded $10,000. See Biennial Report, op. cit., pp. 102 and 104.
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assuming that there no longer would be a need to grant discounts and assum
ing also that the consumption of taxed cigarettes would not decline.

A fall in the consumption of taxed cigarettes could come about through
purchases of cigarettes by distributors and wholesalers in those states that
impose a lower rate of tax. For such "bootlegging" to reach any significant
proportions it would be necessary to transport cigarettes, illegally, by
truck. 32 Minnesota's position with respect to evasion is much better than
that of Massachusetts. Most of the states surrounding Minnesota have tax
rates that are either effectively higher or only slightly lower. It is doubtful
whether traffic by truck to and from Nebraska, for example, would prove
very profitable, in the light of the one cent rate differential and the existence
of the use tax in Minnesota. Moreover, a part of the saving emanating
from the elimination of stamps and the reduction or elimination of discounts
could be used to achieve more stringent enforcement of the law.

8·21n the past states were plagued by large purchases of low-tax cigarettes through
the mails. With the passage of the Jenkins Act this form of evasion has been almost
entirely eliminated (cf. Public Law 363, 81st Congress, First Session, October 19,
1949). The Act requires out-of-state distributors to report sales to the tax authorities
of the state into which the cigarettes are shipped. The Minnesota Department of
Taxation played a prominent role in a successful prosecution of violators of this
Act, which merited it a commendation from the National Tobacco Tax Association.
(Biennial Report, op. cit., p. 103.)
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CHAPTER XIII

Highway User Taxes

Rationale1

THE BENEFIT THEORY

SINCE the early 'twenties the "benefits received" principle has provided
the basis for much of the legislation pertaining to the financing of high
ways. Highways have been held to confer benefits upon a distinguishable
group of users who could be taxed in proportion to benefits received. These
benefits were never very clearly defined, but they were assumed to corre
spond approximately to the frequency of highway use. Accordingly, gasoline
taxes relate to frequency and extent of highway use; registration and license
fees, on the other hand, impose a "readiness to serve" charge that is inde
pendent of mileage travelled and, incidentally, aid in administrative con
trol of highway users.

Adherence to the benefit principle in highway taxation led to the almost
universal adoption of "earmarking" of highway user revenues. By either
legislative enactment or constitutional provision, state taxes imposed on
users of highways typically go to a special fund to be used for highway
construction, maintenance and administration. 2 The popularity of motor
fuel and vehicle taxation stems from the widespread adoption of the benefit
principle in highway finance and the apparent willingness of users to pay
for the services of the highway plant on a "pay as you drive" basis.

THE "PUBLIC UTILITY" THEORY

The "public utility" theory of highway finance regards the road plant as
a commercial enterprise that must cover its costs in order to justify its
existence. In the light of the theory, benefits received should not be deter-

lThe discussion in the text is based, in the main, on the following: 79 Congress,
1 Session, House Document 160, Carrier Taxation (Washington, 1944); 82 Congress,
1 Session, Senate Document 1039, Domestic Land and Water Transportation (Wash
ington, 1951); Richard M. Zettel, "Taxation for Highways in California", National
Tax Journal, September, 1948; "Final Report of the Committee on Taxation of
Transportation", Proceedings of the National Tax Association (Sacramento, 1951);
James M. Buchanan, "The Pricing of Highway Services", National Tax Journal,
June, 1952; "Highway Tax Problems", Proceedings of the National Tax Association
(Sacramento, 1953); Committee for Economic Development, Modemizing the Nation's
Highways (New York, 1956); and O. H. Brownlee and W. W. Heller, "Highway
Development and Financing", Proceedings of the A merican Economic Association,
May, 1956.

21n 1954, only Delaware and Rhode Island did not earmark highway user revenues
for specific highway use. See The Tax Foundation, Earmarked State Taxes (New
York, 1955), pp. 22-23.
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mining in the allocation of costs among users. Rather, users should be
called upon to pay in proportion to the costs that must be incurred in
order to serve them. Thus, if a particular group of users is considered to
obtain great benefits from highways but at the same time imposes little
demand on the highway plant, this group will be required to pay less than
another group which benefits less, but adds very substantially to highway
costs.3

This theory has a considerable following among economists who regard
benefits as a rather nebulous and unquantifiable concept and who are con
cerned with the most desirable allocation of the total resources of the
economy among competing uses. A facility provided by the government
would, when subject to the acid market test, have to prove its usefulness
or be eliminated. Thus, it is held, if highways cannot pay for themselves
they should not be provided and they should be provided only in the
quality and quantity justified by their ability to recover total costs.

A by-product of the public utility principle is the "incremental cost"
approach to the provisions of highway services. Various users of the roads
add unequally to highway construction and maintenance costs. Taxes paid
should reflect the additional costs that a particular vehicle or a particular
traffic pattern adds to total costs.4

OTHER THEORIES OF HIGHWAY FINANCE

While the general principle that highways differ significantly from other
governmental services is widely accepted, there are some to whom this
distinction is unwarranted or, at least, subject to severe qualifications.
Through most of this nation's history highways have been considered to I"

be the responsibility of the government in the same way that schools, de- .:••:..•..••':.•.
fence or public health are so considered. All these services also confer •
benefits and they certainly involve costs, yet they are provided out of
general tax revenues.

Even if it were granted that highways provide a distinct group of serv
ices, the benefits and costs of which are directly related, this relationship is
far from perfect. A telling point in favor of those who adhere to this view
is the fact that benefits that accrue from the provision of highways cannot
be attributed to direct users in their entirety. Property owners near main or

SIn its pure form, the theory would exact the entire cost of highways from users
only, on the analogy with, say, electric power companies that have to recover costs
from those who purchase the product, even though non-users may be said to derive
indirect benefits from the availability of electric power.

4While the "incremental cost" theory, in its various forms, is usually associated
with the "public utility" theory of highway finance, other determinants of the "proper"
share of highway costs can be consistent with the public utility concept. Thus, total
costs of highways can be allocated among highway users on the basis of the relative
costs of vehicle operation ("operating cost" approach) or on the basis of the high
way space needed by each type of vehicle multiplied by the time it takes each vehicle
to cover the space ("space time" approach). .
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access roads, concessionaries, community services, postal services, fire con
trol and conservation, national defence, and consumers of goods carried
by truck all benefit, in varying degree, from the existence of a well developed
and comprehensive road network.

At the other extreme from those who regard highways as simply another
governmental function, no different in theory and practice from education
or public welfare, are those who would price highway services differentially
in the same manner as goods and services are priced in private commerce.
Those who hold to this view are primarily concerned with the most effi
cient channeling of the demand for highways rather than with determining
the principles of supply of roads. 6

These and other theories lead to different conclusions with respect to
the problems of highway finance and differ, sometimes sharply, with regard
to the tax structure that would be most appropriate. Most of these theories,
however, agree on some important points that may form the basis of a
rational system of highway taxation. It is, therefore, possible to indicate
a number of rules of thumb that would receive general acceptance. The
main advantage of these rules is that they permit an analysis of the exist
ing highway taxes on the basis of some objective criteria.

The first of these "minimal" principles or rules is that, while much of the
burden of paying for highways should rest on direct highway users, a part of
the total cost should be borne by non-users. This is generally granted, in
one guise or another, although there is sharp disagreement as to the pro
portion of the cost to be so borne, the exact nature of these indirect
beneficiaries and the way in which they should be asked to supplement
the contribution of highway users.

Secondly, highway user charges that do not differentiate "properly" be
tween various categories of vehicles and various traffic patterns are not
sound taxes. Fortunately, in a large number of cases, the incremental cost
of a specific highway use need not differ too greatly from the commonly
held notions of benefits received.

In the third place, little opposition, on the part of disinterested students,
is encountered by the proposition that the proceeds of highway taxes
should be distributed among the component parts of the road system in a
manner that reflects their contribution to total highway revenues.

Adherence to these principles does not preclude the selection of any
specific highway tax schedule or the adoption of any particular pattern of
revenue allocations. At the same time, however, they narrow considerably
the range of the problem. For example, a system that collects more from
users than the total cost of providing highways contravenes the first prin-

6The restriction of demand and the determination of additional highway needs
are of course closely intertwined. Even the most heavily travelled road is empty at
certain times and a secondary access road may be crowded at other times because of
some speciaHmd fortuitous occurrence. To the extent that the "peak load" of certain
roads could be spread even more evenly in time and in space, additional need for
highway facilities could be revised downward.
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ciple. Similarly, a tax structure that does not effectively distinguish between
those who use roads very frequently and/or very extensively and those
who use them only occasionally is deficient both under the benefit prin
ciple and the cost' of service principle. Finally, a system under which the
least travelled roads get a major share of total revenues is inappropriate
under everyone of the basic principles of highway taxation.

Highway User Taxes in Minnesota
Minnesota imposes two principal types of highway user charges - motor

fuel taxes and registration fees. In addition, the State collects minor im
posts in the form of drivers' and chauffeurs' licenses and miscellaneous
fees designed to cover administrative costs. Most of these are for the pur
pose of regulation and control rather than to finance highway needs.

Taxes on motor fuel have been imposed in Minnesota since 1925.6 In
1949 the excise tax on gasoline was increased to the present level of 5
cents a gallon.7 The tax' on other motor fuels, such as diesel and butane,
is imposed at the same rate. 8 Since reorganization of the administration of
the fuel taxes in 1941, distributors of petroleum products have been re
sponsible for compliance, and the administration of the tax has been in
the hands of the State Department of Taxation.9

Inasmuch as the tax on motor fuels is a highway user tax, the law pro
vides for exemptions and refunds whenever the fuel is used for purposes
other than that of propelling vehicles on public highways. The only out
right exemption from the payment ·of tax is provided in the case of farm
tractor fuel, shipped and sold within the State, except in the event that
such fuel is used in connection with highway construction and mainte
nance.10

Refunds are of two types. The first relates to fuel consumed in combus
tion engines other than motor vehicles and aircraft, and the second reim
burses those who regularly purchase taxed gasoline in Minnesota but
travel in other states where they are subject to highway chargesY

Minnesota is one of the few states in which refunds have averaged more
than 15 per cent of gasoline tax collectionsP In recent years, although the
number of refund claims has increased, the proportion of refunds to total
tax collections has declined from 18.9 per cent in 1951 to 17.0 per cent
in 1954,13

6Sessioft Laws, 1925, Ch. 297.
7Minnesota Statutes, 1953, Ch. 296.
8Ibid.
9Session Laws, 1941, Ch. 498.
loMinllesota Statutes, 1953, Ch. 296.46.
lllbid., Ch. 296.18 and 296.17.
12See A. M. Fawzy, J. W. Martin and M. Frische, "Administration of State Motor

Fuel Taxes", National Tax Journal, June, 1954, p. 162. Iowa, Montana, Colorado,
Oklahoma, South and North Dakota and Kansas were the other states .in 1952.

13Minnesota Department of Taxation, 1953-54 Biennial Report (St. Paul, 1954),
p. 97. ~
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In addition to refunds, Minnesota allows distributors of petroleum
products 3 per cent for losses due to evaporation and leakages. One third
of this loss allowance must be credited by the distributor to the dealer.14,

All motor vehicles using the public streets and highways of the State are
subject to registration taxes. These taxes are imposed in lieu of personal
property taxes but the State Constitution provides for a "more onerous
taxation" of motor vehicles.15

Taxation of motor vehicles distinguishes several major, separate cate
gories of vehicles, to wit: passenger cars, farm trucks, urban trucks, inter
city busses, commercial trucks and busses, and miscellaneous vehicles.
Each of these categories is subject to registration taxes that differ both
with respect to the base and the rate of tax.16

Passenger automobiles are taxed on the basis of manufacturers' shipping
weight. The rate of tax varies from $5.25 for cars weighing less than 801
pounds to $75.25 for cars weighing 5001 pounds and more. Minnesota is
one of the very few states that' reduce the rate of tax as the age of the
automobile increases. After 3 years, the tax rate is reduced by 25 per cent
and after 6 years the rate is reduced by a further 25 per centY

Farm and urban trucks,l8 like passenger automobiles, are taxed at a rate
that decreases with the age of vehicle. The rate of tax also varies with the
unloaded weight of the vehicle and is computed, for the first 3 years of
truck life, at the rate of 60 cents per 100 pounds for farm trucks, and 80
cents for urban trucks.

Trucks, other than farm and urban, and busses, are taxed on the basis
of gross weight, which includes the weight of the vehicle plus the maximum
authorized load. Again, tax rates are reduced after 2 or 3 years of vehicle
life. Minnesota, unlike a number of states, does not impose a separate
registration fee on truck trailers and semitrailers, but taxes the tractor
and/or the truck in conjunction with the trailer or semitrailer as a com-

14,Mirmesota Statutes, 1953, Ch. 296.14.
15Two exceptions exist with respect to the "in lieu" character of registration taxes.

Municipalities may impose "wheelage taxes" and the State may impose gross earn
ings taxes on entities whose vehicles are subject to registration taxes. Minnesota
Constitution, Art. XVI, Sec. 3.

l0Provisions regarding registration taxes are set forth in detail in Minnesota
Statutes, 1953, Ch. 168.

17Ibid. Ch. 168.13. The rationale of the reduction of the tax with the age of the
vehicle derives from the concept of the tax as a substitute for the personal property
tax. It should be noted that whatever the merit of this procedure from the standpoint
of equity, it contravenes the principle that taxes on road users should bear some
relation to the costs imposed by those users. An older car impinges more heavily on
the capacity of the highway plant than does a brand new automobile. ct. J. M.
Buchanan, op. cit., p. 104. This discrimination may be offset, in part, by the greater
gasoline consumption, per mile, of the older vehicle.

18Parm trucks are single unit vehicles used principally to transport agricultural
and related products from farm to market. Urban trucks are all trucks used to trans
port property exclusively within corporate limits of cities, boroughs and villages and
contiguous municipalities. Minnesota Statutes, 1953, Ch. 168.012 and 168.013.
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bined unit. The rates on commercial trucks range from $25 for vehicles of
less than 3 tons to $170 for vehicles weighing between 12 and 14 tons plus
$30 for each additional ton of gross weight. Common and contract car
riers must obtain, in addition to the registration fee, an annual permit at
a cost of $12.50.19

Registration fees on intercity busses were reduced drastically in 1955.20

They range now from $125 for busses under 6,000 pounds of gross weight,
to $550 for those weighing over 30 tons.

Taxes on motor fuel, registration fees and licenses are the only highway
user taxes collected in Minnesota. The Constitution provides for a State
levy of one mill on all property in the State, the proceeds of which go to
the State Road and Bridge Fund,21 but no levy has been extended since
1949.22.Municipal and other local streets and highways are financed largely
out of the proceeds of local property taxes.

Highway requirements are financed through borrowing as well. Both
state and local powers to borrow are defined in the Constitution. In 1955
registration tax rates were increased by 5 per cent, the increase to take
effect upon the issuance of bonds to finance the construction of trunk
highways. These rates will become operative in October, 1956.23

DISPOSITION OF HIGHWAY REVENUES IN MINNESOTA

Under the State Constitution one-third of the proceeds of motor fuel
taxes is paid to the State Road and Bridge Fund24 for apportionment among
the state and county aid roads. The other two-thirds, together with the
proceeds of the taxes on motor vehicles, go to the Trunk Highway Fund.25

The apportionment of funds to counties is based principally on mileage
and needs, in the several counties. No less than three-fourths of one per

lllIncreased from $7.50 in 1955. Session Laws, 1955, Ch. 820.
2oSession Laws, 1955, Ch. 605. Taxation of commercial vehicles on the basis of

gross weight, with graduation of rates according to that weight, dates, in Minnesota,
from 1933 (Session Laws, 1933, Ch. 170). The sharp increase in truck fees was
based on the following declaration: "It is hereby declared that the use of heavy
motor vehicles on the highways has added and will add materially to the construction
and maintenance cost of such highways; that the use of such heavy vehicles has
resulted in the construction of more expensive highways than would have been
required by passenger automobiles or farm to market trucks ..." Session Laws,'
1933, Ch. 344.

21Minnesota Constitution, Art. IX, Sec. 16.
22Information provided by Minnesota Highway Department.
2SSee Minnesota Constitution, Art. IX, Sec. 5, and Art. XVI, Sec. 4, and Session

Laws, 1955, Ch. 749. The Department of Highways issued, in 1956, $4 million of
bonds to finance trunk highways and $6 million to finance a new building. (Informa
tion provided by the Minnesota Highway Department.)

·24The Fund is set up under Article IX, Sec. 16. In addition to the gasoline receipts,
the Fund is credited with the income from investments in the Internal Improvement
Land Fund, and with minor amounts specifically appropriated. ct. Minnesota Legis
lative Research Committee, Allocation ot Highway User Taxes in Various States
(St. Paul, 1952), p. 24.

26Minnesota Constitution, Art. XVI, Sec. 2.
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cent, nor more than three per cent, of the total to be apportioned, can be
allocated to anyone county in a single year.26

Any county or town road, and any city, village or borough street may be
designated as a county aid road by the County Board.27 The counties are
empowered to allocate funds to cities and villages, towns and unorganized
townships. The allocation of such funds is subject to various restrictions
with respect to population, assessed valuations and the share of total funds
allocable to a single municipality.28

In calendar 1954, of the $43.6 million collected from motor fuel taxes,
the counties received about $14 million, of which slightly in excess of half
a million was transferred to the townships. No motor fuel tax revenue was
allocated to municipalities. In the same year, receipts from the Federal
government totalled slightly over $15 million. Of this total the amount
directly received by the counties was $4.6 million, municipalities received
$140,000, and townships $88,000.29 .

It will be noted that the State Constitution does not, at present, provide
for direct distribution of highway revenues to municipalities. Moreover, the
distribution to counties is rather inflexible and does not adequately reflect
changing county needs.30

The problem of allocation of highway revenues to local governments was
considered by the Highway Study Commission appointed by the 1953
Legislature. The Commission presented a report in December, 1954, recom
mending a constitutional amendment and a number of legislative changes.31

The 1955 Legislature passed an act proposing an amendment to the
Constitution. This amendment, if passed, will provide for division of re
sponsibility for construction and maintenance of public roads among the
State, counties and municipalities. An important change is the creation of
a municipal state-aid street fund, to be apportioned among municipalities
with more than 5,000 population.32

The amendment, to be voted upon at the 1956 general election [Ed. note:
Approved by majority vote of the electorate, November, 1956], reads as
follows:

Shall the Constitution of the State of Minnesota be amended by in
cluding a consolidated article on public highways, establishing and

26Minuesota Statutes, 1953, Ch. 296.35.
27For municipai streets, approval of the local council must be obtained prior to

designation. Minnesota Statutes, 1953, Ch. 296.36.
.28Detailed provisions regulating the allocation of funds by county boards are set

down in Minnesota Statutes, 1953, Ch. 296.38-42.
.29Information provided by the Minnesota Highway Department, PlaIDling Re

search Section.
sOCf. Public Administration Service, Financing a Proposed Highway Program in

Minnesota (St. Paul, 1954), p. 44.
slReport of the Minnesota Highway Study Commission, December, 1954. A

succinct summary of the suggested changes is given in American Municipal Associa
tion, Local Government Share of State Collected Highway Funds and Revenues
(Washington, 1955), pp. 21-22.

82Sessioll Laws, 1955, Ch. 882.
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continuing the trunk highway system which is to be constructed and
maintained by the state, authorizing the issuance of bonds for trunk
highway purposes; authorizing the state to aid in the construction
and maintenance of other public highways; authorizing the taxation
of motor vehicles and the levying of an excise tax on motor fuel to
create a fund for highway purposes, and apportioning the moneys in
said fund as follows: 62 per cent to the trunk highway fund, 29 per
cent to the county state-aid highway fund, and nine per cent to the
municipal state-aid street fund?

The 1955 Legislature also appointed a Highway Taxes Distribution Com
mission to devise a formula for allocation of funds to local authorities, on
the assumption that the constitutional amendment will be approved on
November 6, 1956.33

Ratification of the amendment will constitute recognition of the fact that
local streets and highways are more than mere access roads benefiting only
the property whose owners they serve. It will return to municipalities at
least some of the highway-user taxes paid by vehicles using their thorough
fares and will help to relieve the tax load on property which, up to now,
has borne the bulk of the cost of street construction and maintenance.
While the 9 per cent of highway-user tax receipts is to be apportioned only
among cities and villages having populations in excess of 5,000, the High
way Tax Distribution Commission is at work on a program for distribution
of a part of the 29 per cent county share among smaller municipalities as
well.as among townships.

Highway User Taxes, Minnesota and Other States
State taxes on motor fuels have been imposed, since 1929, in everyone

of the 48 states. Rates per gallon range from 3 cents in Missouri to 7 cents
in 10 states. Minnesota's 5 cents is below the median rate of 6 cents.34 In
1953, six states imposed a higher rate of tax on diesel fuel than on gasoline
and only one state (Wyoming) taxed diesel fuel at a lower rate. 35

New York was the first state to tax motor vehicles. In 1901 it passed a
-motor vehicle registration law which was followed by a number of states in
rapid succession. Initially the registration fees were mainly regulatory in
intent, but they soon developed into a revenue producer of importance. By.
the outbreak of the First World War, all 48 states taxed motor vehicles
in a variety of ways.36

The federal tax on gasoline was introduced in 1932. The current rate is
3 cents a gallon. The federal government also imposes various excises on
motor vehicles, tires and tubes, lubricants, automotive parts and accessories.

33Letter from Gerald H. Swanson, Executive Secretary, dated May 28, 1956.
34In 1919, Oregon, Colorado, New Mexico and North Dakota were the first states

to impose gasoline taxes, ct. Overlapping Taxes in the United States, op. cit., pp. 17
and 70. See also Table XIII. 1.

35/bid.
30/bid.
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Rate
(cents per gallon)

3
4
5

5.5
6

6.5
6.58
7

Highway User Taxes

Table XIII. 1. State Gasoline Tax Rates, 1955

State

Missouri
Indiana, New Jersey, New York, Rhode Island
Arizona, Delaware, Illinois, Kansas, Massachusetts, MINNESOTA,
New Hampshire, Ohio, South Dakota, Texas, Utah, Wyoming
Vermont
California, Colorado, Connecticut, Idaho, Iowa, Maryland, Michi
gan, Nebraska, Nevada, New Mexico, North Dakota, Oregon,
Pennsylvania, Virginia, West Virginia, Wisconsin
Arkansas, Georgia, Washington
Oklahoma
Alabama, Florida, Kentucky, Louisiana, Maine, Mississippi, Mon
tana, North Carolina, South Carolina, Tennessee

Source: The Tax Foundation, State Tax Rates and Collections, 1950 and 1955
(New York, 1956), p. 21.

State taxes on motor vehicles differ so much with respect to method,
base, rate, form and substance that they defy any attempt at orderly com
parative presentation. "The variety of classification and frequency of change
in state charges on motor vehicles has made listing of these charges in a
brief table meaningless for comparative purposes". 37

Even when only the 8 states in the area are considered, registration fees
and charges present a bafiling collection of methods and techniques, hardly
amenable to concise and lucid presentation. Some states tax carriers sepa
rately, others tax them in addition to regular fees, and others do not tax
them as such at all. In most of the 8 states, trucks are taxed on the basis
of gross weight, but in South Dakota they are taxed on the basis of
unloaded weight and in Nebraska on the basis of carrying capacity. Three
of the 8 states tax passenger cars on the basis of manufacturers' shipping
weight but illinois and Missouri tax them on the basis of horse power,
Iowa taxes them according to their value and weight combined, and Wis
consin and Nebraska impose a flat rate of tax.

The majority of these states impose rates of tax that vary with the value
of commercial vehicles, but illinois has an optional mileage tax and North
Dakota imposes an additional tax on interstate carriers that is graduated
according to the distance travelled. 38

Because of the difficulties involved in drawing comparisons among states
with respect to taxes on motor vehicles and because it appears to be more
relevant to compare total highway user charges rather than one tax at a time,
Table XIII. 2 has been prepared. This table presents estimates of the annual

37State Tax Rates and Collections, op. cit., p. 23.
38Information in the text is derived from Commerce Clearing House, State Tax

Reporters (Chicago, 1956).
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Table XIII. 2. Estimated Highway User Taxes,* by Type of Vehicle,

Selected States, 1955

(dollars)
Commercial property Private

State carriern Intercity busb automobilec

Dlinois 1,776 895 50
Iowa 1,730 832 72
MINNESOTA 1,285 864 54
Missouri 999 775 53
Nebraska 1,694 936 51
North Dakota 2,032 993 66
South Dakotad . . . . • . . • . . . . • •• 2,290 976 48
Wisconsin 1,546 902 49
Average-8 states 1,669 909 55

*Includes motor fuel taxes, registration fees, permits, licenses, application costs
and special taxes imposed on common and contract carriers. Excludes property taxes,
sales and use taxes and, in the case of Illinois, adopts the weight option rather than
the mileage option for commercial carriers, as the less costly of the two. Figures in
the Table refer to first two years of vehicle life. Arbitrary assumptions were made
regarding the allocation over time of such items as application fees or operators'
licenses. In some cases the length of time was stated and the cost was so allocated.
In other cases these amounts were allotted to one year.

nCommercial property carriers (contract and common) are represented in the
Table by a tractor-semitrailer weighing 30 tons gross, travelling 55,000 miles a year
as a common carrier on interstate highways. The average gasoline consumption is
assumed to be 4.5 miles per gallon.

bBusses are represented in the Table by an intercity bus, of 12 tons gross weight,
with a seating capacity of 45 passengers, carrying 21 passengers on the average. The
annual mileage is assumed to be 45,000 miles and gasoline consumption is assumed
to average 4.5 miles per gallon.

cPassenger cars are represented in the Table by a vehicle weighing 3,400 pounds
unloaded, travelling 8,000 miles a year and averaging 15 miles per gallon.

dFigures for South Dakota are not strictly comparable because the base of taxation
is unloaded weight rather than gross weight or capacity as in the other states. Arbi
trary assumptions had to be made regarding the conversion ratio between gross and
net weight.

Source: Derived from Commerce Clearing House, State Tax Reporters (Chicago,
1956).

highway user taxes paid by operators of commercial carriers, intercity
busses and private automobiles in Minnesota and the 7 neighboring states.39

With respect to common carriers, it is estimated that in Minnesota such
taxes amount to $1,285 per year, compared with almost $2,300 in South

S9The assumptions used with respect to miles traveled,weight of vehicle, fuel
consumption, and so forth, are presented in footnotes to Table XIII. 2. The fol
lowing sources were relied upon to decide on typical vehicle classes, operating
characteristics and other relevant variables: E. M. Cope, J. T. Lynch and C. A.
Steele, "Estimate of User Taxes paid by Vehicles in Different Type and Weight
Groups", Public Roads, June 1954; Public Administration Service, An Incremental
Cost Analysis, August, 1954 (mimeo.) and Minnesota Highway Department, Com
mercial Vehicle Weight and Use Data Collected at 14 Loadometer Stations (St. Paul,
1954) (mimeo.).
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Dakota and $2,033 in North Dakota and $999 in Missouri. The average for
the 8 states is $1,669. The range of estimated taxes paid by intercity busses
is much narrower, from $993 in North Dakota to $775 in Missouri. The
average for the 8 states is $909, while the Minnesota figure is second lowest,
at $864. Operators of private automobiles in Minnesota are estimated to
pay an average of $54 per year in highway user taxes, compared with $72
in Iowa, the highest-tax state, and $48 in South Dakota, where this type of
vehicle is subject to the lowest taxes. The 8-state average in this instance
is $55.

HIGHWAY USER TAX REVENUES, MINNESOTA AND OTHER STATES

The rapid growth of state highway user tax collections, from some $700
million in 1928 to over $3.5 billion in 1955, was due to the astonishing
increase in vehicular traffic, on the one hand, and the popularity of this form
of taxation among states, on the other.40

Highway user taxes possess a number of characteristics that commend
them to legislators. In the first place, both fuel taxes and vehicle taxes are
imposed, with some exceptions, at specific rates. While this circumstance
makes tax collections relatively unresponsive to short-run changes in busi
ness conditions, it also causes them to be a comparatively stable and reliable
source of revenue.

In the second place, highway user taxes, particularly motor fuel taxes,
respond positively to increases in tax rates. While the amount of gasoline
purchased or the number of vehicles registered may decline as a result of
an increase in tax rates, revenue collections are almost certain to increase,
as long as there is no sharp deterioration in the general economic situation.41

Except with respect to refunds, administration of motor fuel taxes is
relatively simple and not very costly. The administrative cost of registration
and other inotor vehicle fees depends greatly on the tax system in operation
but these taxes are amenable to fairly rigid enforcement.

These substantial advantages of highway user taxes apparently out
weigh any objections that may be voiced against their widespread applica
tion.42 Gasoline taxes and, to a lesser extent, motor vehicle taxes, are
regressive in relation to income. In addition motor fuel taxes do not take
into account fully the weight of the vehicle travelling on public roads, while
registration fees, in the majority of cases, do not differentiate between in
tensive and sporadic users of the highway plant.43

4°Cf. Overlapping Taxes, op. cit., p. 17, and Compendium of State Government
Finances in 1955, op. cit., pp. 12-13.

41Cf. A. M. Fawzy and J. W. Martin, "Effect of Changes in State Motor Fuel Tax
Rates on Prices and Consumption of Gasoline", National Tax Journal, June, 1953.

421n 1955 highway user taxes accounted for over 30 per cent of all state tax
revenue. Compendium of State Government Finances in 1955, op. cit., p. 6.

43Cf. Richard M. Zettel, "Taxation for Highways in California", National Tax
Journal, September, 1948, p. 220. In addition, most states do not, in their highway
tax structures, take into account the varying efficiencies of various fuels.
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Of the $3.5 billion of state highway user tax receipts in 1955, two-thirds
was obtained from taxes on motor fuels. In the period 1950 to 1955 motor
fuel tax collections, for all states, increased by some 52 per cent and those
from motor vehicle taxes increased by about 58 per cent.<14

Tables XIII. 3 and XIII. 4 present highway user tax collections in 195445

for Minnesota and its 7 neighbors. The rate of the tax, the number of
vehicles, per capita income, and population density are the principal deter
minants of the level of highway user tax collections.4G

Table XIII. 3. State Motor Vehicle Tax Collections, Selected States, 1955

Illinois .
Iowa .
MINNESOTA .
Missouri .
Nebraska .
North Dakota .
South Dakota .
Wisconsin .
Total-V. S .

In thousands
of dollars

75,776
39,590
31,025
28,596

4,029
7,044
4,935

34,706
1,184,071

In dollarsa

per capita

8.27
15.01
10.00
6.88
2.95

11.08
7.40
9.70
7.35

In dollarsb

per vehicle

24.54
34.62
23.75
19.94
6.33

23.50
15.68
25.96
20.21

aCalculated on the basis of 1954 population.
bCalculated on the basis of 1954 registrations.

Source: Derived from The Tax Foundation, State Tax Rates and Collections, 1950
and 1955 (New York, 1956), p. 24.

For the 8 states the average of all highway user taxes per vehicle was,
in 1954, $55.57, compared with Minnesota's $57.27 and the national aver
age of $59.56. On a per capita basis the 8-state average was $23.03 com
pared with Minnesota's $24.01 and $21.65 for the nation. Per capita taxes
as a proportion of personal income averaged, for the nation, 1.22 per cent,
for Minnesota 1.47 per cent, and for the 8 states, 1.45 per cent.47

In 1954 highway user taxes accounted for 15 per cent of all state and
local tax revenue in Minnesota and were the second most important source

44Compendium of State Government Finances in 1955, op. cit., p. 6, and Com
pendium, 1950, p. 11.

45Tab1es XIII. 3 and XIII. 4 use data for 1954 because some of the pertinent in
formation is not available for 1955.

46Cf. A. Fawzy, J. W. Martin and M. Frische, op. cit., p. 222. Missouri and
Louisiana have a constitutional limit on the rate of the gasoline tax.

47In addition to the question of the relative level of highway user taxes, broader
issues relating to the taxation of property and passenger carriers are involved. The
availability of truck transportation in Minnesota and the attractiveness of the State
for purposes of locating major trucking installations are of obvious importance, as
are the questions relating to the comparative tax burdens imposed upon competing
carriers.
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Table XIII. 4. Motor Fuel Tax Receipts, Selected States, 1954,
Motor Fuel Tax Receipts Othera Adjusted Net Totals

Gross Net Refunds, as receipts Amount
State receipts Refunds receipts per cent of (thousands (thousands Per capita Per vehicle

(thousands of dollars) total of dollars) of dollars) (dollars) (dollars)

Illinois ....... 131,321 17,518 113,803 13.3 701 114,504 12.49 37.08

Iowa ......... 52,631 11,793 40,838 22.4 138 40,976 15.53 35.83

MINNESOTA. 53,127 9,367 43,760 17.6 244 43,798 14.11 33.52

.j:::.. Missouri ...... 41,116 3,883 37,233 9.4 113 37,346 8.99 26.05
0
VI Nebraska ..... 32,359 3,331 29,028 10.3 130 28,935 21.18 45.42

North Dakota 14,623 6,251 8,372 42.7 153 8,525 13.40 28.45

South Dakota 15,428 4,577 10,851 29.7 82 10,875 16.30 34.56

Wisconsin ..... 44,714 5,658 39,056 12.7 335 39,364 11.00 29.45

Total-V. S.... 2,480,059 184,831 2,295,228 7.5 13,159 2,305,759 14.30 39.35

:lOther receipts are those connected with motor fuel taxes. They include distributors' license fees, inspection fees, and fines and
penalties.

Source: Derived from V.S. Department of Commerce, Bureau of Public Roads, Highway Statistics, 1954 (Washington, 1955),
Table G-1, p. 10.
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of revenue.48 At the State level, highway user taxes were by far the most
important revenue source and constituted, in 1954, nearly 30 per cent of
all State tax collections.49 From less than $56 million in 1950, Minnesota's
highway user tax collections rose to over $76 million in 1955, an increase
of some 36 per cent. Registration fees increased by almost 40 per cent,
while fuel tax receipts rose by 31 per cent.60

Minnesota's Highway User Taxes, An Evaluation
The Report of the Minnesota Highway Study Commission, published in

December, 1954, projects highway needs and costs into the future, on the
basis of a 15-year program.51 The adoption of such a program would re
quire no additional revenue sources or changes in tax rates. (See Table
XIII. 5.)62 .

These 'calculations will, to some extent, be affected by the passage of the
Federal Highway-Aid Act of 1956.53 The act provides for a..dditions to
federal highway aid to the states of $25 million in fiscal 1957, $750 million
in 1958 and further annual increments in the amounts appropriated for this
purpose of $25 million per year up to 1969. Thus, by the latter year total
annual federal highway aid may be expected to reach at least $1,025,000,000
over and above current levels. Forty-five per cent of the sums so appro
priated is to be used for the federal-aid primary highway system, 30 per
cent for the federal-aid secondary highway system, and 25 per cent for urban
extension of these two federally-aided systems.

The method of allocation of these funds is to be left unchanged from that
used since 1944.

Of greater importance to the states is Section 108 of the act. It provides
for federal aid to the newly established "Interstate System" of highways,
linking all the state capitals. A total of $24,825 million will be provided for
the purpose from 1957 to 1969, with a maximum of $2,300 million in any
one year. These funds will be apportioned among the several states in the
ratio which the estimated cost of completing the Interstate System in each

48See Table III. 3.
49See Table III. 6.
50Derived from Compendium of State Government Finances in 1950, op. cit., pp.

10-11, and Compendium of State Government Finances in 1955, op. cit., pp. 12-13.
51The Commission relied on two consulting reports: Automotive Safety Founda

tion, Minnesota's Highway Needs, October, 1954, and Public Administration Service,
Financing a Proposed Highway Program in Minnesota, October, 1954. The latter
study indicates a preference for a 10-year road building program instead of the
IS-year program recommended by the Commission. Adoption of the 10-year pro
gram would necessitate an upward revision of highway user charges to some 15 per
cent above the 1954 level. Ibid., p. 11.

52The proposed program was to take effect in 1957. The year 1965 is the mid
point and represents the average annual cost and revenues of the program. See Report
of the Minnesota Highway Study Commission, December, 1954, p. 30.

5384th Congress, Second Session, H. R. 10660. Highway planning officials in
Minnesota do not anticipate that the act will call for a major revision of the basic
intra-state highway program.
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Table XIII. 5. Comparative Highway Revenue and Expenditure,* 1952 and 1965,

Minnesota, under Proposed 15-Year Program

1952 1965

(dollars) (per cent) (dollars) (per cent)

Revenues
Investment earnings ........ 694,000 0.6 895,000 0.6
Federal aid ............... 13,316,000 10.6 20,688,000 12.9
Motor vehicle registration ... 25,008,000 19.9

87,500,000 54.6
Gasoline tax .............. 39,158,000 31.1
Road and street taxesn ..... 38,976,000 31.0 41,835,000 26.1
State general fundb ........ 1,071,000 0.9 1,166,000 0.7
Special assessmentsc

•••••• I 4,051,000 3.2 4,666,000 2.9
Otherd ................... 3,613,000 2.9 3,549,000 2.2

Total ................ 125,887,000 100.0 160,299,000 100.0

Expenditures
Rural trunk highways ...... 56,647,000 41.2 38,890,000 25.8
Rural state aid roads ....... 20,512,000 14.9 32,415,000 21.5
Rural county aid roads ..... 12,837,000 9.3 6,434,000 4.3
Township roads ........... 11,748,000 8.5 11,500,000 7.6
Municipal trunk highways ... 11,380,000 8.3 27,952,000 18.6
Municipal state aid roads ... 671,000 0.5 3,135,000 2.1
Municipal county aid roads .. 109,000 0.08
Other municipal streets ..... 23,511,000 17.1 30,284,000 20.1

Total ................ 137,415,000 100.0 150,610,000 100.0

nproperty taxes.
bCigarette and liquor receipts, gross earnings, flood relief and other aids.
cAgainst benefited property owners.
dLicenses, fees, fines, and utility revenues.
*Cash balances and borrowing account for the difference between expenditure

and revenue.

Source: Derived from Report of the Minnesota Highway Study Commission,
December, 1954.

state bears to the estimated total cost of completing the Interstate System
in all states. The States are requested to present, before July 1, 1957, revised
estimates of their share of the cost as a basis for apportionment.

The expenditures on the Interstate System are to be made on a matching
basis, with the Federal government contributing at least 90 per cent of the
total cost. 54

In addition, title II of the Highway Act of 1956 provides for increased
federal taxes to finance the expenditure program. These increases apply to
the various excises levied on motor fuels, tires, tubes, and motor vehicles.

Given the assumption that expected revenues will be sufficient to pay for

54Subject to a maximum of 95 per cent. States with relatively larger areas of un
reserved public lands and non-taxable Indian lands will get more than the minimum.
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the required road plant,55 the allocation of total revenue among road users
and other taxpayers must be decided upon. Various methods of allocating
highway costs have been suggested. No single method is entirely satisfactory,
from the standpoint of logic, equity, or both. The two methods that find the
greatest number of adherents are the '~preponderant use" method and the
"earnings credit" method.56

The former method assigns "responsibility" for highway cost according
to the prevailing use of a given road system. Thus, access roads within a
municipality would be assigned to general taxpayers and major trunk
highways to road users, even though each of these systems contributes to
the economic and general well-being of both groups. The earnings credit
method was the one adopted in the Minnesota study by the Public Ad
ministration Service (P.A.S.).57

The P.A.S. study, using the earnings credit method, assigns 65 per cent
of total projected highway cost to road users. Ross, in the Louisiana study,
using the relative use method, a variant of the predominant use technique,
allots slightly over 64 per cent to users. 58

One vexing problem involved in calculating the share of road users is the
treatment of federal highway aid. Ross subtracts federal aid from the
highway user share and the P.A.S. includes federal aid. With the passage
of the 1956 act there is little justification in excluding either federal aids or
federal collections.59

Table XIII. 6 shows that in 1954 receipts that may properly be assigned
to road users amounted to slightly over 62 per cent of total revenues, ex
cluding borrowing. This compares with the findings of the P.A.S. that the
share of users should reach the level of 65 per cent. 60

55The $10 million of "surplus" revenue shown in Table XIII. 5 for 1965 is re
quired for repayment of principal and interest on bond and note issues and for
maintenance of cash balances rendered necessary by the continuing and long-term
character of highway construction and development. The revenues are projected on
the basis of extrapolation of traffic and registration trends, fuel consumption and
other relevant indices.

56Cf.: Charles L. Dearing, American Highway Policy (Washington, 1941), pp.
154-163; 79 Congress, 1 Session, Public Aids to Domestic Transportation (Washing
ton, 1940), pp. 225 and if., William D. Ross, Financing Highway Improvements ill
Louisiana (Baton Rouge, 1955), pp. 119-152; Federal Coordinator of Public Roads,
Public Aids to Transportation, vol. IV. (Washington, 1940), pp. 81 and ff., and
Zettel, "Taxation for Highways", op. cit., pp. 212 andff.'

57It is, roughly, a computation based on the average of user charges on heavily
travelled roads and the property charges on the light traffic roads. Cf. Fillallcing a
Proposed Highway Program in Minnesota, op. cit., p. 17.

58P.A.S., op. cit., p. 27, Ross, op. cit., p. 135.
59Federal aid is currently less than federal gasoline collections alone and therefore

can be entirely assigned to users.
60The difference between what is the share of users and what it "ought" to be, of

the order of magnitude indicated in the text, would be insufficient to justify are·
vamping of highway financing. Different treatment of administrative cost and/or a
slight change in any of the numerous assumptions involved may well reverse the order
of the figures.
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Table XIII. 6. Net Receipts and Associated Expenditures by All Minnesota Road

Building Units of Government for the Calendar Years 1951 Through 1954

1951 1952 1953 1954

409

Source: Traffic and Planning Division, Planning Research Section, Minnesota
Highway Department.

A rough application of the relative use technique, on the other hand,
would indicate that the share of total cost to be borne by road users should
be as much as 73 per cent. 61 It is interesting to note that analogous calcula
tions, when applied to the 1965 estimates, given in Table XIII. 5, yield the
following results: 62

revenue share of road users in 1965 70 per cent
expenditure share of road users in 1965 72 per cent

Although no firm conclusions are possible, the available information
suggests that non-users in Minnesota pay, at the very least, the share of
highway cost that is allocable to them, and probably a little more.

Much more complex and certainly more acrimonious is the debate
centering around the problem of assignment of cost among various classes
of road users. How much of the total cost should be borne by passenger

61This computation is based on data in Table XIII. 7. Township roads and
municipal streets were the only cost items assigned to the general taxpayer.

62Approximateiy two thirds of the "other" revenue consists of parking meter reo
ceipts assignable to highway users.

....

44,189,094
5,774,833

43,554,201

29,596,441
15,171,477
2,242,320
1,956,339
1,047,138

272,577
9,357,719

153,162,139
57,754,471

210,916,610

3,736,004
74,966,166
53,815,060

5,199,895
887,301

138,604,426
72,312,184

210,916,610

27,677,572
13,292,531
2,430,802
1,100,088
1,165,882

974,556
8,172,626

142,255,664
53,581,069

195,836,733

5,672,711
74,092,554
53,223,889

4,337,217
755,891

138,082,262
57,754,471

195,836,733

38,975,561 41,834,973
4,050,663 4,665,662

39,157,638 40,940,972

(dollars)

25,008,141
13,315,633
2,296,372
1,306,517
1,070,612

705,050
6,509,552

132,395,739
63,571,454

195,967,193

4,698,603
77,354,132
55,380,815

4,265,993
686,581

142,386,124
53,581,069

195,967,193

36,576,760
5,385,260

37,332,876

27,071,005
10,820,954
2,552,664
2,543,930
1,608,182

75,325
10,328,342

134,295,298
55,047,555

189,342,853

2,888,546
62,329,085
54,190,512

5,714,822
648,434

125,771,399
63,571,454

189,342,853

Receipts
Highway or' street taxes
Special assessments .
Motor fuel taxes .
Motor vehicle registration

taxes .
Federal funds .
Commercial revenue .
Other revenue .
State general funds .
Earnings on investments .
Borrowing .

Total receipts .
Balance beginning of year.
Total funds available

Expenditures
Right of way .
Construction .
Maintenance .
Debt retirement .
Interest paid .

Total expenditure .
Balance end of year .
Total funds accounted for.



Table XIII. 7. Highway Expenditures, by Type and by Road Building Unit of Government, Minnesota, 1954*

State
Highway

Type of activity Department Counties Townships Municipalities

(in dollars)

Trunk highways .................. 61,240,059 ... .. ..... 1,667

State aid roads ................... ....... 22,353,879

t County and county aid roads ....... ....... 13,129,875
0

Township roads .......... " ....... ........ 280,962 10,088,501

Municipal streets .................. ........ 1,197,878 .. ...... 24,224,409

Debt redemption •................. ....... 590,039 866,338 4,630,819

Year end balance ................. 45,436,638 15,380,413 1,031,727 10,463,406

Total ....................... 106,676,697 52,933,046 11,986,566 39,320,301

*Calendar year.

Source: See Table XIII. 6.

Total

61,241,726

22,353,879

13,129,875

10,369,463

25,422,287

6,087,196

72,312,184

210,916,610
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cars, how much by trucks and how much by various categories of trucks
can never be settled definitively until much more information is obtained.
Much more needs to be known about the relation between construction
and maintenance costs and such factors as gross weight of vehicles, axle
load weight, bearing tire area per square inch of contact surface, frequency
of traffic, and width, clearance and length of vehicles. 68 A method of assign
ment that finds ever increasing popularity among students of highway
finance is the incremental cost theory.64 Under this method heavier vehicles
are charged with the cost of the more expensive roads needed to support
them. This charge is made on the basis of the number of vehicles, number
of vehicle-miles, and number of miles travelled with successively heavier
loads.

A number of conceptual and technical difficulties arise in connection
with the application of the incremental theory. Perhaps the crucial problem
is that of the "basic highway". Such a highway is one that would support
lighter vehicles and that would be necessary even in the absence of any
heavy vehicles. The computation of differential cost occasioned by the
heavy vehicles will be greatly influenced by the cost of this basic highway.

Be that as it may, the incremental method appeals to many who regard
the highways as a separate and distinct function of the government and
who are concerned with both recovering the cost and allocating the burden
equitably among users. .

The P.A.S. incremental study made for the Minnesota Highway Com
mission indicated that heavier vehicles do not at present pay their full share.
The findings have been challenged by some of the highway user groups,
which purported to show that heavy commercial vehicles did acquit them
selves of their proper share.66

Table XIII. 8 presents the findings of the two studies. One way to
evaluate the "proper" contribution that heavy commercial trucks should

68See for example, Highway Research Board, Special Report 4, Road Test One,
Maryland (Washington, 1952), Western Interstate Committee on Highway Policy
Problems, Summary of Proceedings (Denver, 1955), United States Department of
Commerce, Bureau of Public Roads, A Factual Discussion of Motortruck Operation,
Regulation and Taxation (Washington, 1951).

64Cf. D. F. Pancoast, Allocation of Highway Costs in Ohio (Columbus, 1953),
Financing of Highway Improvements in Louisiana, op. cit., Public Administration
Service, An Incremental Cost Analysis (Minnesota), August, 1954, and Highway
Research Board, Allocating Motor Vehicle Tax Responsibility by the Incremental
Method (Washington, 1956).

66The American Trucking Associations, Inc., while accepting the incremental cost
approach in principle, prefers to calculate cost on the basis of the "cost function".
Under this method all highway costs are divided into three categories; standby cost,
non-weight use costs and weight use costs. Only the last category is said to be assign
able to heavier vehicles. Highway Taxation in Minnesota (St. Paul, 1956). It is
worthy of note that this study, whose findings diverged rather substantially from
those of the P.A.S., estimated that the heaviest vehicles, notably those above 45,000
pounds, should pay more than they do at present (5.4 per cent of total cost instead
of the estimated 4.9 per cent paid currently). Ibid., p. 43.
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make to highway finance in Minnesota is to compare the estimate of the
present share of taxes paid, made by the American Trucking Associations,
with the estimate of "responsibility" made by the P.A.S. It is reasonable
to assume that current tax payments, as compiled by the Trucking Associa
tions, do not underestimate the share of heavy trucks. The P.A.S. estimates
of responsibility, while far from perfect, are in line with similar studies in
other states and are defensible on logical grounds.

Two aspects of Minnesota highway taxation require attention and modi
fication, especially if the conclusion, suggested by the data presented in
Table XIII. 8, that commercial vehicles pay a lesser proportion of highway
costs than they should and that lighter vehicles pay more than they should,
is accepted.

In the first place, a flat rate on all motor fuels does not conform to any
logical principle of allocation of either benefits received or costs occasioned.
Differentials in efficiency among various kinds of fuel result in tax payments
which are not directly and proportionately related either to the size or to
the weight of the vehicle. It is estimated that two vehicles, each weighing
30 tons gross and travelling 100,000 miles annually on Minnesota's high
ways, would pay very different amounts under the motor fuel tax, were
one of them gasoline powered and the other diesel powered. The former
would pay over $1,600 in motor fuel taxes, the latter less than $1,100.66

In the second place, a tax on motor fuels, even if it were differentiated
to correct for' the greater efficiency of diesel fuels, cannot recover the dif
ferential costs imposed on the highway plant by the heavier commercial
vehicles, travelling great distances over heavily travelled highways.67 More
over, while fuel consumption does increase as the weight of the vehicle
increases, the percentage increase in fuel consumption is generally less
than the .percentage increase in vehicle weight. Nor does fuel consumption
vary proportionately and inversely with the number of axles or axle-load,
a factor well recognized in the regulatory laws as one which is an important
determinant of construction and maintenance costs of highways.

It is almost universally agreed that the two factors that principally affect
road costs are weight of the vehicle or weight per axle and the distance
travelled. There is little agreement, however, regarding the precise rela
tionship between these variables and incremental highways costs. On the
other hand, it is clear that registration taxes, even though varying with
gross weight of vehicles, as in Minnesota, are neither a very equitable nor a
very efficient measure of additional costs ascribable to various vehicle
classes. These fees are independent of distance travelled and axle load and

66James C. Nelson, Financing North Dakota's Highways, Roads Gild Streets,
(Bismarck, 1952), p. 246.

67A Study conducted by the Minnesota Highway Department established that
heavy commercial combinations, which constitute 1.2 per cent of all vehicles, account
for 6 per cent of total travel on rural trunk highways but 7.6 per cent of the total
travel on the most heavily travelled routes. See Report of Minllesota Rural T1'lIIlk
Highway Traffic (St. Paul, 1955) (mimeo.), pp. 8-9.
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Table XIII. 8. Estimated Share of Highway User Taxes and the Assignment of Responsibility,'"
by Type of Vehicle, Minnesota, 1953 and 1954

Estimated tax paymentsa Estimated tax paymentsb Per cent "responsibility"
in 1953 in 1954 for tax payments

Vehicle Classification (dollars) (per cent) (dollars) (per cent) c d

Passenger cars .......... 48,634,063 70.8 50,217,948 66.3 69.3 61.8

F arm trucks ............ 3,304,786 4.8 3,737,072 4.9 4.1 4.1

Urban trucks ............ 162,952 0.2 134,845 0.2 0.2 0.3

Commercial trucks .. . . . .. 15,289,300 22.3 19,333,512 25.5 23.4 30.0

Intercity busses .......... 380,595 0.6 305,874 0.4 0.3 1.2

..j:::.. Local busses ............ 545,599 0.8 1,632,347 2.2 1.1 2.1
t-"

w Motorcycles ............ 34,204 0.1 109,303 0.1 0.3 0.1

Other .................. 313,469 0.4 269,377 0.4 0.6 0.4
-- --

Total .............. 68,664,968 100.0 75,740,278 100.0 100.0 100.0

*"Responsibility" is expressed as per cent of total highway user tax collections, assignable to each vehicle class, on the basis of
assumptions regarding costs imposed and/or benefits received.

aEstimates made by the Public Administration Service in their report to the Minnesota Highway Study Commission, in October,
1954.

bEstimates made by the Department of Research, American Trucking Associations, Inc. in a submission to the Minnesota Legis-
lative Research Committee, in April, 1956.

cAssigned by the Research Department of the American Trucking Associations, Inc. on the basis of the "cost function approach."
dAssigned by the Public Administration Service on the basis of the "incremental cost" approach.

Sources: Derived from: Public Administration Service, Financing a Proposed Highway Program in Minnesota (St. Paul, 1954),
p. 33; and American Trucking Associations, Inc., Highway Taxation in Minnesota (April 16, 1956), p. 22.
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thus not designed to recover costs incurred by the combined effect of weight
and distance.

It would appear, therefore, that the existing structure of highway user
charges in Minnesota, as in most states, fails to apportion highway costs in
a manner that is fully equitable and logical as among different kinds of
users or among users of the same general classification.

WEIGHT-DISTANCE TAXES

In recent years there has been a revival of interest in highway taxes that
are based on some combination of both weight and distance. This interest
was given a powerful fillip in the form of a resolution passed by the Council
of State Governments, submitted to the 1951 Governors Conference. The
resolution recommended that "consideration should be given to enacting a
weight-mileage tax based upon gross weight carried and the miles
travelled".68

A number of states have, in recent years, enacted taxes based on this
principle. Perhaps the best known of these taxes are those in force in Ohio,
Oregon and New York.69 These 3 states preceded the enactment of the tax
with careful analyses of the existing system of taxing highway users. The
studies, in each case, concluded that heavy commercial vehicles do not pay
their proper share and that lighter vehicles are overtaxed. None of them
adopted a simple gross ton-mile tax. 70 They are reasonably satisfied that
the tax is equitable and, while not perfect, a great advance over the system
of motor fuel taxes and separate registration fees. Table XIII. 9 sets out
the salient features of the weight-distance taxes in these 3 states.

In the adoptions of weight-distance taxes an important contribu:ting
factor was the desire to reach the interstate trucker, who, it was felt, did
not contribute his full share of the highway costs incurred on his behalf.
He may pay little, if anything, in gasoline taxes, by virtue of the prevalent
practice of purchasing large quantities at home terminals and carrying
saddle fuel tanks through the "bridge" states.n

68Council of State Governments, Highway Safety Motor Truck Regulation (Chi
cago, 1951), p. 119.

6Def. Answers to Questionnaire of Bureau of Public Roads Submitted by. Various
Departments of State Government in Ohio, November, 1955 (mimeo.); C. V. Oster
and A. D. Lynn, "Compliance Costs and the Ohio Axle Mile Tax", National Tax
Journal, June, 1955; E. H. Best, "Evaluation of the New York State Highway Use
Tax Law", Proceedings of the National Tax Association (Sacramento, 1954), pp. 123
127; State of New York, 1955, Report of the Joint Legislative Committee on Carrier
Taxation (Albany, 1955); R. H. Baldock, "The Weight Mile Tax for Heavy Motor
Transport" (in Oregon) (n.p., n.d.).

70A gross ton-mile tax uses as its base the simple product of gross weight and
distance.

71The New York Report on Carrier Taxation says: "The weight-distance tax can
justify its existence, if for no other reason, in that it is the only means of enacting
payment for the extensive use the interstate carriers make of our roads". Report, op.
cit., p. 29. The problem appears to be much less serious in Minnesota. Of the 6,700
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Table XIII. 9. Weight-Distance Taxes in New York, Ohio and Oregon, Selected Characteristics, 1954

Narne of tax (popular)

Date of adoption

Base of tax

Principle of rate graduation

.J::o. Range of rates per mile
t-"

VI

Exemptions, credits and
refunds

Method of collection

1954 collections

Cost of administration and
collections as per cent of
revenue

New York

Weight-Distance Tax

1951

Gross combined weight of com
mercial carriers over 18,000
pounds, miles travelled on state
highways

2,000-pound intervals, up to the
limit of 76,000 pounds

From 6 mills to 35 mills, 2
mills for each ton in excess of
76,000 pounds

Farm, rural mail, governmental
vehicles and thruway traffic ex
empt. Adjustment for vehicles
travelling empty on the basis of
unloaded weight

Self-assessed, monthly returns

About $14 million

About 9 per cent

Ohio

Highway Axle Tax

1953

Conimercial vehicles with 3 or
more axles, actually in opera
tion, miles travelled on state
highways. Applicable to all car
riers, common, contract and
private

Number of axles and type of
vehicle. Higher rates for com
binations

From 5 mills to 25 mills (trac
tor and tandem combination, 4
axles)

Ohio Turnpike traffic exempt.
Furniture moving vans and gov
ernmental vehicles also exempt

Self-assessed, quarterly returns

About $12 million

About 4 per cent

Oregon

Weight-Mile Tax

1947

Gross combined weight of all
vehicles, whether carriers or not,
flat registration charge on ve
hicles under 18,000 pounds gross
weight

2,000-pound intervals up to a
limit of 76,000 pounds. Higher
rates on diesel-powered mileage

From 1.5 mills to 48 mills. 2.5
mills for each ton in excess of
76,000 pounds. On diesel-pow
ered mileage: from 5.5 mills to
68 mills and 3 mills for each
ton in excess of 76,000 pounds

Information not available

Self-assessed, monthly returns

About $11 million

Information not available

l_

Source: Com~erce Clearing House, State Tax Reporters (Chicago, 1956), and sources listed on p. 408, fn. 56. -



Staff Report

Because of the interstate differences in economic and demographic con
ditions and the resulting unequal revenue needs, full reciprocity may not
be acceptable to some states and, in fact, existing reciprocity agreements
are far from comprehensive. On the other hand, partial or no reciprocity
may mean inequity to commercial carriers. As long, however, as care is
taken to charge out-of-state truckers the same fees that would have been
paid by intrastate operators with similar characteristics, there can be little
discrimination against the interstate trucker subject to a weight-distance
tax. 72 In any event, and whatever the merits of reciprocity agreements, a
highway user charge based on weight of the vehicle and the distance
travelled by it is capable of allocation among states in a way that is superior
to the methods currently in use. 73

tractor-semitrailer combinations observed on rural trunk highways in 1954 only 700
came from other states in the area. No information is given on trips originating in
states other than Iowa, Missouri, Nebraska, North and South Dakota and Wisconsin.
See Commercial Vehicle Weight alld Use Data, op. cit., Table 6.

72The American Association of Motor Administrators stated in 1947: "As long as
a charge is made on the same basis at the same rate against all vehicle use whether
interstate or intrastate, there seems to be no basis for the claim that traffic between
states is restricted". (Quoted in New York, Report on Carrier Taxation, op. cit.,
p.46).

ncf. National Association of Tax Administrators, A Practical Program to Im
prove Taxation of Interstate Highway Use (Asheville, 1952), Walter W. Scheffer,
"Reciprocity in the Taxation of Interstate Trucks", National Tax Journal, March,
1956.
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CHAPTER XIV

Gross Earnings Taxes

THIS chapter provides a survey and analysis of the taxes imposed in
Minnesota on the gross earnings of railroad, freight line, sleeping car, ex
press, telephone and telegraph companies. Other public utilities, such as
gas, electric, pipe line, and barge companies, are subject to the property
and corporate income taxes in approximately the same manner as are other
businesses and hence are not dealt with here.

The gross earnings taxes paid by the railroad and telephone companies
operating in the State currently account for about 97 per cent of total gross
earnings tax receipts.1 The taxation of these companies is examined in
some detail, therefore, while far less attention is devoted to freight line,
sleeping car, express, and telegraph companies.

Rationale
The gross earnings tax as a distinctive form of utility taxation, 2 when

imposed in lieu of the property tax, has one major advantage - administra
tive simplicity. The property of railroads, telephone companies, and other
utilities ordinarily presents extremely difficult problems under the ad
ministration of the property tax, particularly when the local assessment
district covers only a very small part of the area served by the company.
Such property rarely, if ever, changes hands under market conditions and
the local assessor is unlikely to have available the information upon which
to base his appraisal. Thus most states have resorted to central assessment
for ad valorem tax purposes. Since valuations must frequently be established
by the state regulatory agency in order to determine rate schedules, the
problem would appear to be more readily amenable to solution at the
state level than it is at the local level. But it is unlikely that valuations
appropriate or acceptable for rate making purposes are acceptable for
property tax purposes. Central assessment owes its widespread acceptance,

lThe distribution of gross earnings tax receipts in fiscal 1955, by type of company
was as follows:

Railroad $12,361,000
Telephone 5,243,000
Freight lines . . . . . . . . . . . . . . . . . . . . . . . . 284,000
Telegraph 166,000
Sleeping car. . . . . . . . . . . . . . . . . . . . . . . . . . . . 71,000
Express 42,000

Total $18,167,000
Data obtained from the Minnesota Department of Taxation.

20nly Minnesota, Maine and Connecticut employ gross earnings extensively as
the basis for taxation of public utilities. See below, Tables XIV. 2 and XIV. 5.
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instead, to the fact that it avoids the partition of essentially integrated
operating properties into small fragments and, at the state level, may be
performed by personnel possessing the required specialized knowledge and
skills.

On the other hand, if the tax base is gross earnings, the complex and
arbitrary assessment procedures required under the property tax are
eliminated. Moreover, unlike the circumstances that obtain under the prop
erty tax, where the tax burden per unit of output increases as output de
creases, the gross earnings tax liability changes in direct proportion to
changes in total revenue.S The gross earnings tax also has the advantage,
in contrast with the property tax, of encouraging rather than discouraging
new capital investment. Under a gross earnings tax, for example, the ac
quisition of new equipment which would reduce operating costs is en
couraged because it would permit an increase in net income without the
imposition of a tax penalty. But under the property tax, assuming that the
new equipment would be assessed at a higher value than the old, the firm
must include a tax cost among the factors to be weighed in its decision to
invest or not to invest.

An important disadvantage of the gross earnings tax is that its use is
likely to result in differentiation in tax treatment between those firms which
are subject to it and those which are not. While it may be regarded by the
courts as a "property tax" there is no prospect that the amount paid by any
one firm, much less all firms subject to it, will be equal to the liability that
would be incurred under the property tax. Even for those companies sub
ject to the gross earnings tax, the ratio between the tax paid and the amount
that would have been paid in property taxes will be different in each case.
This is not to say that the property tax is the proper measure of the amount
that should be paid in taxes, but it does point up the fact that differentiation
in the tax treatment of various industries may be accentuat~d if some pub
lic utilities are subject to the gross earnings tax.

When firms engaged in different kinds of business are subject to different
gross earnings tax rates the question of equity in the treatment of one
business vis a vis another may have been lost sight of entirely. The problem
is further complicated as well when the gross earnings tax is imposed in lieu
of all state and local taxes or when it replaces other taxes to an extent that •
differs among companies or industries.

Taxation of Railroads in Minnesota

tin~~sg;~~~e~:n~~~t~~rr~f~~[~~~~dsS~e~t~:J~~:l~~ae~:r~ ;~~:J\j •..·.•.·•....••.••..•.•.•.•.·.·.\.·.••..·.·.•.·.·.1.,1

by the territorial legislature incorporated provisions for a tax upon the)
earnings of the company in lieu of other taxes. These early contractual taxes(: ...•.·..••.••...••.•.•••.••.:...•...•...•.1"

on earnings for the most part were levied in consideration of land grants;} '.1
SIn the absence of tariff changes this would permit the tax per unit' of outputtOi:'));1

remain constant. ·.··S.:*I



Gross Earnings Taxes

privileges and franchises and, consequently, took a variety of forms. For
example, in 1857 the charter of the Minnesota and Pacific Railroad Com
pany incorporated provisions for a 3 per cent tax on annual gross earnings;
the charter of the Minnesota and Northwestern required payment of a tax
of 7 per cent of net income after it cleared a profit of 20 per cent on the
amount of capital spent for construction of right of way; and the Lake
Superior and Northern charter stipulated a 1 per cent rate on the net pro
ceeds of the road. Land granted by the State under the early railroad char
ters in Minnesota, which totaled close to 3 million acres,4 was exempt from
all taxation, including local assessments, until sold. 5 Railroads incorporated
at this time, without land grants, were subject to the general property tax.

From a financial standpoint these early taxes upon railroads were of
little significance.o Until the 1870's the State adhered to a policy of liberal
grants and exceptions to facilitate railroad construction. Taxation of rail
roads gained little popular support and collections under the existing tax
provisions contained in specific railroad charters were apparently very lax.
In 1871 the first formal approach was made to railroad taxation in general.
An important constitutional amendment which was "intended to guard
against corrupt manipulation of the legislature by railroad companies for
purposes of securing an exemption from the tax"7 was ratified.

Any law providing for the repeal or amendment of any law or
laws heretofore or hereafter enacted, which provides that any railroad
company now existing in this State or operating its road therein, or
which may be hereafter organized, shall, in lieu of all other taxes and
assessments upon their real estate, roads, rolling stock, and other
personal property, at and during the time and periods therein specified,
pay into the treasury of this State a certain percentage therein men
tioned of the gross earnings of such railroad companies now existing
or hereafter organized, shall, before the same shall take effect or be in
force, be submitted to a vote of the people of the State, and ratified
by a majority of the electors of the State voting at the election at
which the same shall be submitted to them.8

This section of Article IV of the Constitution remains an important
feature of railroad taxation in Minnesota. In contrast to its original pur
pose, however, it is frequently opposed on the ground that it plaGes rail
roads in aprivileged position. Since the tax rate is not readily changed,
it is claimed that in a period of rising public expenditures, the tax load on

4Federal Coordinator of Transportation, Public Aids to Transportation, Vol. 2
(Washington, 1938), p. 113. .

5For discll~sion of early railroad legislation see Gladys C. Blakey, op. dt:, pp. 19
26 and Rasmus S. Saby, Railroad Legislation in Minnesota (Pittsburgh, 1910).

6Railroad .tax collections amounted to $4,550 in 1865, $44,935 in 1870 and
$106,873 in 1875. By 1900 they had risen to $1,439,349. Data obtained from The
Reports of the State Auditor, op. cit. .

7BIakey,.op. cit., p. 22.
8MinnesotaConstitlltion, Article IV, Section 32(a).
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railroads lags behind that imposed on other business. On the other hand,
it imposes an obstacle in the way of downward adjustment of the rate,
however desirable such a change might be.

A further important step in railroad taxation was taken in 1873 when a
special law imposed a gross earnings tax of 1 per cent for 3 years, 2 per
cent for the next 7 years and 3 per cent after 10 years on one company,
the St. Paul, Stillwater and Taylor's Falls Railroad, and provided that any
other railroad could elect to come under this tax provision in lieu of all
taxes and assessments.9

Under the laws of 1887 the gross earnings tax, at the rate of 3 per cent,
was made compulsory upon all railroads. iO In 1903 the rate of tax was
increased to 4 per centll and in 1912, it was increased to the present 5 per
cent,12 In 1919 the law was amended to subject railroad property to special
assessments.13

Since its inception, the gross earnings tax upon railroads has undergone
very little change. At present, the statutes provide that

Every railroad company owning or operating any line of the rail
road situated within, or partly within this state shall, annually, pay
into the state treasury in lieu of all taxes upon all property within this
state owned or operated for railroad purposes by such company, in
cluding equipment, appurtenances, appendages and franchises thereof,
a sum of money equal to five per cent of the gross earnings derived
from the operation of such line of railroad within this state,14

Street railroads are not included in this provision. Land acquired by public
grant and still held by the grantee railroad16 is exempt from taxation.

For some time after its introduction there was some question as to the
constitutionality of imposing a lieu tax on the gross earnings of interstate
raih·oads. The Minnesota Supreme Court has, however, construed the gross
earnings tax to be, in effect, a property tax, "gross earnings within the
state being merely a measure or method of arriving at the value of ...
property for taxation." As such it has not been held to be an encumbrance
on interstate commerce. ill

9Sessioll Laws, 1873, Ch. 3.
lOSessioll Laws, 1887, Ch. 1l.
l1Session Laws, 1903, Ch. 205. Approved by majority vote of the electorate in

1904.
i2Sessioll Laws, Special Session, 1912, Ch. 9. Approved by majority vote in 1912.
lSSession Laws, 1919, Ch. 533. Approved by majority vote in 1920.
14Minnesota Statutes, 1953, Ch. 295.02.
1ISAs of Dec. 31, 1927, State land grant acreage remaining unsold amounted to

428,000 acres, 416,000 of which were held by the Duluth and Iron Range R. R. Co.
Public Aids to Transportation, op. cit., p. 113.

16State v. U. S. Express Company (1911), 114 Minnesota 346. See also U. S.
Express Company v. Minnesota, 233 U.S. 335. The validity of the gross earnings tax
has been consistently upheld on this same basis. See: Illinois Central Railroad Com
pany v. State of Minnesota (1940), 309 U. S. 157 and Great Northem Railroad
Company v. State of Minnesota (1929),278 U.S. 503.
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Gross Earnings Taxes

Gross earnings taxable in the State are "all earnings on business begin
ning and ending within the state and a proportion, based upon the propor
tion of the mileage within the state to the entire mileage over which such
business is done, of earnings on all business passing through, into or out of
the state."17 Railroad property used for nonrailroad purposes is subject
to regular ad valorem property tax.18

The revenue from the gross earnings tax on railroads is paid into the
General Revenue Fund of the State.10 Provisions have been made to
reimburse certain school districts in the State for the loss of local revenue
where at least 20 per cent of the total property is exempt from local taxation
because of taxes paid into the State treasury under the gross earnings tax.20

REVENUE FROM THE GROSS EARNINGS TAX ON RAILROADS

IN MINNESOTA

The gross earnings tax upon railroads has long been an important source
of revenue for the State of Minnesota. As far back as 1900 it produced over
a million dollars. In fiscal 1954 receipts reached an all time high of slightly
over $14,000,000. They dropped considerably again in 1955 to $12,360,000
because of a marked decline in iron ore shipments in calendar 1954. As
would be expected, and is clearly indicated in Table XIV. 1, which presents
total and per capita collections for fiscal years 1940, 1945, and 1950 to 1955
inclusive, receipts from the tax upon the gross earnings of railroads under
go wide fluctuations from year to year. From a governmental fiscal planning
standpoint this revenue instability is a serious short-coming of the gross
earnings tax on railroads, which are particularly susceptible to cyclical
swings. The spectacular rise in tax receipts between 1940 and 1945, from
$5,578,474 to $10,453,482, demonstrates clearly the highly variable nature
of gross earnings as a tax base for railroads.

Railroads accounted for 68 per cent of all gross earnings taxes paid in
Minnesota in 1955. The proportion paid by railroads has, however, de
clined steadily since 1945, when it equalled 82.9 per cent of the total. This
decline is largely attributable to the increasing revenue from telephone
companies, their tax payments having risen from $1,800,273 in 1945 to
$5,242,764 in 1955.

RAILROAD TAX SYSTEMS AND REVENUES, MINNESOTA AND OTHER STATES

Table XIV. 2 shows the base employed in taxing railroads in the various
states and the taxes paid per mile of road. In all states except Connecticut,
Delaware, Maine and Minnesota the property tax is the most important
single type of tax imposed. Connecticut is the only other state besides

17Minnesota Statutes, 1953, Ch. 290.01.
l8State v. Duluth, M. and N. Ry. Company (1940), 207 Minnesota 637.
lOMinnesota Statutes, 1953, Ch. 295.02.
20See Session Laws, 1955, Ch. 689, Sec. 1 for latest provisions. Such payments are

made out of the Income Tax School Fund rather than the General Revenue Fund.
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Table XIV. 1. Revenue from the Gross Earnings Tax on Railroads in Minnesota, Selected Fiscal Years, 1940 to 1955

1940 1945 1950 1951 1952 1953 1954 1955

(thousands of dollars)

Gross earnings tax on railroads ............. 5,578 10,453 11,559 12,273 13,570 13,442 14,080 12,361

Total gross earnings tax receiptsa ..........• 7,123 12,604 15,101 16,138 17,791 18,214 19,339 18,167

(dollars)
Per capita gross earnings taxes paid

.J:>. by railroadsb . . . . . . . . . . . . . . . . . . . . . . . . ... 2.00 4.12 3.86 4.09 4.51 4.40 4.54 3.98
tv
tv (per cent)

Gross earnings tax on railroads
as a percentage of total gross
earnings tax receipts .................... 78.3 82.9 76.5 76.1 73.3 73.8 72.8 68.0

aDoes not include taxes on Insurance Premiums or Cooperative Rural Electric Companies.
b1955 per capitas based on 1954 population.

Source: Department of the Public Examiner, Report of the Public Examiner, Revenues, Expenditures, and Debt of State and
Local Governments in Minnesota for the years 1940-1953. Figures for 1954 and 1955 obtained from the Minnesota Department of
Taxation. Population figures obtained from the U.S. Department of Commerce, Bureau of the Census, Statistical Abstract of the
United States, 1955 (Washington, 1955), pp. 14 and 16.



Table XIV. 2. State and Local Taxation of Railroads, 1955

Property tax

Tax Systema

Gross earnings tax

Tax Revenue
Tax accruals per

mile of road
(1953)

(dollars)

AJabama yes
Puizona yes
Arkansas yes
California yes
Colorado .. . . . . . . . . . .. yes

Connecticut . . . . . . . . . .. no
Delaware . . . . . . . . . . . .. nob

t) Florida............... yes
W G .eOfgra yes

Idaho yes

Illinois yes
Indiana yes
Iowa yes
Kansas yes
Kentucky . . . . . . . . . . . .. yes

Louisiana , yes
Maine yes

Maryland . . . . . . . . . . . .. yes
Massachusetts yesf

Michigan . . . . .. yes

central assessment
central assessment
central assessment
central assessment
central assessment

central assessment
central assessment
central assessment

central assessment
central assessment
central assessment
central assessment
central assessment

central assessment
local assessment

local assessment
central assessment

(in lieu) central assessment

over $150,000 - 2.5 per cent .
no .
.4 per cent '" .
no .
not over 2 per cent .

2.25 per cent - 3.94 per cent .
10 per cent of net earningsc .

no .
no .
no _ .

nod .
·no .
no _.
no .
3 per cent .

.45 per cente •..............•...........•••

3~ per cent - 5~ per cent (in
lieu except on real estate) .

1~ per cent - 2~ per cent _ .
no .
no _ .

1,164
2,402
1,060
3,030
1,555

1,695
638

1,267
1,031
1,633

2,420
1,857

706
1,364
2,279

1,515

1,117
3,517
3,051
1,216



Property tax

Table XIV. 2. (Continued)

Tax Systema

Gross earnings tax

Tax Revenue
Tax accruals per

mile of road
(1953)

(dollars) .

MINNESOTA ........ no ...............
Mississippi ...... _. . . .. yes central assessment
Missouri ............. yes central and local

assessment
Montana ............. yes central and local

assessment
Nebraska ............. yes central assessment

..p:. Nevada .............. yes central assessment
~ New Hampshire ....... yes central assessment

New Jersey ........... yes (in lieu) central assessment
New Mexico ......... , yes central assessment
New York ............ yes central assessment

North Carolina . . . . . . .. yes central assessment
North Dakota .. . . . . . .. yes central assessment
Ohio ..... _.. _. . . . . . .. yes central assessment
Oklahoma ............ yes central assessment
Oregon . . . . . . . . . . . . . .. yes central assessment

Pennsylvania .......... yes central assessment
Rhode Island .... _. . . .. yes no special provision
South Carolina ........ yes central assessment
South Dakota ......... yes central assessment
Tennessee ............ yes central assessment

5 per cent (in lieu of all taxes)
nag ............................ - - ..

no .

no .

no .

no

;~Sh~:~::::::::::::::::::::::::::::::::::::
no .
no .
4 per cent __ .
no .
.35 per cent _ .

14 mills/$1.00 .
1;4 per cent .
no .
no
noi

1,717
1,531

964

1,285

880

1,600
691

10,083
937

5,344

1,527
908

2,211
1,056
1,761

1,378
5,260

993
405

2,462



Table XIV. 2. (Continued)

-il;i\')\;~"';'i;;,_;ii:iiii!:,,;,;i":~1~((:iI'·

Property tax

Tax Systema

Gross earnings tax

Tax Revenue
Tax accruals per

mile of road
(1953)

(dollars)

Texas yes
Utah yes
Vermont yes
Virginia . . . . . . . . . . . . .. yes
Washington .. , . . . . . . .. yes

West Virginia yes
~ Wisconsin yes
tv W .VI yommg . . . . . . . . . . . .. yes

local assessment
central assessment
central assessment
central assessment
central assessment

central assessment
central assessment
central assessment

no .
.5 per cent _ .
no -
1%6 per cent - 2 per cent - .
3y,. per centj .

nok .

no _. _ .
no '" _ .

507
1,841

448
2,988
1,178

2,921
842

1,646

:lOther principal taxes employed in some states are net income, capital stock, and excise taxes.
bUsually pay commutation tax in lieu of property tax.
cApparently applies only to several small railroads.
dTIlinois Central Railroad pays a gross earning tax.
eMunicipal railroads only.
fMassachusetts imposes a 4 per cent net income tax. 23 per cent surtax effective through 1955.
gImpose a mileage tax.
h.5 per cent tax on gross earnings, 2 per cent state gross income tax, municipal tax not to exceed 1 per cent of gross income.
ipay a flat annual tax to the state, local units may impose equal levy.
jGross earnings less specific exemptions.
kPrimary tax based on value of property and 4 per cent of net income.

Sources: 1. Commerce Clearing House, Inc., Tax Reporter All States (Chicago, 1956).
2. Interstate Commerce Commission, 67th Annual Report on the Statistics of Railroads in the United States, 1953

(Washington, 1955), Table 107, p. 90.
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Minnesota which levies a tax on the gross earnings of railroads in lieu of
all other taxes. As is the case in Minnesota real estate not used exclusively
for railroad purposes in Connecticut is subject to the property tax. The rate
of tax on the gross earnings of railroads in Connecticut is graduated, rang
ing from 2 to 3.5 per cent. Delaware levies a number of different taxes on
various railroad companies. Most of the larger companies pay a commu
tation tax, in lieu of the property tax, which produces the major share of
the state's revenue from railroad taxation. A number of companies are also
subject to a 1°per cent tax on net earnings. In Maine a combination of the
property tax and the gross· earnings tax is utilized in taxing railroads. The
gross earnings tax, at rates ranging from 3~ to 5~ per cent, is imposed in
lieu of all other taxation on operating personal property. Other states in
which the gross earnings tax on railroads still plays an important role are
Virginia and Maryland.

In all of the 7 neighboring states the property tax is used almost ex
clusively in the taxation of the railroad industry. One major exception is
the illinois Central Railroad which, in Illinois, pays a gross earnings tax in
lieu of all other state and local taxes. In addition to the property tax
Missouri also levies a minor tax on the capital stock of railroads and in
North Dakota railroads are subject to a net income tax. .

Railroad property is centrally assessed for taxation purposes in 6 of
these states. In Missouri the assessment function is divided between local
and state authorities. The unitary assessment formula used in Wisconsin
has been widely adopted by other ad valorem states.21

Tax accruals in 1953 per mile of road owned, although, because of dif
ferences in traffic density, recognized to be of limited value in comparing
taxes on railroads among states, in the absence of a better measure, have
been listed in Table XIV. 2 for the 48 states. On this basis the tax on
railroads in New Jersey, at $10,083 per mile, was the highest in the nation.
New York ranked second with collections of $5,344 per mile. Minnesota's
collections at $1,717 per mile were below the national average of $1,873
but second only to lliinois in the eight-state area.

A more relevant comparison of state and local railroad taxes paid in
1953 showed the national average tax rate on all Class I railroads to be
3.36 per cent of their gross earnings,22 as against 5 per cent in Minnesota.
In 1955 railroads operating in Minnesota paid total taxes equal to 2.91
per cent of gross earnings on their operations in Iowa, 4.80 per cent in
North Dakota, 5.38 per cent in South Dakota and 2.90 per cent in Wis
consin, or an average of 3.42 per cent in the four states. 23

21Wisconsin, after being the first state to adopt the gross earnings tax on railroads
in lieu of the property tax, reverted to the ad valorem system entirely. Its present
railroad property unitary assessment formula employs three principal factors of value
- value of outstanding securities, capitalized income, and physical value.

22Association of American Railroads, Statistics of Railroads No. 38 (Washington,
August, 1954).

23Information obtained from the Minnesota Railroad and Warehouse Commission.
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Gross Earnings Taxes

COMPARISON OF RAILROAD AND MOTOR CARRIER TAXES

A comparison of the relative tax burdens of competing carriers is by no
means a simple process. Numerous questions arise to which there are no
clearly demonstrable answers before we can accurately test for under- or
over-taxation. In the first place a comparison of the railroad tax burden
with that of other competing carriers is complicated by the fact that the
railroad right of way is privately maintained, while the highways, airports
and waterways are publicly provided in return for certain taxes, licenses
or special charges paid by their respective users. Pipe-line companies are
comparable to railroads in this respect. If the over-all contribution to the
general support of government or payments for general benefits conferred
by government is accepted as the fair measure of tax burdens, the dedi
cated or earmarked taxes must be excluded in making an inter-carrier
comparison, since they actually contribute no revenue to the General
Revenue Fund. Gasoline taxes and highway user licenses which are dedi
cated to the Trunk Highway Fund are, in effect, user charges or "tolls"
for the use of a government facility. Moreover, as would appear from our
analysis in the preceding chapter, motor carriers in effect are indirectly
subsidized since the total highway user charges levied do not defray the cost
of their share of the facility use provided.24

This approach to tax burden ratios becomes still more involved when
applied to water and air carriers. While the aviation fuel tax is earmarked
to the State Airport Fund for maintenance of airport facilities and water
carriers pay special fees for waterway and port usage, their total taxes are
far exceeded by the cost of special government services provided. Hence,
when we carry this approach to relative tax burdens to its extreme, the
heavily subsidized water and air carriers have negative tax burdens.

On the other hand, it is pointed out that enormous land tracts were
granted to some railroad companies in the era of railroad building in the
State. These grants still represent a very large asset of railroad companies,
offsetting, at least partially, the lower taxes or maintenance of way sub
sidies provided other carriers. Whether this factor is relevant for making
an accurate tax burden comparison between carriers is a matter of subjec
tive judgment. In any case there is not general agreement as to whether
original or present value of the land should be used, or as to the weight to
be given to this factor when making inter-carrier tax comparisons.25 No
attempt has been made to adjust for this imponderable in the comparison
of actual tax burdens. If grants attributable to the State are the relevant
ones, their importance may be judged by the fact that up to the end of
1927 gross proceeds from their sale amounted to $6.5 million and unsold
acreage, more than 95 per cent of which was owned by one railroad,
amounted to 428,000 acres.26

24See Chapter XIII, Highway User Taxes.
25Another difficulty involved lies in the fact that some railroads operating in

Minnesota received no land grants, while others received very substantial grants.
26public Aids to Transportation, op. cit., p. 113.
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A comparison of the railroad tax burden with that of commercial motor
carriers (freight and passenger) for 1955 in Minnesota is given in Table
XIV. 3.21 In column 4 total State and local taxes paid in Minnesota are
expressed as a percentage of total operating revenue or gross receipts ap
portioned to the State, and in column 5 State and local taxes, exclusive of
highway user charges, are expressed as a per cent of gross earnings. On the
basis of total taxes paid, Class I passenger carriers (inter-city busses) were
subject to the highest effective tax rate. The statutory rate of 5 per cent of
the gross earnings of railroads was, however, substantially higher than the
average effective rate of tax on motor freight carriers. 28 When we exclude
highway user charges and compare taxes paid, solely for the support of
general government in Minnesota, railroads were taxed at a considerably
higher level than either commercial motor passenger carriers or commer
cial motor freight carriers - two and fifteen times higher, respectively.

Taxation of Telephone Companies
An in lieu gross earnings tax was first imposed upon telephone com

panies in 1887 at a 2 per cent rate. 29 In 1891 this tax law was repealed30

and telephone companies were subject to ad valorem taxation until 1897.
Under the laws of 189731 the tax upon gross earnings was re-enacted, this
time at a 3 per cent rate. In 1921 the rate was raised to 4 per cent32 and in
1937 the present schedule of rates which varies with the size of com
munity served was established.33

The gross earnings tax on telephone companies is in lieu of all other
taxes except the corporate income tax.34 Every company is required to pay

21Comparable data are not available for airline, pipeline and waterway corpora
tions. Tax collections and gross earnings figures which were supplied by the Minne
sota Department of Taxation for the airlines and pipeline companies operating in the
State show only total state and local taxes paid in all states, and gross earnings
derived from all operations. The average ratio of taxes to gross earnings on this basis
was 1.56 per cent for 6 airline companies and 2.04 per cent for 4 pipeline companies.
In the same year, 36 multi-state trucking companies paid total taxes equal to 3.98
per cent of all gross earnings, and 10 railroads paid 3.82 per cent. Since only one
interstate barge corporation filed an income tax return in that year in Minnesota, it
was not possible to release tax figures because of the secrecy provisions in the income
tax law.

28There is, in the case of the freight motor carrier, a very wide variation between
firms in the percentage of gross receipts taken by state and local taxes.

29Session Laws, 1887, Ch. 138.
30Session Laws, 1891, Ch. 7.
31Session Laws, 1897, Ch. 314.
32Session Laws, 1921, Ch. 421.
33Session Laws, 1937, Extra Session, Ch. 7.
34Minnesota Statutes, 1953, Ch. 295.34. Telephone companies still pay a franchise

(income) tax in spite of State Supreme Court decisions in 1947 and 1950 in which it
held that the imposition of a franchise tax upon sleeping car and telegraph com-
panies which are also subject to a gross earnings tax is void. The court ruled in 1947 I
that: (1) the franchise tax is an ad valorem property tax; (2) the taxing of the I
franchise of a sleeping car company as property under the gross receipts tax pre- I

eludes imposition of a tax on the company's franchise; (3) the imposition of a !
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Taxle XIV. 3. Comparison of Railroad and Motor Carrier Taxes, in Minnesota, 1955

Class I railroadsb

Gross receipts
(assignable to
Minnesota)

Total state anda
local taxes

(paid in Minnesota)

(dollars)

Total state and
local taxes less

user charges

Total state and
Total state and local taxes less
local taxes as a user charges as a
percentage of percentage of
gross receipts gross receipts

(per cent)

~
tv
\0

Freight revenue

Passenger revenue .

Class I - A and B

Motor carriersc

Class I passenger carriersd .....

185,800,513

18,409,385

204,209,898

48,946,812

5,349,495

10,137,528

1,898,424

442,314

10,137,528

163,952

129,387

5.0

3.9

8.3

5.0

.3

2.4

aDoes not include social security and unemployment taxes.
bBased on the operations of 11 principal railroad companies.
cBased on operations of 135 carriers, 67 Class I, 44 Class A, 24 Class Band 36 petroleum carriers in all classes.
dBased on operations of 11 carriers. The 1955 Legislature reduced registration taxes for busses very sharply in the 1955 Session.
Source: Data from Minnesota Railroad and Warehouse Commission.
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the following percentages of its gross earnings derived from business within
the State:85 (1) 4 per cent of its gross earnings from exchange business of
cities of the fourth class and boroughs and villages having a population of
10,000 or less; (2) 4 per cent of its gross earnings from service to rural
subscribers; and (3) 7 per cent on all other business. Companies with annual
gross earnings from their operations of $1,000 or less are subject to a tax
of 30 cents per telephone connected to the system during the calendar year,
whether in actual use .or not.

The imposition of different tax rates on the gross earnings of telephone
companies, according to the size of the community served, has been the
focus of considerable attention in recent years.86 As justification for the
differential rate schedule it has been argued that since the income of tele
phone companies varies greatly depending on whether they are servicing·
metropolitan areas or strictly rural districts and small communities, the
tax schedule is related to tax paying ability. This argument supporting the
differential rates breaks down, however, when one considers that the gross
earnings tax on telephone companies is included in the cost of doing busi
ness and is therefore passed on to the telephone subscriber in the form of
charges for the service rendered.87

A major objection to the differential rate schedule is that the use of the
10,000 population figure as a dividing line is a very arbitrary measure which
ignores other important factors affecting the costs of providing services to
subscribers. For example, many cities and villages in Minnesota are located
within the same metropolitan area, are serviced by a central exchange and
in many instances border upon each other, but are taxed at different rates.88

franchise tax is void as double taxation and as contravening the Minnesota Constitu
tion, Article IX, Section 1, requiring uniformity in taxation. See Pullman Co. v.
Commissioner of Taxation (1947), 223 Minnesota, 96. In Western Union Telegraph
Co. v. Spaeth (1950), 232 Minnesota, 128, telegraph companies were held not liable
for franchise taxes on income for 1941 to 1943 since the franchise tax was an ad
valorem property tax. The 1947 Legislature added the word "excise" to Ch. 290.02,
making the corporate income tax, for some corporations, an "annual excise tax" on
the privilege of operating or existing as a corporation. Session Laws, 1947, Ch. 635,
Subd. 2. All corporations subject to the gross earnings tax, except railroads, now are
liable for the corporate income tax.

35Unlike the railroad companies the rate of tax on telephone companies may be
changed by an act of the Legislature.

30The 1955 Budget Message of the Governor, for example, proposed an increase in
the gross earnings tax on telephone companies from 4 to 7 per cent in cities under
10,000 population.

37The Minnesota Railroad and Warehouse Commission fixes the rates telephone
companies can charge their customers for services. Allowances made for cost include
all taxes paid. .

38For example, the gross earnings tax on telephone service provided in urban
places such as Edina, Crystal, Hopkins, Roseville, Columbia Heights, Golden Valley,
and Morningside, located in the Minneapolis-St. Paul metropolitan area, is levied at
a 4 per cent rate, while earnings ascribable to Minneapolis, St. Louis Park and
Robbinsdale are taxed at 7 per cent. Telephone charges in these communities are uni
form. Population figures used are for 1950 as reported in the 1950 Census of Popula
tion, Volume II, op. cit., Table II, p. 23.
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It is maintained that size alone is unrealistic and that if different tax rates
are to be levied, location should also be a factor.

A more basic question which arises with regard to the differential rates
within the telephone industry is tax uniformity or tax equity. The higher
tax rates in cities over 10,000 are in effect discriminatory. Telephone users
in some cities under 10,000 and rural communities are being favored rela
tive to users in the larger urban areas.

All proceeds of the gross earnings tax on telephone companies are
directed to the General Revenue Fund. No direct provisions are made for
redistribution of funds to local units of government, a fact which has caused
the telephone companies in the State much concern from a public relations
standpoint. Communities have at times been critical of the telephone com
panies since their property is exempt from local taxes and they, therefore,
do not contribute directly to local finances. As a result some companies have
stated a preference to return to an ad valorem property tax basis.

REVENUES

As shown in Table XIV. 4, revenue from the gross earnings tax on tele
phone companies in Minnesota has undergone a remarkable growth since
1940, 312 per cent to 1955. Per capita collections increased 267 per cent
in the same period. Another important development has been the increase
in telephone taxes as a percentage of total gross earnings taxes, from 17.9
per cent to 28.9 per cent. Of the total receipts from gross earnings taxes
on telephone companies in 1954 and 1955 in Minnesota, one Class A
Company accounted for approximately 97 and 94 per cent, respectively.
In 1954 the over-all average tax rate on gross earnings of this company
was 6.3 per cent.89

In addition to the gross earnings tax the telephone industry pays con
siderable amounts in State corporate income taxes. For example, in fiscal
1952 receipts amounted to $483,602 and in fiscal 1954, $570,089.40

TELEPHONE TAXATION IN MINNESOTA AND OTHER STATES

Table XIV. 5 indicates the various systems employed in taxing tele
phone companies and the tax accruals per telephone in 48 states. Although
28 states in all levy a gross earnings tax on telephone companies, in only
5 states, Wisconsin, Maine, Connecticut, Rhode Island and Minnesota, is
the gross earnings tax the most important single tax imposed. Wisconsin
is the only other state in which the gross earnings tax is used in lieu of all
taxes on property. Rates in Wisconsin vary according to the volume of
receipts, ranging from 2.5 per cent to 6 per cent on exchange service and
2.5 per cent to 8 per cent on toll service. In Connecticut, Maine and Rhode
Island the gross earnings tax is in lieu of all property taxes except those

89Information received from the Northwestern Bell Telephone Company.
40State of Minnesota, Department of Taxation, Analysis of Minnesota Income Tax

and Adjusted Compensation Tax Retu1'IIs by Income Group, by Type of Tax Payer,
and by Area, for fiscal years 1952 and 1954.
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Table XIV. 4. Revenue from the Gross Earnings Tax on Telephone Companies in Minnesota, Selected Years, 1940 to 1955

1940 1945 1950 1951 1952 1953 1954 1955

(thousands of dollars)

Gross earnings tax on telephones ..... - ...... 1,273 1,800 3,107 3,441 3,786 4,327 4,751 5,243

Total gross earnings tax receiptsu ........... 7,123 12,604 15,101 16,138 17,791 18,214 19,339 18,167

(dollars)
Per capita gross earnings taxes

paid by telephone companiesb _........... .46 .71 1.04 1.15 1.26 1.42 1.53 1.69
~
(,;.)

(per cent)tv

Gross earnings tax on telephones
as a percentage of total gross
earnings tax receipts ...... - . . . . . . . . . . . . . 17.9 14.3 20.6 21.3 21.3 23.8 24.6 28.9

aDoes not include taxes on Insurance Premiums or Cooperative Rural Electric Companies.
b1955 per capita based on 1954 population.

Source: Department of the Public Examiner, Report of the Public Examiner, Expenditures, and Debt of State and Local Gov
ernments in Minnesota for the years 1940-1953, figures for 1954 and 1955 obtained from the Minnesota Department of Taxation,
population figures obtained from the U.S. Department of Commerce, Bureau of the Census, Statistical Abstract of the United
States, 1955 (Washington, 1955), pp. 14 and 16.
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Table XIV. 5. State and Local Taxation of Telephone Companies, 1955

----..... ------------------------

no
no _ .

3 per cent

5.72
6.87
5.96
4.49

4.97
12.69
6.94
8.31
5.10

3.58
1.88
7.92
6.88
7.99

9.98
7.48
4.65
7.36
4.79

9.08

Tax revenue
Tax accruals

per tele
phone (1953)

(dollars)Gross earnings tax

2 per centd _ .

1.25 per cent - 7 per cent (in lieu
except on real estate) .

2 per cent .
no .
no .

no _ .
no _ .
3 per cent _ _ .

2vz per cent _ _ .
no .
.4 per cent .. _ .
no .
not over .2 per cent .

4.5 per cent (in lieu except real estate) .
noC •••••••••••••••••••••••••••••••••••••••

1.5 per cent .

Tax systema

Property tax

Alabama ........ _. . .. yes central assessment
Arizona ............ .. yes central assessment
Arkansas _........... _ yes central assessment
California ............ yes central assessment
Colorado ............. yes central assessment

Connecticut ...... _. . .. yesb local assessment
Delaware . . . . . . . . . . . .. yes local assessment

~ Florida .............. yes no special provisionw
w Georgia .............. yes central assessment

Idaho ........ _. . . . . .. yes central assessment

Illinois ............... yes local assessment
Indiana _............. yes central assessment
Iowa ................ yes central assessment
Kansas ............... yes central assessment
Kentucky . . . . . . . . . . . .. yes central assessment

Louisiana . . . . . . . . . . . .. yes central assessment
Maine . _.......... _.. yes local assessment

Maryland . . . . . . . . . . . .. yes local assessment
Massachusettse . . ...... yes central assessment
Michigan __ .... _. . . . .. yes (in lieu) central assessment



4 per cent - 7 per cent (in lieu) _.. 6.42
nof __ .11.55

Table XIV. 5. (Continued)

no _ _ .

6.74
5.20

7.49

12.45
4.86
8.12
6.56

11.17

9.90
9.13
5.53
6.78
7.87

2.85
7.96
8.89
6.12
7.66

Tax revenue
Tax accruals

per tele
phone (1953)

(dollars)

no __ .. __ .
1'r4 per cent _. _.. _ .

2 per centg _ _.. _ .
no .
2 per cent _
no _.. _ .
2.5 per centh .

6 per cent _ .
no' .
3 per cent .
no _. _ .
.25 per cent _ .

8 mills/$1.00 _ _
7 per centi .

no .
no _. _.. _ _.. _ .
3 per cent .

Gross earnings tax

Tax systema

Property tax

MINNESOTA ........ no ................
Mississippi . . . . . . . . . . .. yes central assessment
Missouri ............. yes central and local

assessment
Montana ..... __ ...... yes central assessment
~ebraska . . . . . . . . . . . .. yes central and local

assessment

~evada .............. yes central assessment
~

~ew Hampshire ....... yes central assessmentw
~

~ew Jersey ...... . . . .. yes central assessment
New Mexico .......... yes central assessment
New York .... _. _. . . .. yes central assessment

North Carolina . . . . . . .. yes central assessment
North Dakota . . . . . . . .. yes central assessment
Ohio ................. yes central assessment
Oklahoma ............ yes central assessment
Oregon ............... yes central assessment

Pennsylvania . . . . _. . . .. yes central assessment
Rhode Island ......... , yes no special provision
South Carolina . . . . . . .. yes central assessment
South Dakota ......... yes central assessment

Tennessee ............ yes central assessment

.- ..... ::.:.:..~.'::::.":...L ;':'.!·:~~r':; :'~::::~:~:Yf.·,mM·i' ..; ,;~.;.j ~-:"::':":':":"-''':'''''''''-'''''':-''~':::::L'{?:;.~; :i/:;~:~::~i:, ",'f{rkli~;~)~:~)~: ~!ii:"(f('.!I!.':!.~.-:-; ~:"ili, ,~·ii~\-';ji~~'~;~;:ki~\:·~;:!."~;;·':i::i{';f~~i};'i:.;;,':' '·''''''''''''''·''''\''W;i>i''''''Jli%Wi\\@';!!,\I(,''N%\~~~n~!lliI!ll~II_~~~~\"'~a!L"l&:._~



Table XlV. 5. (Continued)

Property tax

Tax systema

Gross earnings tax

Tax revenue
Tax accruals

per tele
phone (1953)

(dollars)

Texas yes
Utah yes
Vermont yes
VirgUtia yes
Washington yes

West VirgUtia yes
.J:>. Wisconsin no
w W .VI yommg . . . . . . . . . . . .. yes

local assessment
central assessment
central assessment
central assessment
central assessment

central assessment

central assessment

1.65 per cent - 2.5025 per cent .
.5 per cent .
1~ per cent - 4~ per cent __ . _ .
1%.6 per cent - 3 per cent .
3.3 per cent .

2% per centj .
2~ per cent - 8 per cent (in lieu) .
no .

7.85
4.52
5.48
5.73
9.20

4.14
8.14
5.96

aOther principal taxes employed in some states are net income, capital stock, and excise taxes.
bTax on real estate only.
cTax levied on miles of wire owned.
dAlso pay a license tax on gross receipts.
eMassachusetts imposes a 4 per cent net income tax. A 23 per cent surtax is effective through 1955.
fTax levied per mile of pole line operated.
g'J'ax is on net profit.
hA .5 per cent tax is levied on the gross earnings of inter state business and a 2 per cent tax on gross income.
iOperating property exempt from local taxation. All intangibles exempt.
iAdditional tax of 2% per cent on net income.

Sources: 1. Commerce Clearing House, Inc., Tax Reporter All States (Chicago, 1956).
2. U.S. Federal Communications Commission, Statistics of the Communications Industry in the United States, 1953

(Washington, 1955), p. 16.
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imposed upon real estate. Connecticut imposes a flat rate of 4.5 per cent
and in Rhode Island the rate is 7 per cent. Maine graduates the rates from
1.25 per cent to 7 per cent, depending upon the magnitude of annual gross
receipts. In the 8-state area Illinois and Wisconsin are the only other
states which levy a tax on the gross receipts of telephone companies. The
tax in Illinois is imposed at a rate of 3 per cent and is in addition to the
property tax. Nebraska, North Dakota, South Dakota, Missouri and Iowa
tax telephone companies on an ad valorem basis.

Tax accruals per telephone vary widely among the various states. In 1953
the tax load ranged from a high of $12.69 per telephone in Arizona to a
low of $1.88 in Delaware. Minnesota's tax load per telephone installed, at
$6.42, was considerably below the $7.38 national average. Among the 7
neighboring states illinois had the heaviest tax accruals per telephone, at
$9.88, followed by North Dakota, $9.13, Wisconsin, $8.14, Nebraska,
$7.49, Missouri, $6.74, South Dakota, $6.12, and Iowa at $4.65. Minne
sota was well below the $7.33 8-state average.

A tax burden comparison (total state and local taxes paid as a percentage
of gross revenue) for fiscal 1955 for the Northwestern Bell Telephone
Company gives an entirely different picture. In Minnesota the rate of total
taxes paid to total revenue was 6.33 per cent, while in Nebraska, Iowa,
North Dakota and South Dakota combined it was 4.61 per cent. For all
companies in the Bell system in the 48 states the ratio was 4.49 per cent..n
The differences in the ranking of Minnesota in this respect are the result, in
large part, of the differences in the basis of comparison used. The Bell
System serves urban and rural subscribers in proportions that vary from
state to state, so that the ratios of earnings-to-number-of-telephones will
differ among states. If gross earnings is accepted as the proper measure
against which to compare tax loads, it would appear that the State of
Minnesota ranks high, rather than low, in terms of the level of taxation
imposed upon telephone companies or their subscribers.

Other Utilities Subject to the Gross Earnings Tax
From a revenue standpoint the gross earnings tax on other utilities, ex

press, sleeping car, freight line, and telegraph companies, is of minor im
portance. In 1955 the tax on these companies produced only a little over
$500,000 and accounted for only 3.1 per cent of all utility gross earnings tax
receipts.42 The taxation of these companies warrants brief mention, how
ever, for another reason, tax equality or uniformity between companies.
Although the Minnesota Tax Study Commission (1954) concluded that
the different tax rates for utilities were presumably approved by past legis
latures "for good and sufficient reasons",43 legislative approval does not
necessarily produce tax neutrality or equity among businesses.

41Data obtained from the Northwestern Bell Telephone Company.
42Data obtained from the Minnesota Department of Taxation.
43Report of the Minnesota Tax Study Commission, Minnesota's Tax Structure

CSt. Paul, 1954), p. 51.
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Gross Earnings Taxes

Express companies are subject to a tax at the rate of 9 per cent of
gross earnings from business done within the State after deducting pay
ments to railroads for transportation of freight. H

Sleeping car companies45 are taxed at a 6 per cent rate upon all gross
earnings derived from owning, operating, renting, or leasing of sleeping
cars, tourist cars, drawing room cars or parlor cars. Gross earnings from
interstate business are apportioned to Minnesota on a mileage basis.

Freight line companies46 are taxed at a 7 per cent rate upon the total
gross earnings received from all sources within the State and a propor
tion, based on mileage, of earnings from interstate business.

Telegraph companies47 are subject to a gross earnings tax of 6 per
cent of the gross earnings derived from business within the State. Prior
to 1945 the rate was 7 per cent.

The gross earnings tax on express, sleeping car, freight line and tele
graph companies has been construed to be a property tax and as such
is in lieu of all other taxes except the corporate income tax and special
assessments. The gross earnings tax revenue from these companies goes
into the General Revenue Fund.

437

(. Conclusions
Three important aspects of the current level and structure of taxation

on the railroad industry in Minnesota warrant careful consideration.
First there is the question of tax equity relative to competing carriers
and the desirability of avoiding tax policies which impose differential
tax costs upon the various kinds of transportation facilities.

The method of tax-burden comparison between railroads and com
peting carriers used in this study has some serious defects and there is
no means of measuring or evaluating accurately such partially offsetting
factors as the subsidization of way for motor, air and water carriers and
the early land grants to railroad companies. But the evidence supports
the finding that, on the average, railroads are more heavily taxed in
Minnesota than are competing carriers. Pipe lines are a possible excep
tion, but the data available are inconclusive.

Coupled with the question of levying comparable taxes on competing
forms of business is the question of the relative importance of the
availability of the major types of transportation services as factors con
tributing to the location of new industry in Minnesota. The availability
of adequate truck, rail, air and water transport services in Minnesota
have been ranked 3rd, 5th, 23rd and 24th, respectively, in a survey of

44Minnesota Statutes, 1953, Ch. 295.21. Because of the difficulty in prorating on a
mileage basis the earnings of a large number of express shipments, companies are not
taxed on earnings from interstate shipments. Hence a higher tax rate is imposed than
on other utilities.

45Minnesota Statutes, 1953, Ch. 295.29.
'16Minllesota Statutes, 1953, Ch. 295.23.
-17Minnesota Statutes, 1953, Ch. 295.32.
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manufacturers designed to indicate the relative importance of factors
affecting industrial location. Truck and rail services in the State were
found to be about equally important,48 The present tax structure, which
favors trucking, water and air transportation systems, as compared to
the railroads, would not, therefore, appear to be justified in terms of
their relative importance to the growth of manufacturing in the State.

The third important consideration is the interstate tax burden comparison.
Minnesota's taxes on Minnesota railroads are higher than they are, on the
average, in the important neighboring states as well as in the nation as a
whole. Since the rates charged for transportation services are set by the
Interstate Commerce Commission on a regional basis, the higher taxes
imposed in anyone state cannot be passed on in the form of higher
rates to interstate users. Thus railroads are operating at a cost dis
advantage in the State, one which may, in the long run, weaken their
competitive position.

The taxation in Minnesota of telephone, telegraph, sleeping car, freight
line and express companies presents a picture which one may compare
with that seen in a curved mirror - someone appears to have pulled things
out of shape. The rationale that would support, for example, a tax of 6
per cent on the gross earnings of sleeping car companies, 9 per cent on
express companies and 7 per cent on freight-line companies is simply not
to be found. Nor is it at all clear that telephone, telegraph and the other
companies subject to the earnings tax should be subject to both the gross
earnings tax and the corporate income tax, while railroads are exempt from
the income tax.

Differentiation in the tax rate imposed upon the gross earnings of tele
phone companies based solely upon the population size of the municipality
served appears to be unwarranted, particularly when gross earnings real
ized from services provided from central exchanges located in larger cities
are involved. A uniform rate of about 6.4 per cent would produce approxi
mately the same amount of revenue as the existing rates of 7 and 4 per
cent. Alternatively, a uniform rate of 7 per cent would add more than
$500,000 to the State's tax receipts.

A re-examination of the taxation of public utilities in Minnesota appears
to be called for. This is suggested in the light of the following major con
siderations:

(1) Unless there is good reason now, as there may have been in the
latter quarter of the 19th century, for taxing some public utilities on a
gross earnings base while others, such as gas and electric companies, are
taxed in the same manner as other corporations, the differential tax treat
ment involved is not justifiable.

(2) If the gross earnings taxes are to be continued in their present form,
tax equity would appear to require a more uniform rate structure.

48Business Executives' Research Committee, Industrial Location and the Minne
sota Economy (Minneapolis, 1955), p. 57.
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(3) Local units of government, hard-pressed to meet demands upon
them for services, can not look to business property used by utilities sub
ject to the gross earnings tax for revenue. Rolling stock of railroads, sleep
ing car, freight-line and express companies does not lend itself readily to
local or even central assessment for ad valorem tax purposes, but the same
can not be said of land and buildings. The latter are difficult to distinguish,
in principle or form, from those used by other kinds of businesses.
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CHAPTER XV

Taxation of Insurance Premiums

Rationale

Insurance companies, because of the special function they perform in our
society and the peculiar characteristics of their business, have long been
subjected to tax treatment different in many respects from other business
enterprises. The earliest special tax on insurance companies was levied in
1824 by New York State upon the gross premiums of foreign fire com
panies (companies organized out-of-state).l Other states soon followed this
lead until, by 1850, most states had imposed a special tax or a retaliatory
tax on insurance companies of one class or another. Today a tax upon
insurance premiums is imposed by all states. In some states it is in lieu
of all other taxes and in others it is in lieu only of certain specified taxes.
Initially the revenue from these special taxes was used principally to defray
the costs of supervising the insurance business and/or supporting volunteer
fire departments. The revenue from insurance taxation has grown far be
yond the administrative needs of state insurance agencies, however, and is
now a source of general state revenue.

It has been argued on occasion that the insurance industry, with respect
to some or all kinds of insurance written, should be exempt from all except
real estate taxes. 2 Life insurance companies in particular, some would con
tend, perform a service for the community in that they encourage saving.
Furthermore, investment in insurance and annuities reduces the number
of potential public charges, thus relieving the state welfare burden.3 Since,
so the argument runs, the incidence of the tax is, in the final analysis, on

IThe original rate was set at 10 per cent and reduced to 2 per cent in 1837. See:
State of New York, Report of the New York State Commission for the Revision of
the Tax Laws (Albany, 1932), p. 187.

2See, for example, the discussion in W. R. Reed, Comparative Analysis of the
Arkansas Tax System (Fayetteville, 1950), p. 146 and H. M. Groves, Financing
Gove1'1lment, Fourth Edition (New York, 1954), p. 347.

3Mr. John W. Fischbach, General Counsel for the Minnesota Mutual Life Insur
ance Company, while acknowledging that the industry should bear its share of the
tax load, in a letter dated April 12, 1956 and addressed to the Committee, supports
this view, particularly with respect to annuities. "A tax on annuity considerations is
a tax upon thrift and upon those people who are attempting to avoid dependency upon
others after their retirement. The attitude of both Federal and State governments
during recent years has been to make modest tax concessions to individuals in order
to encourage pension and retirement plans. Actually, that attitude is self-serving be
cause, by encouraging retirement plans, the governments are relieving themselves of a
portion of the financial burden of supporting or helping support these people during
their later years."
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the policy holder, taxation tends to discourage investment in insurance.
In addition, it places an undue burden on the lower income groups which
are, relative to personal income, disproportionately large holders of life
and annuity contracts. Secondly, to the extent that the tax is not borne by
policyholders, it is equivalent, in large part, to a tax on intangible per
sonalty, property which has already been subject to the general property
tax. It, therefore, constitutes a form of double taxation. Third, in the case
of mutual companies it is claimed that as cooperatives and non-profit or
ganizations they should be tax-exempt.

In support of the tax on insurance companies is the principle that all
business should receive similar treatment under the tax laws. Since other
business undertakings are subject to taxation and other forms of invest
ment and savings are taxed, there is little or no justification for granting
immunity to insurance companies on the basis of the objections cited. In
general, the arguments advanced against taxation of insurance companies:
except in the case of some mutual companies and fraternal societies, have
not succeeded in achieving tax exemption for the industry. Instead, there
has been a tendency for state governments to impose more complete tax
coverage on all classes of insurance and to increase basic rates. The tre
mendous expansion in the flow of funds into insurance of all kinds has made
this field a highly tempting potential source of revenue for state governments
hard pressed for new financial means.

Gross premiums have been almost universally accepted by state gov
ernments as the basis for taxation of insurance companies. In general, a
flat rate of tax, which frequently varies between domestic and foreign com
panies and among the various types of insurance companies, is levied on
gross premiums received, less refunded premiums on cancelled policies and
dividends returned to policy holders. This tax, like the corporate income
tax, is considered to be a privilege tax, that is, a levy paid by the company
for the privilege of transacting business in the state. Gross premiums rather
than net income have been adopted as the tax base for insurance com~

panies, mainly because of the administrative difficulties and serious short
comings encountered in ascertaining taxable net income for many classes
of insurance companies. For example, in the case of life insurance companies
the difficult question arises as to what constitutes the required legal or
economically necessary reserve to be maintained and, therefore, the amount
of allowable deduction from gross income. In addition, difficulty arises
in determining the taxable net income of mutuals where the return in
excess of necessary expenses and additions to reserves is redistributed to
the participants in the form of reduced rates.

Insurance Taxes in Minnesota4

The special taxation of insurance companies in Minnesota dates back to
1868. In that year a 2 per cent tax was imposed upon the gross premiums

4Millllesota Statlltes, 1953, Ch. 60.63.
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of foreign insurance companies operating in the State. 5 Four years later
under the general insurance law of 1872, which also established the Office
of the Commissioner of Insurance, the 2 per cent levy on gross premiums
was extended to domestic companies as well. The tax so imposed was in
lieu of all other taxes and licenses and, contrary to the early practice in
some states, the sums collected were specifically allotted to the State
General Revenue Fund. But, in addition to the premiums tax, a fee was
assessed equally against all companies operating in the State to defray the
expenses of the Office of the Insurance Commissioner.6 While the basic
rate of tax on insurance premiums in this State has not changed since its
inception in 1872, several other important amendments which affect the
tax base materially have been enacted. Of particular significance has been
legislation which has exempted certain mutual companies from the basic
premiums tax. Like many other states, Minnesota also introduced a re
taliatory clause which provides for the taxation of out-of-state corporations
at the same rate at which the home state of these corporations tax those
chartered in Minnesota if this rate is higher than the Minnesota rate. 7

Under the insurance laws now in effect in Minnesota "every domestic
and foreign company, except town and farmers' mutual insurance companies
and domestic mutual insurance companies other than life" pays to the
State Treasurer an annual tax at the rate of 2 per cent of gross premiums
less return premiums on all direct business received by it during the pre
ceding calendar year in the State. Under the insurance tax laws the tax on
premiums is in lieu of all other taxes paid except taxes upon real property.
Under the corporate income tax, however, all insurance companies, except
farmers' mutual and fraternal beneficiary societies, must file a State income
tax return. The tax so computed is credited with the gross premiums tax
paid8 and as a result insurance companies pay only the Veterans' Bonus
surtax.9

Annuity considerations were subjected to taxation for two calendar
years as of January 1, 1955.10 Every domestic and township mutual insur
ance company is subject to a "fire town tax" of 2 per cent upon the direct
premiums on fire, lightning and sprinkler leakage insurance, less return
premiums, upon business written in municipalities maintaining an or
ganized fire department or being serviced by a fire department under con
tract. In addition a "Fire Marshal Tax" of one-half of one per cent, based

5Session Laws, 1868, Ch. 22.
6Sessioll Laws, 1872, Ch. 1.
7Sessioll Laws, 1895, Ch. 175. Discriminatory taxes against out-of-state companies

were at one time almost the universal practice in the insurance field but since the
Supreme Court decision, declaring insurance to be "commerce", many states have
revised their differential rates favoring domestic corporations. See: United States v.
Southeaste1'1l Underwriters Association, 322 U.S. 533 (1943). Differential rates have,
however, not been declared unconstitutional.

8Minnesota Statutes, 1953, Ch. 290.35.
90ffice of the Insurance Commissioner.
10Sessioll Laws, 1955, Extra Session, Ch. 2, Art. 1.
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upon the direct premiums for fire, auto fire, inland marine fire and multiple
lines fire is levied on all insurance companies, except farmers' and town
ship mutual fire insurance companies.ll Ocean marine insurance companies
pay a tax of 5 per cent on the underwriting profit from insurance written
in Minnesota. It is in lieu of all other taxes except levies upon real estate.12

Fraternal beneficiary associations are exempt from payment of all except
real estate taxes under Minnesota law,l3 The Minnesota Hospital Service
Association and the Minnesota Medical Service Association are exempt
from the 2 per cent premiums tax. They are classified separately under the
Minnesota statutes and are not subject to the general laws of the State
relating to insurance and insurance companies.14

REVENUE FROM THE INSURANCE PREMIUMS TAX IN MINNESOTA

The revenue from insurance taxation in Minnesota has increased almost
two and one-half fold in the last 10 years, from $2,622,000 in 1945 to
$6,431,000 in 1954. Per capita collections doubled in the same period,
increasing from $1.03 to $2.07, and collections as a percentage of total
State personal income rose from .09 per cent to .13 per cent. As a per
centage of total State tax receipts, however, the insurance premiums tax
has declined in importance, dropping from 2.4 per cent in 1945 to 1.7 per
cent in 1954.15

TAX BASIS, RATES AND REVENUES, MINNESOTA AND OTHER STATES

TAX BASIS AND RATES

A detailed review of the gross premiums tax imposed upon insurance
companies by state governments is extremely involved because of the
heterogeneous array of rates, deductions, exemptions and retaliatory or
discriminatory provisions. Nominally it would appear that the prevailing
rate of tax in most states is 2 per cent. In practice, however, the over-all
effective rate of tax upon the insurance business in general does vary
among states. Many states have set up complicated rate schedules for dif
ferent types of companies; some still differentiate between foreign and
domestic companies; others allow specific credits against the tax according
to the amounts of assets invested in the state; and some exempt certain
types of insurance companies.16 Thirty-two states have retaliatory laws
which, in effect, tend to equalize the rate of tax levied upon insurance

llMinnesota Statutes, 1953, Ch. 73.20. "The money so received into the State
treasury shall be set aside as a special fund and is ... appropriate for the maintenance
of the state fire marshal and the expenses incident thereto."

12Minnesota Statutes, 1953, Ch. 60.63.
lsMinnesota Statutes, 1953, Ch. 64.02.
14Minnesota Statutes, 1953, Ch. 309.10.
15Table III. 4 and TIL 5 and Survey of Current Business, September, 1955, p. 15.
16See: 'State Tax Reporters, op. cit. Because of the complexity of rate schedules,

exemptions and special provisions in effect no attempt has been made to make a de
tailed comparison of the tax structures for all states, as has been the practice with
other taxes in this study.
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company premiums by the various states. Thus, for example, if the rate
were increased in Minnesota, the retaliatory provisions of the law in other
states with lower rates would take effect and the tax paid on business
written in those states by Minnesota companies would be increased, al
though competing companies domiciled elsewhere would continue to pay
the lower tax rate. Compared with the majority of states, Minnesota's tax
rate is relatively simple in structure.

Of particular interest is a general comparison of Minnesota's insurance
tax structure with those of the two most prominent insurance states, Con
necticut and New York, which derive considerably more revenue from in
surance taxation than other states and which have, in general, set the
pattern for taxation of the industry. New York's receipts of $47 million
in 1954 from insurance taxes were substantially higher than those in any
other state, accounting for 13.5 per cent of the total of all states' revenue
from insurance taxation. Connecticut's per capita collections, at $4.01
were highest in the nationY

Compared with New York the effective rate of tax in Minnesota appears
to be moderate, at least upon the major types of insurance premiums. The
differential rate schedules in effect in New York under the tax law and the
insurance law for the various classes of insurance companies make a
detailed comparison extremely difficult. Rates for domestic and foreign
companies under the tax law vary from 2 per cent for life to 5 per cent for
alien fire and alien marine insurance premiums and under the insurance
law from 5 per cent for alien and foreign ocean marine companies to 1 per
cent for foreign casualty companies. As in Minnesota fraternal societies
and certain types of town and county mutuals are exempted from the pre
miums tax. It would appear that the higher per capita receipts in New
York are attributable to the higher level of total and foreign insurance
underwriting rather than to a higher over-all effective rate level.

A comparison of Connecticut's tax system with Minnesota's, especially
in the case of domestic companies, is even more complex. Domestic com
panies pay a tax not only on net direct premiums but also on interest and
dividends less certain specified deductions. Tax rates imposed in Connecti
cut on domestic companies are 1.75 per cent on gross life premiums, 2 per
cent on other premiums and 1 per cent on annuity considerations. Domes
tic companies also pay an additional tax of 2.5 per cent on interest and
dividend income and a surtax of 12.5 per cent was imposed in 1955.
Foreign companies pay only a straight gross premiums tax. Only fraternal
benefit societies are specifically exempted from insurance taxation in Con
necticut.

Analysis of tax rates and revenue receipts under the insurance taxes
imposed in New York and Connecticut suggests that neither of these lead-

17Compelldium of State Govemmellt Fillallces ill 1954, op. cit., p. 12. Information
on the insurance tax systems in New York and Connecticut obtained from the State
Tax Guide, All.States, op. cit.

444



Taxation of Insurance Premiums

ing insurance states use the tax laws in an effort to encourage the growth
or establishment of domestic companies. Tax levies on insurance companies
in New York are somewhat below the national average, while in Connecti
cut they are considerably above that average,18

Table XV. 1 shows the major features of insurance taxation in Minne
sota and the 7 neighboring states. With the exception of illinois, which
taxes only foreign and alien companies, all states in this group impose a
gross premiums tax upon at least some types of foreign and domestic in
surance companies. Wisconsin, however, taxes domestic life companies
upon gross income rather than gross premiums. Fraternal or mutual benefit
societies are specifically exempted from the premiums tax under the insur
ance laws in all states. Certain classes of domestic mutuals are also exempt
in each of these states, except Nebraska. A retaliatory provision against
foreign companies is in effect in each of the 8 states. Nebraska and Wis
consin are the only states which do not tax annuity considerations; South
Dakota taxes them at a lower rate than life premiums. Rates vary among
the 8 states from 0.4 to 2.375 per cent. The most common prevailing rate
is 2 per cent. Thus, Minnesota's tax upon insurance premiums corresponds
closely to the 8-state average with respect to rates as well as the tax basis
and exempted organizations.

REVENUE

The gross premiums tax has become a relatively important source of
general 'state revenue. The growth in tax receipts has been particularly
marked in the last decade, collections for all states having risen from
$130,794,000, or $0.99 per capita, in 1945 to $352,670,000 or $2.19 per
capita, in 1954. Among individual states in 1954 Connecticut and New
York had the highest per capita receipts at $4.01 and $3.08 respectively.
Alabama's collections at $1.27 were the lowest in the nation. Minnesota's
per capita collections in 1954 were $2.06. 1

l> The substantially higher re
ceipts in New York and Connecticut and the lower receipts in Alabama
appear to be directly related to the higher and lower level, respectively, of
insurance underwriting. Rates in these states are not materially different
from the national average. A comparison of the per capita collections in
other states indicates a similar relationship. In part the rapid growth in
insurance tax revenue is attributable to more complete tax coverage of the
insurance industry, but a more important factor contributing to the sharp
rise has been the tremendous increase in insurance premiums paid in the
United States. 20

18See below, Table XV. 3.
lrJCompendill111 of State GOl'ernment Finances ill 1954, op. cit., p. 12 and COI/l

pendium of State Government Finances in 1954, op. cit., p. 10.
2°The growth of the insurance business is clearly indicated by the rise in private

savings through insurance, from 3.5 to 5.2 billion dollars between 1945 and 1954.
Statistical Abstract of the United States, 1955, op. cit., p. 461.

445

, -



Table XV. 1. Taxes upon Insurance Companies for Selected States as of 1955

State Companies taxable Basis of taxa
Rates

(per cent) Exemptionsb

Illinois All foreign Gross premiums 2.0
All domestic and foreign fire Gross fire premiums . . . . . . .. 1.5

Fraternal benefit societies

MINNESOTA All domestic and foreign Gross premiums 2.0
All domestic and foreign

ocean marine Underwriting profit _ 5.0
All domestic and foreign firec Gross fire premiums . . . . . . .. 2.5

Iowa All domestic and foreign Gross premiums 2.0 Fraternal benefit societies; county
mutual associations

Fraternal benefit societies; certain
domestic and township mutuals

•

)..•.J;'1

Domestic mutuals

Fraternal benefit societies; domes
tic stock and mutuals

Fraternal benefit societies; county
and township mutuals

Fraternal benefit societies; certain
domestic and township mutuals

Fraternal benefit societies

2.0

0.4
2.0
0.5

2.5
0.5

1.25
1.375

Wisconsin

South Dakota .....All domestic and foreign
domestic Gross premiums 0.5
foreigne Gross premiums 2.5

All fire insurance _ Gross fire premiums . _ , 0.5

........All domestic and foreign fire
and marine
domestic stock Gross premiums
foreign _ Gross premiums

Missouri All domestic and foreign Gross premiums
+::0
+::0-
0\ Nebraska All domestic and foreign

domestic Gross premiums .
foreign : Gross premiums .

All domestic and foreign fire Gross fire premiums .

North Dakota All domestic and foreign Gross premiums .
All domestic fire insuranced Gross fire premiums .



Table XV. 1. (Continued)

State Companies taxable Basis of taxa
Rates

(per cent) Exemptionsb

Wisconsin
(continued)

All domestic and foreign life
domesticf . _ Gross premiums 3.5
foreignf Gross premiums 2.0

All domestic and foreign
casualty and surety Gross premiums _. . . . . .. 2.0

All domestic and foreign fire Gross fire premiums _. .. 2.0

Fraternal benefit societies

aTaxable gross premiums vary between states but usually insurance return premiums and certain dividends are deductible.
~ bAlthough it is not always specifically noted, medical and hospital associations are apparently exempt from all taxes except real
~ estate under the non-profit, benevolent classification.

cEvery domestic and township mutual insurance company is subject to a 2 per cent tax on gross fire premiums. In addition all
fire insurance companies except farmers' and township mutuals pay a 0.5 per cent "Fire Marshal Tax".

dMutual fire insurance companies are not subject to the "Fire Marshal Tax."
eForeign annuity considerations are taxed at half the rate of life premiums, 1.25 per cent.
!Taxable gross income for domestic life companies is gross income, less interest required to maintain reserves, income from

rents on taxed real estate, and premiums on insurance and annuity contracts; foreign life companies are taxed upon premiums re
ceived less distributions of profits to resident policy holders.

Note: All states listed except Nebraska and Wisconsin tax annuity considerations. Of the 48 states, 27 provide for the taxation of
annuity premiums. The tax on gross premiums is commonly in lieu of all other taxes except those upon real estate.

Sources: 1. Commerce Clearing House, Inc., State Tax Reporters (Chicago, 1955).
2. Information obtained from the Minnesota Department of Taxation.
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The comparison of Minnesota's insurance tax receipts in 1954 in Table
XV. 2 with those of other states shows that collections at $6,402,000,
$2.06 per capita, were below the per capita average for all states of $2.19
and $.06 above the 8-state average. Minnesota receipts ranked third
among the 8 states on a per capita basis, fifth as a percentage of total state
collections, and third as a percentage of personal income.

An alternative and, for some purposes, more useful basis of comparison
is provided in Table XV. 3. This Table presents, by class intervals, the
ratios (expressed as per cents) of insurance tax receipts to "business writ
ten" (gross premiums) for all 48 states. For the United States as a whole,
state insurance taxes collected in fiscal 1955 amounted to 1.8 per cent of
1954 premiums. The corresponding figure for Minnesota is 1.85 per cent,
while the range extends from a high of 3.25 per cent for Oklahoma to a low
of 1.08 per cent for Massachusetts. For the leading insurance states,
Connecticut and New York, the ratios were equal to 2.27 and 1.71 per cent,
respectively. Twenty-seven of the 48 states fall within the range of 1.75
and 2.25 per cent, and all but 6 states lie within the class intervals ranging
from 1.5 to 2.5 per cent.

THE IMPACT OF EXEMPTIONS UPON REVENUE IN MINNESOTA

One particular feature of the Minnesota insurance tax system which
warrants re-examination is the justification for the exclusion of the several

Table XV. 2. Insurance Tax Collections, Selected States, 1954

Ratio of
insurance Ratio of

Total insur- Per capita tax collec- insurance
ance tax insurance tions to total tax collec-

collections tax state tax tions to per-
(thousands of collections collections sonal income

State dollars) (dollars) (per cent) (per cent)

Illinois .............. 20,546 2.24 3.8 .10
Iowa ........... , ... 5,209 1.97 2.8 .12
MINNESOTA ....... 6,402 2.06 2.6 .13
Missouri ............ 9,448 2.27 4.2 .13
Nebraska ., .......... 2,514 1.84 3.9 .11
North Dakota ........ 1,131 1.78 2.6 .15
South Dakota ....... , 1,276 1.91 3.3 .14
Wisconsin ........... 6,876 1.92 2.6 .11
Average 8 states ...... 2.00 3.1 .12
All states ............ 2.19 3.2 .12

Sources: 1. U.S. Department of Commerce, Bureau of the Census, Compendiul/l
of State Govel'1lment Finances in 1954 (Washington, 1955), p. 12.

2. Personal income figures used are from the U.S. Department of Com
merce, Office of Business Economics, Survey of Current Business,
September, 1955 (Washington, 1955), p. 15.
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Table XV. 3. Ratios of Insurance Tax Receipts to Premiums Collected, by

States, 1954-1955

a"Insurance premiums" represent "business written" in calendar 1954, and insur
ance tax receipts are for fiscal 1955.

bThese states taxed annuity considerations in 1954. Such considerations are not
included in insurance premium data used in computing the ratios.

Sources: Derived from Spectator Insurance By States of Fire, Marine, Casualty and
Miscellaneous Lines in 1954 (Philadelphia, 1955), pp. 555-7; The Spectator Insurance
Year Book, 1955 Edition (Philadelphia, 1955), pp. 686A, if.; Compendium of State
Government Finances in 1955 (Washington, 1956), p. 12.

Wyomingb

New York
Pennsylvania
Rhode Island
Wisconsin

Ohio
Oregon
Vermont
Washingtonb

West Virginiab

Tennesseeb

Texas
Utah

Indiana
Nebraska
New Hampshireb
New Jerseyb

States

Maineb

Marylandb

Minnesota
Missourib

Nevada

New Mexico
North Dakotab
South Carolina
South Dakotab

Mississippib
North Carolinab

Virginia

OklahomaIdahob

All states

Massachusetts

Illinoisb
Arizona
Floridab
Michigan

Alabamab

Coloradob

Georgiab

Iowab
Kansasb

Arkansasb

Californiab
Kentuckyb
Montanab

Connecticut
Delaware
Louisianab

1.00 - 1.24 .

1.25 - 1.49 .
1.50 - 1.74 .

1.75 - 1.99 .

2.00 - 2.24 .

2.25 - 2.49 . , .....

2.50 and over .

1.80 .

Ratio of Tax Receipts
to Insurance Premiumsn

(per cent)

types of insurance companies from the tax base. In 1953 domestic mutual
companies had gross premiums income, less fire insurance premiums which
are subject to the 2 per cent fire town tax, of $22,503,215. Mutual farm
companies or township mutuals collected $2,637,100 in premiums, ex
clusive of fire insurance premiums, and cyclone and hail assessment com
panies had gross premiums income of $1,061,755. In the same year the
gross premiums income of fraternal associations was $10,814,397, the
Minnesota Hospital Service Association, $16,255,733, the Minnesota
Medical Service, Incorporated, $5,551,007 and miscellaneous assessment
health and accident companies and assessment benevolent associations
$421,529. In total, in 1953, slightly over $59,000,000 was collected by
these companies in gross premiums, all of which is entirely exempt from
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taxation. The total additional tax revenue which would have been obtained
by including them in the tax base is estimated at about $1,185,000.21

The exclusion of these companies from taxation is highly discriminatory
since it metes special treatment to a certain segment of an industry and
creates an inequitable competitive situation. However, the issues involved
go beyond purely objective evaluations and the question of whether mutuals
and non-profit organizations should be favored with special treatment be
comes largely a matter of subjective value judgment.

21Information received from the Minnesota Office of the Insurance Commissioner.
Exempt premiums rose in Minnesota from less than $19 million in 1945 to more than
$59 million in 1953. The 1945 premiums collected were as follows: domestic mutuals,
$5,110,000; township and farm mutuals, $1,974,000; cyclone and hail assessment
companies, $815,000; fraternal associations, $6,391,000; Minnesota Hospital Service
Association and Minnesota Medical Service, Inc., $3,239,000; all others, $1,339,000.
Office of the Insurance Commissioner.
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CHAPTER XVI

The Permanent Trust Funds

THE State of Minnesota acts as trustee for over a quarter of a billion
dollars in four permanent funds. Under the State Constitution, only the
revenue from these funds can be spent, the principal is to remain inviolate
and undiminished. The Permanent Trust Funds provide one possibility· of
alleviating Minnesota's revenue problem without the corollary necessity of
increasing taxes or reducing expenditures.

History anq Origin of the Permanent Trust Funds l

Two of the four funds, the Permanent School Fund and the Permanent
University Fund, owe their origin to the Act of 1857 authorizing a State
Government. Under this Act land was set aside for the use of public schools
and the University. In 1858 the Permanent School Fund was set up by the
State Constitution and sections 16 and 36 of every township were dedicated
to it. In 1870 the Permanent University Fund was established out of the
72 sections of land set apart under the Territorial Act of 1857 and out of
the land donated to the State under the Morrill Act of 1862. The Act of
1870 provided also for an additional 72 sections of land to be included 4t
the Permanent University Fund.

The Internal Improvement Fund was established in 1872 under constitu
tional amendment out of lands provided by the Congressional Act of 1841.
Initially, the proceeds of this Fund were to be used to payoff the defaulted
railroad bonds of 1857. An amendment passed in 1897 dedicated future
income from the Fund to the State Road and Bridge Fund.

The Permanent Swamp Land Fund was set up in 1881 from lands
donated under the 1850 Act of Congress.

While much of the land granted to Minnesota was given to the various
Trust Funds, a good deal was also used for business development, for ex
ample, railroad grants. The phenomenal growth of the Trust Funds has
been due, in part, to royalties from the mining of iron ore2 and to the sale
of mining land. Of greatest importance, however, have been the proceeds
of the iron ore occupation tax. A constitutional amendment in 1922
directed 50 per cent of the yield of this tax to the Trust Funds - 40 per
cent to the Permanent School Fund and 10 per cent to the Permanent
University Fund. This single source has contributed nearly $120 million

IThis section draws heavily on the Report of the Minnesota Tax Study Commis
sion, Minnesota's Tax Structure (n. p., 1954), pp. 27-30.

2These royalties should be distinguished from taxes on iron ore royalties. The
royalties accruing to trust funds are collected under leases from the State to mining
companies.
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to the Trust Funds. Table XVI. 1 gives the percentage distribution of the
funds, by sources.S

The total of $265 million was, as of June 30, 1955, distributed as fol
lows: Permanent School Fund, $202.4 million; Permanent University Fund,
$39.4 million; Swamp Land Fund, $23.3 million; and Internal Improve
ment Fund, $0.4 million. In addition, the four Funds hold about 2,650,000
acres of unsold land.-1

The earnings of the Permanent School Fund are apportioned to school
districts according to the number of pupils between the ages of 5 and 21
in average daily attendance during the preceding year. The earnings of the
Permanent University Fund go to the State University. One half of the
earnings of the Swamp Land Fund is distributed as provided for in the case

Table XVI. 1. Percentage Distribution, by Source, of Permanent Trust Funds

Per cent of receipts

il
!

:}Il

Sources of receipts

Sales of land, right of way, leases, etc .
Sales of timber, etc , .. , . , , ,
Mineral permits and leases , , .
Interest on land contracts , , , . , , , ..
Penalties on land contracts , , , . , , , ,
Profits on purchase or sale of bonds .. , , , . , . , ,
Royalties on iron ore .
Occupation tax on iron ore .. , , . , , , , .

1878-1955 1955

8.2 0.9
8.5 4.6

.2 II

II n

1I 1I

1.3 0.2
38.0 28.4
43.8 65.9--

100.0 100.0

nLess than one tenth of one per cent.

Sources: Derived from the Report of the Minnesota Tax' Study Commission,
Minnesota's Tax St1'/tcture (n.p., 1954), p. 30. Data for 1955 from the Office of the
State Auditor.

of Permanent School Fund earnings, the other half goes to the State's edu
cational and charitable institutions. As mentioned previously, the earnings
of the Internal Improvement Fund, since 1897, have gone to the Road and
Bridge Fund.

Investment of Permanent Trust Funds
Under the State Constitution as amended, Trust Funds can be invested

in United States bonds, bonds of the State of Minnesota issued after 1860,
and, except for the Internal Improvement Fund, bonds of other states pay
ing a minimum of one per cent. In, addition (again excepting the Internal

SThe data for 1955 provided through the courtesy of Mr. R. McDonough, Office
of the State Auditor of Minnesota.

4Treasurer of the State of Minnesota, General Report on State Finances, June 30,
1955.
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The Permanent Trust Funds
Improvement Fund) trust monies can be lent to local governments. Such
direct loans cannot exceed 15 per cent of the assessed value of the bor
rower's property, have to be repaid within 30 years, and carry a minimum
interest rate of 2 per cent. 5

The administration of investments is in the hands of the Secretary of
the State Investment Board, assisted by a clerk. The Board is composed of
the Governor, the Auditor, the Treasurer, one University regent and the
Attorney General.6

Table XVI. 2 shows the principal and income of the four Funds for
selected years starting with 1930. The increase in investment income, from
less than $3 million in 1930 to nearly $7 million in 1955, was due to the
rapid increase in the size of the Trust Funds which more than offset the
sharp decline in the rate of return on principal, from nearly 4 per cent in
1930 to 2.5 per cent in 1955. On the other hand, this increased dollar in-

Table XVI 2. Income and Principal of Permanent Trust Funds, Selected Years,
1930-1955

Year Principal Income Per cent earned*

(dollars)

1930 .............. 74,964,084 2,918,611 3.89
1934 .............. 82,669,655 2,978,828 3.60
1938 .............. 97,967,030 3,531,517 3.61
1942 .............. 117,573,590 3,713,745 3.16
1946 .............. 151,350,585 4,446,428 2.94
1950 .............. 192,693,846 4,741,454 2.46
1954 .............. 253,261,208 6,291,645 2.48
1955 .............. 264,658,12711 6,678,300 2.52

*Calculated as per cent of year-end principal.
nThe principal for 1955 differs from the total given in the Treasurer's Office,

General Report on State Finances, June 30, 1955, but is consistent with the figures
for the preceding years.

Sources: Report of the Minnesota Tax Study Commission, Minnesota's Tax
Structure (n.p., 1954). Data for 1955 from the office of the State Auditor.

come has been seriously eroded by inflation. In dollars of constant pur
chasing power (1947-1949 equals 100) the 1955 investment income was
$6,032,791, compared with $5,220,252 in 1930. Thus, although the size
of the Funds more than tripled, the amount of goods and services pur
chasable out of income rose by only 15 per cent in the last 25 years.

While the University derives only a minor part of its income from the

5Minnesota Constitution, Art. VIII, and Minnesota Statutes, 1953, Ch. 11.01.
6The Reorganization Act passed by the 1955 Legislature was to change the ad-

ministrative structure of the Trust Funds. In particular, the State Treasurer was to
replace the Secretary of the Investment Board. This Act was declared unconstitutional
by the State Supreme Court because of a clerical error, not related to the matter of
Trust Funds, found in one of its sections.
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Permanent University Fund, the public schools of the State look to the
Permanent School Fund (and to a much lesser extent to the Swamp Land
Fund) for a substantial proportion of their revenues. In 1954, of the $80
in basic aid to public schools, $10 came from the Trust Funds. 7

POSSIBILITIES OF INCREASING INVESTMENT INCOME UNDER

EXISTING RESTRICTIONS

Given the virtual certainty that educational needs of the State will con
tinue to grow in the future, there is definite interest in exploring the pos
sibility of obtaining additional revenue from the Trust Funds. Additional
revenue can come about in two ways. The rate at which the Funds grow
can be augmented and the return on the Funds' investment can be im
proved. To increase the Trust Fund revenue by increasing the annual in
take of new revenue would, however, provide only an illusory relief to

. education. Thus, for example, if the annual accretions to the, Permanent
School Fund were to be increased by $10 million, the schools would
benefit only to the extent of the revenue from this $10 million, or by about
$250,000 the first year, $500,000 the second year, and so on. Clearly, the
immediate interests of the schools would be better served were such addi
tional revenues turned directly into the Income Tax School Fund or into the
General Revenue Fund.

The gap between the level of tax collections flowing into the Permanent
Funds and the amount of revenue available for current expenditures was
responsible for the submission by the 59th Legislature of a constitutional
amendment.8 If passed by the voters,* the amendment will divert the pro
ceeds of the occupation tax on iron are which now accrue to the Trust
Funds to the current support of public schools and the University.9

The Attorney General has ruled that passage of the amendment will not
affect the accumulated principal in the Trust Funds, only the rate of
growth of that principa1.10 In any event, instead of adding to the Funds an
average of about $14 million per year, as happened in the last five years,
the Funds may have added to them about 3 to 4 million dollars annually.u

7U.S. Department of Health, Education and Welfare, Public School Finance Pro
grams of the United States (Washington, D.C., 1955), pp. 132-133.

8S.F. No.3, passed April 27, 1955, to be voted on at the November, 1956 General
Election.

9The passing of the amendment would have the effect of disposing of the proceeds
of the occupation tax on iron ore (excluding the Veterans' Compensation surtax)
as follows: 50 per cent to the State General Revenue Fund, 40 per cent to a fund
for the support of elementary and secondary schools and 10 per cent for the general
support of the University (Ibid.).

lOOpinion of March 21, 1956 (file 86-a), supplemented.
llIt may be pointed out in this connection that future accruals to the Trust Fund

may come from some other sources. It has been alleged, for example, that taconite
leases and royalties will, over the next 100 years, virtually double the present total of
$265 million. Cf. Minneapolis Tribune, July 28, 1955.

*Passed, November 6, 1956.
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The Permanent Trust Funds

Whatever might be the fate of the proposed amendment, any substantial
and immediate increase in Trust Fund income can come about only through
an improvement in the rate of return realized on the Funds' assets. Under
existing provisions regarding securities eligible for purchase by the Funds,
no great improvement can be expected. But even under present constitu
tional restrictions, about $200,000 of additional revenue could be ob
tained without in any way endangering the inviolate character of the
Funds.12

Over 85 per cent of the value of the Funds' assets is invested in United
States bonds. About 12 per cent is held in obligations of the State of
Minnesota and the remaining 3 per cent in bonds of other states. The part
invested in obligations of Minnesota consists mainly of Certificates of In
debtedness. The Trust Funds are the chief buyers of these securities, of
which nearly $50 million was outstanding at the end of fiscal 1955Y The
return on these obligations is set at 2.5 per cent.14 This rate of return is
too low in the light of alternatives. The Trust Funds should have no diffi
culty in acquiring United States bonds that yield 3 per cent or more. More
over, the State of Minnesota probably pays more in interest than would
be the case were its obligations offered to competitive bidding.15 Under
conditions that have prevailed in the market during 5 of the past 6 years
the State could have borrowed at less than 2 per cent,16 The low yield on
State obligations is due to the tax exemption feature these securities enjoy.
But State Trust Funds are not subject to taxation and do not derive any
benefit from this exemption.

In addition to purchasing Certificates of Indebtedness (and other State
bonds) the Trust Funds also lend directly to school districts. As indicated
above, the minimum return on these loans is 2 per cent. There is little
question that a number of school districts would find it difficult or im
possible to borrow in the open market. The question here is whether this
form of subsidy to "distressed" school districts is best administered by the
Trust Funds. The importance of this issue is somewhat attenuated by the

12The four permanent Trust Funds hold currently about 30 million of the $50
million of Certificates of Indebtedness outstanding. The conversion of all these Certifi
cates into Treasury Bonds would increase the annual investment income by $150,000
to $200,000 per annum.

13Quarterly Report of State Auditor of Minnesota, June 30, 1955, p. 5.
14The 1955 Session of the Minnesota Legislature authorized a new issue of Certifi

cates of Indebtedness to bear a maximum of 2 per cent. This issue of Certificates will
be the only one outstanding with a coupon below 2.5 per cent. Session Laws, 1955,
Ch. 858, Sec. 14, Sub. 2.

15This point was made forcibly in the Report of Gove1'1lor's Advisory Committee
on State Trust Funds (October, 1949), p. 4.

16A full faith and credit obligation of Minnesota rates Aa on Moody's scale. The
yield (to maturity) of ten-year, Aa State bonds in the last few years was as follows:

June, 1950 - 1.20 per cent June, 1953 - 2.35 per cent
June, 1951 - 1.65 per cent June, 1954 - 1.72 per cent
June, 1952 - 1.49 per cent June, 1955 - 1.84 per cent

Moody's Municipal and Government Manual (New York, 1956), p. 767.
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fact that these direct loans are not very large, both in absolute amounts
and as a proportion of total Fund assetsY

Some improvement in the revenue yield of the Trust Funds could be
achieved by the exercise of greater vigilance over the inflow and disposition
of new receipts. Under current provisions, funds not invested are held as
bank balances or else used to purchase short term bills. Not only is the
revenue from these non-invested balances below what it could be, but the
proceeds go to the General Revenue Fund rather than to the Trust Funds.18

If it were desired to increase the revenue potential of the Trust Funds
rather more substantially, without, however, impairing the safety of the
principal, a drastic change in existing restrictions on investment policies
would be necessary. A broadening of the range of eligible securities so as
to include corporate bonds and equities, can be expected, on rather con
servative assumptions, to increase the yield on Trust Funds by 2 to 3
million dollars in a few years.19 Such a change would, however, require a
constitutional amendment.20

A fundamental change in investment policy of this kind, in conjunction
with the other suggestions offered, could raise the income from the Trust
Funds by about $500,000 in the first year and by as much as $3 million
per year in ten years, over and above the income obtainable under current
practices.

17From July 1, 1950 to June 30, 1955, the total of direct loans granted by all the
Funds was little more than $3 million. (Provided through the courtesy of Miss Edna
Kleve, Clerk of the State Investment Board).

18From June 30 to November 24, 1954, about $14 million of Trust Funds money
was idly awaiting investment. Much of this money is held in active bank balances
where they yield no revenue whatsoever. (State Department of Administration, photo
stat, dated 11-30-54.) Such large uninvested balances are exceptional, however. Dur
ing calendar 1955 the combined idle cash balances in the 4 Funds averaged slightly
over $2.5 million. (Data provided by the State Department of Administration.)

19For a fuller discussion of these assumptions and of the income potentialities see:
Alek A. Rozental, Investment Policy of Minnesota's Trl/st Funds (Minneapolis, 1956),
particularly pp. 52-58.

20Minnesota Constitution, Art. VIII.
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CHAPTER XVII

The General Sales Tax1

ALTHOUGH West Virginia adopted a gross income tax in 1921 which
bore some resemblance to a sales tax, Mississippi, in 1930, was the first
state to impose a general sales tax. The sharp drop in income, employment
and property values between 1929 and 1933 resulted in declining state
and local tax revenues and, at the same time, demands for property tax
relief and large outlays for welfare purposes. State governments were
called upon to assume a substantial portion of the costs of relief and for
increased aid to local units. During the depression years 1933 to 1937
twenty-two states adopted sales taxes2 in order to meet their financial needs.
In 1937 the sales tax produced $434 million and was second only to the
tax on motor fuels as a source of state revenue. 3

There were no further adoptions of the sales tax until 1947. In that year,
however, the postwar "wave" of adoptions began, with 4 more states being
added to the list. It was in that year too that sales tax revenue, at $1.2
billion, surpassed the motor fuels tax, to become the most productive
single source of state tax revenue. By 1955 there were 33 states imposing
sales or gross receipts taxes and total revenue from this source amounted
to $2.6 billion, 16.3 per cent of the total general revenue receipts of all
48 states. For the 32 states in which the tax was in force in fiscal 1955
(Nevada did not impose the tax in fiscal 1955), sales tax revenue accounted
for 23.5 per cent of general revenue and almost 33 per cent of total tax
collections,'! As Table XVII. 1 indicates, however, the relative revenue im
portance of the sales tax varies widely, from 39 and 36 per cent of total
general revenue in Washington and West Virginia,5 respectively, to 7.5
per cent in Pennsylvania.

The increase since World War II in the number of states imposing sales
taxes is a reflection of the financial difficulties faced by state and local
governments during this period of prosperity and rising prices. Demands

IThe general sales tax should be distinguished from selective sales or excise taxes
imposed upon one or more kinds of commodities, frequently at varying and specific
rates. However, no sales tax now imposed is "general" in the sense that it applies to
the sale or purchase of all goods and services. Tn practice there may be little differ
ence between a tax system with a large number of excises and one with a sales tax
and many exemptions.

2The tax was adopted by 4 other states, New York, Vermont, Kentllcky and New
Jersey, each of which abandoned it within a short period.

30ver!appillg Taxes, op. cit., pp. 19-20. See Table XVII. 1.
4Compendiul11 of State Government Finances in 7955, op. cit., pp. 8, 11, 12.
5These states levy both general sales taxes and gross income or occupation taxes.

Michigan's 36 per cent of total general revenue was the highest among the states
which imposed a single-stage retail sales tax only.
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Table XVII. 1. State General Sales, Use and Gross Receipts Taxes, Selected Data, 1955

Amount collected Per centc
per one per cent Per cent of total

Tax Amounts of levy, per capita of total state and
rate collected Per cent state local

Year (per (in thousands Dollar of personal revenue revenue
State adopted cent) of dollars) amounta incomeb 1955 1953

Alabama. . . . . . . . . . . . . . . . .. 1937 3.0 58,862 6.29 .58 23.0 14.6
Arizona .................. 1933 2.0 27,225 13.71 .87 22.8 12.4
Arkansas ................. 1935 2.0 30,154 7.89 .81 18.3 15.0
California ...... . . . . . . . . . .. 1933 3.0 490,992 13.05 .60 26.6 15.9
Colorado ................. 1935 2.0 36,982 12.70 .75 18.0 12.2

Connecticutd .............. 1947 3.0 59,377 8.92 .38 27.2 9.2
Florida ................... 1949 3.0 74,027 7.00 .43 19.3 10.3
Georgia .............. _. . .. 1951 3.0 107,044 9.75 .79 31.0 21.0

t; Illinois ................... 1933 2.5 205,532 8.97 .42 29.3 12.3
00 Indianae •................. 1933 0.5 102,797 48.84 2.66 29.7 19.8

Iowa ..................... 1934 2.5 65,666 9.96 .60 23.4 11.2
Kansas ................... 1937 2.0 50,506 12.53 .74 24.2 12.6
Louisiana ................. 1942 2.0 64,811 11.08 .85 12.0 13.1
Maine .................... 1951 2.0 14,475 7.78 .52 16.4 8.5
Maryland ................. 1947 2.0 34,893 6.70 .35 13.8 7.4

Michigan ................. 1933 3.0 301,161 14.29 .71 36.1 17.1
Mississippi ................ 1930 3.0 37,870 5.73 .66 19.8 15.4
Missouri .................. 1934 2.0 92,384 11.12 .64 27.0 16.9
Nevadaf ........•......... 1955 2.0
New Mexico .............. 1933 2.0 27,778 17.78 1.28 19.5 18.9

North Carolina ............ 1933 3.0 58,355 4.58 .38 14.3 9.1
North Dakota ............. 1935 2.0 131,055 10.26 .87 14.6 9.8
Ohio ..................... 1933 3.0 201,070 7.84 040 26.7 11.4
Oklahoma. . . . . . . . . . . . . . . .. 1933 2.0 46,249 10.20 .70 14.7 11.4
Penllsylvaniag ............. 1953 1.0 62,501 5.69 .32 7.5 0.2h
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Table XVII. 1 (Continued)

Amount collected Per centC

per one per cent Per cent of total
Tax Amounts of levy, per capita of total state and
rate collected Per cent state local

Year (per (in thousands Dollar of personal revenue revenue
State adopted cent) of dollars) amounta incomeb 1955 1953

Rhode Island .............. 1947 2.0 13,951 8.47 .46 17.9 8.9
South Carolina ............ 1951 3.0 46,649 6.95 .65 21.2 16.1
South Dakotai ............. 1933 2.0 12,762 6.38 .48 17.4 10.3
Tennessee .......... . . . . . .. 1947 3.0 55,096 5.46 .45 19.3 11.1
Utah ..................... 1933 2.0 18,846 12.45 .84 21.8 11.8

Washingtonj ............... 1933 3.73 153,648 16.22 .83 39.3 19.5
West Virginiak . . . . . . . . . . . .. 1921 2.5 63,117 12.97 1.05 36.4 24.0
Wyonling ................. 1935 2.0 8,717 13.97 .79 14.5 10.9
Total- 32 states ........... 2,636,552 ... . ..... 23.5 15.5

a1954 population used in computation.
b1954 personal income used in computation.
c1953 state and local sales tax proceeds as a percentage of 1953 total state and local revenue.
dConnecticut raised its rate to 3'i2 per cent to pay for flood relief, but this reverts to 3 per cent on October 1, 1956.
eIndiana's Gross Income Tax is collected at varying rates, ranging from 0.25 per cent to 1 per cent.
!Nevada adopted a sales tax in 1955.
gPennsylvania's 1 per cent tax expired in August, 1955. A 3 per cent tax was imposed effective March, 1956.
hIn 1953 sales taxes in Pennsylvania were imposed at the municipal level only.
iSouth Dakota increased its rate from 2 to 3 per cent from April through December, 1955, to finance a Korean Veterans' bonus.
jWashington levies two general taxes; a Retail Sales tax at 3Y2 per cent of the selling price and a Business and Occupation Tax at

varying rates, including a surtax up to June 30, 1957.
kWest Virginia levies a general sales tax at -2 per cent of gross proceeds and an Occupational Gross Income Tax at varying rates.
Sources: U.S. Department of Commerce, Bureau of the Census, Compendium of State Government Finances in 1955 (Washing

ton, 1956); State and Local Government Revenue in 1953 (Washington, 1954); Statistical Abstract of the U. S. 1955 (Washington,
1955); Office of Business Economics, Survey of Current Business, September, 1955 (Washington, 1955); and Commerce Clearing
House, State Tax Reporters (Chicago, 1956). Federation of Tax Administrators, Tax Administrators News, August, 1956 (Chicago,
1956). .
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for public expenditures have been strong while tax revenues have not re
sponded adequately to these needs. Local units of government have been
reluctant to increase property taxes which have long been unpopular with
the homeowner, the businessman and the farmer and there has been strong
resistance to increasing other taxes.

Two factors have been important in the rise of the sales tax. One is the
constitutional barrier in states such as Washington, Pennsylvania, Illinois,
Florida, and Michigan against graduated income taxes. The other is the
reluctance, on the part of many states, to levy higher direct income taxes,
a reluctance that is due to the belief held by many people that such taxes
tend to worsen the competitive position of the state. Table XVII. 2 lists
4 groups of states. Twenty-six states impose either the sales or the indi
vidual income tax, while 19 levy both and only 3 states, Nebraska, New
Jersey and Texas', manage without either.

Rationale
The sales tax has been the subject of a great deal of debate in the United

States. So many individuals and organizations have taken strong stands for
or against it that in much of the current discussion many people begin
from a given position and proceed to develop arguments designed to sup
port that position. Our objective here is to present the elements of the

Table XVII. 2. States with Sales and/or Individual Income Taxes, 1955

States with both
sales and individual

income tax

Alabama
Arizona
Arkansas
California
Colorado

Georgia
Iowa
Kansas
Louisiana
Maryland

Mississippi
Missouri
New Mexico
North Carolina
North Dakota

Oklahoma
South Carolina
Tennessee
Utah

State with
sales tax only

Connecticut
Florida
Illinois
Indiana
Maine

Michigan
Nevada
Ohio
Pennsylvania
Rhode Island

South Dakota
Washington
West Virginia
Wyoming

States with
individual income

tax only

Delaware
Idaho
Kentucky
Massachusetts
MINNESOTA

Montana
New Hampshire
New York
Oregon
Vermont

Virginia
Wisconsin

States without
sales or

individual
income taxes

Nebraska
New Jersey
Texas

Source: U.S. Department of Commerce, Compendium of State Government
Finallces ill 1955 (Washington, 1956).
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The General Sales Tax

case for and against the sales tax, in a general way. It must be kept in mind,
however, that there are almost as many variants of the sales tax as there
are states imposing it and that still other variants are possible. The strength
and validity of many of the advantages and disadvantages to be considered
vary substantially, according to the kind of sales tax contemplated.

One of the strongest appeals presented by the sales tax lies in its revenue
productivity. As we have seen, in fiscal 1955 it accounted for $2.6 billion,
or 23.5 per cent of total general revenue in the 32 states that imposed it.
Two years earlier, as Table XVII. 1 indicates, state and local sales taxes
provided all governments in the 31 sales tax states with 15.5 per cent of
their total revenue from all sources. The per capita amount of revenue
raised, for each one per cent in the tax rate, ranged, in 1955, from $4.58
in North Carolina to $17.78 in New Mexico. Indiana's gross income tax,
here included among the sales taxes, would have produced $48.84 if it
had been levied at a uniform rate of one per cent.

A second argument offered in favor of the sales tax is that it provides a
comparatively stable source of revenue. Stability in this sense is, of course,
relative stability. Consumption expenditures, generally the largest part of
the sales tax base, may be expected to vary over time less sharply than net
income or even gross income. However, relative to property and at least
some selective excise taxes, sales tax revenues may be far from stable. 6

Revenue stability is important to state and local units of governments which
typically have little or no borrowing power for current operating purposes.
The same cyclical stability in revenue receipts which, for purposes of aid
ing in the maintenance of economic stability, is to be avoided at the federal
level, remains desirable at the state-local level. The sales tax may be
expected to provide relative revenue stability while at the same time pro
ducing revenues that expand with rising income, population and em
ployment.

A third advantage claimed for the sales tax lies in its ability to reach
those who enjoy the use of public services in the state or local community
but who would otherwise contribute little or nothing toward financing
such services. These people would include travelling or commuting busi
nessmen, a large number of tourists, other non-residents, and those who,
while residents, because of the nature of the source of their incomes and
their consumption tastes pay very few, if any, taxes other than those they
may bear as a consequence of the shifting of business or property taxes.7

Furthermore, income and real property may be inadequate in another sense
6Sales and use tax collections in Michigan, for example, rose from $200 million

in 1949 to $302 million in 1955, increasing by 50 per cent in 6 years, while the rate
and other features of the law remained constant. Cigarette tax receipts in the same
state, on the other hand, varied only between $23 million and $26 million during the
7 full years of its operation. Michigan Department of Revenue, Annual Report, 1954·
1955 (Lansing, 1955), pp. 22 and 34.

7Such residents would include people whose income is received in the form of
non-taxable interest, pensions, annuities, and so forth, and who do not own real
property in the state.
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as measures of taxpaying capacity. Conceivably an individual's assets might
consist of non-income producing intangibles, in which case he may be
regarded as being reachable for substantial tax contributions only through a
tax on his expenditures or his wealth or net worth.

Convenience, one of Adam Smith's four "canons" of taxation, is held to
be well satisfied in a sales tax. The taxpayer pays the tax in small amounts
at a time, except when he purchases an automobile or major appliance.
Even in this case, however, if he buys the car or appliance on credit, he
may spread the tax, under current practices, over as much as 3 years.

In terms of incentives to economic growth, the sales tax may be superior
to many other forms of taxation. It is likely to encourage saving and in
vestment, since it imposes no penalty upon either, unless it discourages
consumption expenditures sufficiently to offset the incentive to invest by
dampening the demand for goods generally. From the point of view of the
encouragement of local growth in firms selling in large part in a national
market the sales tax is an attractive measure. For example, if we assume
that an industrial plant sells only 2 per cent of its product in this State, a
sales tax will have little or no negative influence on its decision to expand
here. This advantage is one of degree, and, with some possible exceptions,
such as the graduated personal income tax, the same effect is likely to be
achieved whenever the choice in tax policy is to tax individuals rather than
business.

Compared with taxes other than selective excises the sales tax is easy
to administer. The tax base, if it is broad enough and defined with sufficient
clarity, is readily determinable. Valuation problems are relatively minor,
and the difficult administrative problems are associated largely with the
casual seller and the small retailer whose records may be inadequate.
Compliance with the complementary use tax, however, is likely to be poor.
Out-of-state purchasers, including mail-order purchasers can feasibly be
reached only in the case of motor vehicles and purchases from firms which
maintain a place of business in the state into which the goods are shipped
or when the order has been solicited by a salesman sent into the state by
an out-of-state firm. s

The major arguments against the sales tax involve questions of equity in
taxation. Consumption expenditures as a percentage of income typically
decline as income increases. The 1950 survey of consumer expenditures in
the Twin City area, conducted by the Bureau of Labor Statistics, found
that consumption expenditures ranged from 168 per cent of income before
taxes for families with incomes of less than $1,000 per year to 71 per
cent for families with incomes above $10,000.9 A truly general sales tax,

SIn the latter two circumstances the State of Iowa has been upheld in its right to
require the seller to collect and remit the tax. See Nelson v. Sears Roebuck alld Co.,
312 U.S. 359, Nelson v. Montgomery Ward, 312 U.S. 373, and General Trading Co.
v. State Tax Commission, 322 U.S. 335.

9U.S. Department of Labor, Bureau of Labor Statistics, Survey of Consumer
Expenditures in 1950 (Preliminary Worksheets, Washington, 1955).
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The General Sales Tax
therefore, would necessarily take an increasingly smaller proportion of in
come as income increases. Since expenditures on housing are generally
exempt under a sales tax the degree of regressivity involved is usually con
siderably less than the relation between consumption expenditures and
incomes would suggest. This factor, however, is offset to a considerable
extent when services are exempt as well.

The degree of regressivity that may be expected to be found in the sales
tax depends on two major factors: (1) the items exempted; and (2) the defi
nition of income chosen. Table XVII. 3 presents estimates of the distribu
tion of tax payments by income groups under 3 definitions of income and
2 kinds of tax bases. In "Case I", under which housing services, medical
care, food consumed at home, items subject to special excises, education
and "miscellaneous" are exempt, the tax would be roughly proportionate,
except for those with incomes of less than $1,000 and between $1,000 and
$2,000. For the latter 2 groups a 2 per cent sales tax would take 1.26 and
.94 to .98 per cent of income, respectively, compared with a range of .86
to slightly over 1 per cent for all other income groups. If only housing and
miscellaneous expenditures are exempt (Case II), however, the sales tax is
generally regressive throughout the income range. The degree of regres
sivity varies according to the income definition used. It is most regressive
with respect to money income and least regressive with respect to "dis
posable income", that is, money income less state and federal income and
personal property taxes.

The equity question arises in a second sense as well, in this instance in
terms of equity among persons or family units enjoying the same level of
income. Three income recipients may each have incomes of $5,000. But
one of them is single, another is married and the father of one child, while
the third is married and has 6 children. In terms of what each can "afford"
to pay in taxes, as ineasured by income remaining after basic necessities
have been provided for, these 3 taxpayers have taxpaying capacity that
declines as we proceed from the first to the third. The sales tax, however,
would be very likely to impose tax loads that vary inversely with this
capacity, even with food exempt. Even the poll tax, generally regarded as
the most regressive of taxes, does not differentiate among taxpayers ac
cording to the number of dependent children in the family, while the in
come tax, at the other extreme, with few exceptions/o makes direct allow
ances for the number of dependents claimed by the taxpayer.

Another argument brought against the sales tax is the fact that it im
poses tax loads upon similarly circumstanced taxpayers which vary ac
cording to differences in their patterns of consumption. One individual, for
example, may prefer to collect and read books while another prefers to
travel, or one may prefer to hire domestic help while the other equips his
home with dishwasher, washing machine, dryer, and other "work-saving"
appliances. While each of such choices may be freely made, there is a real

lOMost municipal income taxes.
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Table XVII. 3. Estimated Income, Expenditure and Sales Tax Liability of Urban Families,
Minneapolis-St. Paul Metropolitan Area, 1950

$1,000 $2,000 $3,000 $4,000 $5,000 $6,000 $7,500 $10,000
All Under to to to to to to to and

families $1,000 $1,999 $2,999 $3,999 $4,999 $5,999 $7,499 $9,999 over

Average family
consumption expenditures 3,926 1,184 1,804 2,418 3,634 4,084 5,373 6,082 7,198 11,610

Money income before taxesa 4,478 706 1,641 2,703 3,829 4,825 5,994 7,240 9,478 16,267
Average consumption expendi-

tures as percentage of money
income before taxes. . . . . . . .. 87.7 167.7 109.9 89.5 94.9 84.6 89.6 84.0 75.9 71.4

Money income after taxesb 4,108 705 1,564 2,518 3,546 4,442 5,502 6,666 8,549 14,131

Money receiptsc 4,193 705 1,572 2,666 3,554 4,742 5,554 6,698 8,549 14,131

Tax liability under two
~ per cent sales tax
..p:... Case Id - dollars 40.90 8.84 15.28 23.46 35.62 43.62 58.16 66.78 80.04 139.50

per cent of disposable income.. 1.00 1.26 0.98 0.94 1.00 0.98 1.06 1.00 0.94 0.98
per cent of money receipts 0.98 1.26 0.98 0.88 1.00 0.92 1.04 1.00 0.94 0.98
per cent of money income 0.92 1.26 0.94 0.86 0.94 0.90 0.98 0.92 0.84 0.86

Case lIe - dollars 67.54 17.12 28.42 39.38 63.12 71.82 94.80 107.96 131.40 188.06
per cent of disposable income. . 1.64 2.42 1.82 1.56 1.78 1.62 1.72 1.62 1.54 1.34
per cent of money receipts. . . . 1.57 2.42 1.81 1.48 1.78 1.51 1.71 1.61 1.54 1.33
per cent of money income. .. . 1.50 2.42 1.74 1.46 1.64 1.48 1.58 1.50 1.38 1.16

alncome from wages and salaries, self-employment, rents, interest and dividends less occupational expenses.
bMoney income less personal taxes (Federal and state income and personal property).
clncludes inheritances, large gifts, lump sum settlements from insurance policies and other items not considered current income.
dExc1udes housing services, medical care, food consumed at home, special items subject to excises, education and miscellaneous

expenditure.
eExcludes housing and miscellaneous expenditures.

Source: U.S. Department of Labor, Bureau of Labor Statistics, Survey of Consumer Expenditures in 1950, Preliminary Work
sheets (Washington, 1955).



The General Sales Tax

question as to whether the tax system should favor one pattern of choices
as against another. In conjunction with this point it may be argued that a
sales tax tends to encourage a reallocation of resources - from production
of items taxed to goods and services not taxed - but a rate of 2 or 3 per
cent is unlikely to be of major significance in this connection.

The sales tax will impinge upon commonly held criteria of equity in
taxation in the case of taxpayers who, in any given year or series of years,
are required, by force of circumstances, to make unusually large purchases
of taxable goods. Among those whose tax loads will be particularly heavy
are couples establishing their first households, people forced to replace
clothing, furniture and other personal effects as a consequence of fire
damage or other casualty loss, and new State residents, particularly if an
effective complementary use tax is imposed.

Against those who argue in favor of the sales tax as a convenient device
for collecting taxes, it is frequently pointed out that it is not at all con
venient for either the retailer or the purchaser to be adding odd amounts
ranging upwards from a penny to the price of goods purchased. In addition,
a sales tax, paid in "dribs and drabs", may reduce tax consciousness or
fiscal awareness, thus rendering the taxpayer less likely to examine with
care each proposal for additional public expenditure.

While, as we have pointed out above, if the sales tax base is broad and
clearly defined, the tax is comparatively easy to administer, some adminis
trative problems can offer considerable difficulty. The greatest difficulties
are encountered in connection with the sale of items that are exempted,
most common of which are food, medicine, and purchases by farmers and
businesses of property that enters into the process of production. Large
numbers of small retailers, some of whom may operate for only a few
months of the year (farmers' road-side markets, for example), may, in their
sales, account for only a small part of the tax base, but strict enforcement
of the tax with respect to those sales can be very costly. Casual sales by
individuals not engaged in retail trade are likely to escape the tax entirely.

A sales tax, although imposed at a constant rate, does not necessarily levy
the same percentage tax per dollar of goods purchased. This may be illus
trated in a number of ways. If, for example, the tax is computed for compli
ance and administrative purposes at, for example, 3 per cent of the retailer's
gross receipts, the retailer selling many items priced at 5 or 10 cents may
either absorb the tax or pass it on. If he absorbs it, the tax rests in discrimi
natory fashion at a point other than that intended by the legislature. If he
charges 6 cents for the "5-cent" candy bar, the tax is then not a 3 per cent
but a 20 per cent tax. The fact that the "5-cent" candy bar is typically priced
at 6 cents in Detroit and 5 cents in Minneapolis is illustrative of this point.
In any event there must be "break points". Under a 2 per cent tax purchases
of less than 75 cents may carry a one cent tax and those between 75 cents
and $1.25 a 2 cent tax. Thus on small purchases the actual tax rate paid
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may range upwards from 1.3 per cent (1 cent on $.74) to well over 2 per
cent (4 per cent if the tax on a $.25 purchase is 1 cent).

Since the sales tax does not differentiate among purchasers according to
the source of the money spent it will impinge upon the purchasing power or
income of those who may be regarded as being too poor to pay taxes.
While there is much to be said for the idea that all should contribute some
thing to the support of government, there is little to be said for a process
under which the state or local government distributes aid to the needy with
one hand and then takes some of it back through taxation with the other.

Stability in tax revenue is a two-sided coin. From the point of view of
state-local governments it is highly desirable, but stability in tax revenue
means heavier tax burdens for taxpayers in periods of declining income.

Retail merchants located near state borders in Minnesota now enjoy a
competitive advantage over their counterparts in Iowa and North and
South Dakota. If a sales tax were introduced this advantage would be lost
and a competitive disadvantage would be acquired with respect to Wis
consin merchants in centers close to the state line. We have not attempted
to measure the importance of this factor. Its impact may be large for some
kinds of retailers and insignificant for others. Moreover, if the sales tax
were to be imposed as a replacement tax, the net effect of the change
would depend, in part, upon the comparative effect on pricing policies of the
sales tax and the tax it replaced.

Types of Sales Taxes
The foregoing discussion treated sales taxes as a homogeneous group of

levies. In fact, however, sales taxes vary considerably among states in
form as well as substance. Any classification of sales taxes is arbitrary. It
is possible, however, to distinguish between those states that impose "single
stage" taxes and those that impose "multiple-stage" sales taxes.

The 26 states that impose "retail" sales taxes exclusively do so with the
avowed intent of taxing only the sale of goods to the final consumer. These
taxes differ from those imposed by 7 states on the several stages of the
productive process-manufacturing and wholesale and retail trade. Two
states, Washington and West Virginia, impose both types of sales taxes.

The precise nature of retail single-stage sales taxes is far from uniform
among the states using them. In fact, in some cases the term "retail" sales
tax is not quite applicable. In principle, a retail sales tax should fall only
on tangible personal property and services sold for final consumption and
use. Several states do, however, include in the tax base machinery, various
business and professional supplies, feed, seed, fertilizer and livestock and
most states exempt some or all services. Table XVII. 4, although set up
primarily to show the items exempt from taxation in retail sales tax states,
does, by implication, indicate the variability of the tax base.

Similarly, here is little uniformity among the multiple-stage tax states.
They range from the Mississippi Occupational Gross Income Tax, which
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falls principally on retailing and wholesale trade, to the Indiana Gross
Income Tax, which taxes, in addition, manufacturing, extractive industries
and wages and salaries. These taxes differentiate arbitrarily among lines of
business. They encourage "vertical integration" and tend to foster monopo
listic practices. When taxes are imposed at various stages of the productive
process, it is necessary to adopt a multiple rate schedule, which intensifies
inequities and administrative problems.

Special Problems of Retail Sales Taxation
For state governments, a single-stage, retail sales tax, is preferred by

most economists on both equity and economic grounds. Its adoption does,
however, create numerous problems, both conceptual and administrative,
some of which will be noted here.

In order to reduce the regressivity of the sales tax several states exempt
such items as food, children's clothing and medicines. Exemption of machin
ery, feed, industrial fuel, containers and similar items is designed to pre
vent the taxing of a commodity more than once or to retain the consump
tion-expenditure flavor of the tax base.

When certain items are excluded in order to lessen the regressivity of
the tax, numerous problems appear.11 If a given amount of revenue is to
be raised, the rate has to be increased, which may in turn aggravate some
inequities. Secondly, exemption of a specific good favors those who have a
greater preference for this good and discriminates against those whose
preferences run towards taxed commodities.

The exclusion of commodities entering into the cost of doing business
is also a source of much difficulty. Frequently a conflict arises between the
desire to avoid multiple taxation and the unwillingness to open wide loop-

11The following quotation illustrates some of the problems arising in connection
with exemptions and exclusions from the tax base:

"Pop ... sells· papers and magazines, cigarettes and tobacco, candy and peanuts,
and he has a small soda fountain. While we are there, mother comes in with little
Johnnie and buys two pounds of peanuts. One pound is salted and the other is sugar
roasted. They sit down at the fountain where mother has a chocolate sundae and
Johnnie has a chocolate ice cream soda. Then they buy a large chocolate bar and
two chocolate Good Humors to take home to brother and sister. Finally mother gets
out her purse and says, 'Well, Pop, what do lowe you?' Whereupon Pop takes off his
apron and moves into his role of tax expert. He is required to know that peanuts,
plain and salted, are a food, and therefore exempt, but that sugar roasting turns them
into a taxable confection. He knows, of course, that ice cream is a food and therefore
exempt. But this isn't plain ice cream, so he must know more. He must know that he
can put chocolate sauce on the ice cream and not change its exempt character, but
the minute he adds soda water, presto! it becomes taxable. The last two items look
easy. The chocolate bar certainly is a confection and is taxable. But when he comes
to the chocolate-coated Good Humors, which certainly look like confections, he must
know that the New York Court of Appeals, reversing the Appellate Division, has
held that a Good Humor is not a confection, but a milk and sugar product and
therefore exempt from tax". Charles W. Rivoire, "The Retailer Looks at Sales Taxes",
Proceedings of the National Tax Association (Sacramento, 1948), p. 320.
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Table XVII. 4. States Imposing Retail Sales* Taxes on Tangible Property, Major Exemptions, 1955
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*A number of states include services in the tax base. Louisiana and West Virginia tax all personal services. Alabama, Arkansas,
Florida, Georgia, Iowa, Kansas, Maryland, Missouri, North Dakota, Oklahoma, South Carolina, South Dakota, Tennessee, Utah
and Wyoming tax admission tickets and various forms of entertainment, including coin operated machines and juke boxes. Missouri
taxes intrastate transportation, Oklahoma taxes transportation charges costing more than 15 cents and it also taxes advertising, dues

~ and contributions.
0\ aMaryland exempts all meals taken outside the home. Connecticut exempts meals under $1. Pennsylvania exempts meals costing
\0 less than 50 cents.

bIn some cases this exemption extends to drugs sold without prescription.
cNew Mexico and South Carolina exempt farm machinery used in planting, cultivating and harvesting farm crops (excluding

tractors in the case of New Mexico). In Ohio, Michigan and West Virginia the general exemptions cover some agricultural machin
ery. Florida exempts machinery selling for over $10,000 at retail.

dAll states imposing taxes on the sale of tangible personal property at retail exempt housing payments and most exempt rentals.
However, Alabama, Arkansas, Georgia, Maryland, Oklahoma, South Carolina, Tennessee and Washington tax rental payments for
transient accommodation. Florida taxes all rental payments for housing accommodation of less than six months' duration. Oklahoma
also taxes sales of services to improve real property.

eConnecticut exempts children's clothing and Florida exempts clothing costing less than $10.
fMost states exempt producer goods that become a physical component of a good sold at retail. Ohio provides a broader exemp

tion based on the "direct use" rule. Michigan's processing exemption is also broader than the "physical ingredient" rule. West Vir
ginia grants complete exemption to some producers. Washington, on the other hand, taxes successive retail sales of the same good in
contrast to most of the other states which specifically exclude goods purchased for resale from the base of the tax.

gIn addition to those states that tax utility services as indicated in the table, Arkansas, Colorado, Kansas, Missouri, Oklahoma,
Utah and Wyoming tax telephone and telegraph services.

Source: Commerce Clearing House, State Tax Reporters (Chicago, 1956).



Staff Report

holes in the tax law. It may be generally agreed, for example, that goods
purchased for resale or for incorporation into a manufactured product
should not be taxed. At the same time it is often extremely difficult to
determine what is and what is not bought for resale. Thus, a turret lathe
may be properly exempt, but the case for exemption may be less clear with
respect to office carpets, typewriters or business furniture.

To deal with these problems two administrative principles have been
evolved. The first one, the "physical ingredient" rule, is the one applied by
the majority of the retail sales tax states. Under this rule a commodity is
not taxable if it becomes a component, physical or chemical, of a good
sold at retail. While amenable to simple administrative determination, the
physical ingredient rule is neither fair nor rational. Under this rule such
items as catalysts, lubricants and machinery would have to be taxed. In a
few states, notably Michigan and Ohio, a more generous principle is ap
plied. Under this, "direct use" rule, all purchases that are directly service
able in connection with production of tangible personal property for sale
are exempt.12

When services are exempt many items, never resold, escape taxation.
Cosmetics purchased by beauty parlors and barbers, supplies purchased by
professional people, housing contractors and others require special treat
ment. Administration is complicated by the necessity of distinguishing be
tween that part of the total bill that consists of services and the part that
charges for tangible property. Even if they were more generally taxed than
they are at present, some services would have to be excluded. Perhaps the
most important of these would be housing. To tax renters only would be
inequitable, especially in view of the many other tax advantages that home
owners enjoy, but the administrative problem of reaching homeowners is
an extremely difficult one.

In most states items subject to special excises are not taxable under the
sales tax. To the extent that there is a justification for taxing, say, alcoholic
beverages and tobacco in the first place, there is little reason to exclude them
from the base of a sales tax. The relative burden of tax on these commodi
ties will remain approximately the same following the imposition of a sales
tax. The case for inclusion of such commodities in the base of a retail sales
tax is particularly strong for gasoline and other motor fuels because the
proceeds of motor fuel taxes are, in most cases, earmarked for highways.

The Sales Tax in Minnesota
On the assumption that a single-stage, retail sales tax were adopted, the

revenue productivity of the tax would depend on the extent of the base and
the rate. A 2 per cent rate is the typical rate and will be used for purposes
of illustration in this analysis. .

Table XVII. 5 presents alternative assumptions regarding the base of
12For a more precise definition of this rule and also for the loss of revenue inci

dent to its adoption see: Ohio Department of Taxation, Comparative Analysis of
Sales Tax Productivity: Ohio and Other States (Columbus, 1956).
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Table XVII. 5. Alternative Bases of an Hypothetical Sales Tax
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N
T
T
T

T
T
T
T
T
T
T
T
T
T
T
T
T
N

Case IICase I

Housing Nfl
Fuel, light, water and refrigeration Tfl
Household operation T
House furnishings and equipment ,. T
Food

for home consumption .. . . . . . . . . . . . .. N
other T

Alcoholic beverages N
Tobacco products . . . . . . .. N
Personal care T
Clothing T
Medical care N
Recreation T
Reading T
Education ,.. N
Gasoline N
Automotive ,. T
Other transportation . . . . . . . . . . . . .. T
Miscellaneousb ,..... N

Table XVII. 6 gives sales and use tax collections in the 4 leading sales
tax states. The proportion of collections to retail sales varies from 67 per
cent of the tax rate in Ohio, to 113 per cent of the rate in Michigan. Apply-

l3The base under Case I in Table XVII. 5 is identical with Case II assumptions of
Professor Arthur Borak in "Minnesota and the Sales Tax", Business News Notes,
July, 1955 (The University of Minnesota, Minneapolis, 1955).

14These calculations are based on data contained in U.S. Department of Commerce,
Bureau of the Census, 1954 Census of Business, Retail Trade, Minnesota (Washing
ton, 1956) and Preliminary Report, Selected Services, Minnesota (Washington, 1956).

l5The tax base in this illustration probably includes some items that would, in
practice, have to be exempt for administrative reasons. It is unlikely, however, that
the suggested tax base would be reduced appreciably.

fiT denotes items subject to tax, N items that are exempt.
blncludes interest on personal loans, funeral expenses, money

lost or stolen, allowances to children, and so forth.

an hypothetical sales tax in Minnesota. Case I exempts services, goods sub
ject to special excises and food purchased for home consumption.13 In
1954, the tax base under Case I was about $2 billion and the yield, under
a 2 per cent rate, would have been about $40 million annually. In practice,
the base might have had to be further reduced by the exclusion of feed, ice,
farm and garden supplies, second-hand goods and certain other items, to a
level slightly in excess of $1.8 billion.14

Under Case II assumptions, the tax base would increase to at least $3.9
billion and the yield to over $78 million. Thus, a 2 per cent sales tax in
Minnesota in 1954 would have yielded anywhere between $36 and $78
million, depending on the base.15
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Table XVII. 6. Sales and Use Tax Collections and Retail Sales, Selected States, 1953*

Sales and use
tax collections

State (dollars)

Californian 468,634,300
lllinoisb 316,018,173
Michiganc 272,445,877
Ohiod . . . . . . . . . . . . .. 188,741,802

Estimated
retail sales
(dollars)

14,585,264,000
10,977,315,000

8,033,154,000
9,400,170,000

Sales and use tax
collections as per
cent of retail sales

3.21
2.88
3.39
2.01

':'Adjusted on the assumption of a 3 per cent rate.
nCalifornia exempts food and exempts producer goods on the "physical ingredient"

principle only.
bIllinois taxes food and exempts producer goods on the "physical ingredient" prin

ciple only.
CMichigan taxes food and has a broader exemption of producer goods on the basis

of "direct use" principle.
dOhio has both food exemption and direct use exemption of producer goods.

Direct use principle provides for exemption of tangible personal property sold to be
used directly in the production of tangible personal property for sale by manufactur
ing, processing, refining, mining, production of crude oil and natural gas, farming,
horticulture or floriculture; or used directly in making retail sales, in rendition of
public utility services, and in industrial cleaning or towel and linen supply service.

Source: Ohio Department of Taxation, Comparative Analysis of Sales Tax Pro
ductivity, Ohio alld Other States (Columbus, 1956), p. 5.

ing these ratios to a 2 per cent rate and to 1954 retail sales in Minnesota,
the tax would yield from $46 to $78 million annually.

The potential yield of a 2 per cent tax in Minnesota can be estimated in
yet another way. In a group of sales tax states16 per capita collections per
one per cent of levy expressed as a per cent of personal income, ranged, in
1955, from 0.40 in Ohio to 0.74 per cent in Kansas. Applying these per
centages to per capita personal income in Minnesota, 1955 sales tax col
lections, under a 2 per cent tax, would have ranged from a low of some
$44 million to a high of $79 million.

Thus it seems likely that a 2 per cent sales tax, imposed in 1954 or 1955,
would have yielded from about $40 million to $80 million, depending upon
the nature of the base chosen. As was indicated in Table XVII. 3, the
nature of the tax base is important not only for revenue purposes, but also
in determining the distribution of tax payments by income groups. Under
Case II assumptions the sales tax would be regressive to a substantial ex
tent, whereas under Case I it would be roughly proportionate through most
of the income range.

The budgets underlying the analysis in Table XVII. 3 were drawn from
a sample of 207 urban families in the Minneapolis-St. Paul area, in 1950.
We have attempted to extend the results of this analysis to the whole State
and to a more recent year. Such an extension of the results of the study of

16I1linois, Iowa, Kansas, Michigan, Missouri and Ohio. See also Table XVII. 1.
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a limited sample cannot claim much more beyond providing a general idea
of the probable distribution of tax payments under a sales tax in Minnesota.

Preliminary to this attempt to extend the 1950 data to the whole State
and to a more recent year, Table XVII. 7 was prepared. Two observations
may be drawn from the Table. First, the pattern of consumption for the
State as a whole changes relatively little over time. Second, there are im
pOltant differences in the pattern of consumption between the Minneapolis
St. Paul area and the State as a whole. The existence of these differences
casts some doubt upon the validity of State-wide conclusions based on the
1950 data. There are reasons to believe, however, that these differences
are not crucial. In the first place, it is likely that such discrepancies as
appear in the Table may be due, in part, to rural population purchases in
metropolitan shopping centers. In the second place, the exemption of farm
machinery, for example, would tend to reduce some of the grosser differ-

Table XVII. 7. Distribution of Retail Sales, by Kind of Business, Minnesota and
Minneapolis-St. Paul Metropolitan Area, 1948 and 1954

State retail trade- State retail trade- Metropolitan area
1948 1954 retail trade-1954

(thousands (per (thousands (per (thousands (per
of dollars) cent) of dollars) cent) of dollars) cent)

Food stores ..... 550,283 19.18 691,756 20.06 325,837 21.28
Eating, drinking

places ........ 229,182 7.99 250,202 7.25 117,350 7.64
General mer-

chandise ...... 345,908 12.07 364,573 10.58 204,045 13.32
Apparel, acces-

sories stores ... 167,988 5.86 189,836 5.51 106,487 6.92
Furnitures, home

furnishings, ap-
pliance dealers . 114,808 4.01 144,703 4.20 77,569 5.09

Automotive ..... 457,458 15.94 579,582 16.81 243,959 15.93
21.97 23.22

Gasoline service
station ........ 172,804 6.03 220,560 6.41 84,669 5.55

Lumber, bldg. ma-
terials, hardware,
farm equipment
dealers ....... 400,669 13.99 436,622 12.67 104,899 6.85

Drug stores, pro-
priety stores ... 78,239 2.72 99,126 2.87 51,619 3.39

Other retail stores 233,985 8.16 343,408 9.94 110,414 7.18
12.17 13.78 14.03

Nonstore retailers. 115,211 4.01 129,316 3.74 105,171 6.85
-- -- --

Total retail trade . 2,866,535 100.00 3,449,684 100.00 1,532,019 100.00

Source: U.S. Department of Commerce, Bureau of the Census, 1954 Census of
Business, Retail Trade Minnesota (Washington, 1956), Tables lOlA and 103.
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ences. Finally, it is not umeasonable to expect that several of the differences
in specific items would offset each other, were they included in the same
base. Thus, if general merchandise, lumber, hardware and building materials
were all subject to tax, it is likely that the expenditure pattern of the State
as a whole would resemble very closely that of urban families alone.17

The procedure followed in estimating the distribution of tax payments
among income groups for 195318 involved the following assumptions:

(1) The ratio of current consumption expenditures, by income groups,
was the same in 1953 as in 1950.

(2) The pattern of consumption (proportion of total consumption
spent on various goods and services) is the same in 1953 and
in 1950.

(3) Underreporting of income and definitional differences between
gross income and personal income are invariant with respect to
income groups.19

Table XVII. 8 shows the results of the analysis based on these assump
tions, the information contained in the 1950 B.L.S. study, and data pro
vided by the Minnesota Department of Taxation. The distribution of tax
payments among income groups is essentially the same as that presented
in Table XVII. 3 because the same relationships between consumption and
income were used in both Tables. The dollar amounts of tax liability differ,
however, because of changes in the levels and distribution of income. Again
we find that the exemption of food and medicines (Case I) results in ap
proximate proportionality or mild regression in the sales tax, while the
broader-based tax (Case II) imposes tax liabilities that range from 2.43
per cent of income for those with incomes of less than $1,000 to 1.16 per
cent in the $10,000 and over" group.

A SALES TAX WITH CREDITS FOR TAXPAYER, SPOUSE AND DEPENDENTS

The sales tax, as it is applied in the states now using it, contains some
very substantial disadvantages, particularly on equity grounds. Where ex
emptions have been designed to alleviate these deficiencies they produce
difficult problems in compliance and administration. It is possible, how
ever, if it should be thought desirable to turn to this source of revenue, to
eliminate regressivity and at least a large part of the differentiation among
families of varying sizes while retaining a broad-based tax with a minimum
of exemptions. This can be achieved by permitting a fixed dollar credit to
be claimed for each member of the family unit and single individuals.

17It must be admitted that similar optimism cannot be expressed with regard to
services, not included in Table XVII. 7. Precise information is not available but
there is no a priori reason to expect urban families service outlays to approximate
those of the State as a whole.

181953 was selected because it is the latest year for which the Minnesota Depart
ment of Taxation has prepared an analysis of income tax returns.

19Gross income subject to Minnesota individual income tax, was, in 1953, 70 per
cent of personal income as reported by the Department of Commerce.
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Table XVII. 8. Estimated Tax Liability, by Income Groups, Under a Two Per Cent Sales Tax, Minnesota, 1953

Averages, per $1,000 $2,000 $3,000 $4,000 $5,000 $6,000 $7,499 $10,000
income tax- All Under to to to to to to to and
paying unit units $1,000 $1,999 $2,999 $3,999 $4,999 $5,999 $7,499 $9,999 over

"Gross income":l ............. $3,836 $ 602 $1,471 $2,452 $3,448 $4,412 $5,395 $6,650 $8,650 $19,565

Consumption expenditureb .•••• $3,364 $1,010 $1,617 $2,195 $3,272 $3,733 $4,834 $5,586 $6,565 $13,969

Number of persons per unite ... 2.5 1.9 1.8 2.1 2.6 3.0 3.3 3.4 3.3 3.2

Sales tax, Case Id
dollar liability .............. 35.42 7.54 13.70 21.30 32.08 39.86 52.34 59.48 73.00 167.88

~ per cent of gross income ..... 0.92 1.25 0.93 0.87 0.93 0.90 0.97 0.89 0.84 0.86-.l
LIl

Sales tax, Case TId
dollar liability .............. 58.48 14.60 25.48 35.76 56.84 65.64 85.30 96.18 119.86 226.30
per cent of gross income ..... 1.52 2.43 1.73 1.46 1.65 1.49 1.58 1.45 1.39 1.16

aGross income corresponds to money income before personal taxes.
bConsumption expenditures were estimated by assuming that the ratio of consumption to gross income is the same as it was in

1950 for urban families.
eNumber of persons per return differs from the definition of "family" in the 1950 sample study. Income tax returns include mar-

ried persons filing separately. Accordingly, the number of persons per return is generally below the number of persons per family.
dSee Table XVII. 3.

Source: Derived from data provided by the Minnesota Department of Taxation and from sources cited in Table XVII. 3.
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Variants of this kind of sales tax have been suggested by several students
of the subject, generally in connection with discussion of a sales tax at
the federal level. 20 No state now employs this feature in its sales tax.

The credit could be permitted as a deduction from the tax liability under
the individual income tax. All persons claiming the credit for themselves
and their dependents would, of course, be required to file returns. If the
amount of the credit exceeded the income tax liability a "refund" would
be paid, even where the income tax liability before deduction of credits
is zero.

Assuming that the amount of the credit is $10 and that a 2 per cent tax
using the Case II base had been in effect, the estimated distribution of tax
payments among income groups in 1953 would have been as follows: 21

Tax Liability

Income Group Average Income (per cent of
(dollars) (dollars) (dollars) average income)

Under 1,000 602 -5.40 -.90
1,000 to 1,999 1,471 7.48 .51
2,000 to 2,999 2,452 14.76 .60
3,000 to 3,999 3,448 30.84 .89
4,000 to 4,999 4,412 35.64 .81
5,000 to 5,999 5,395 52.30 .97
6,000 to 7,499 6,650 62.18 .94
7,500 to 9,999 8,650 86.86 1.00

10,000 and over 19,565 194.30 .99
All 3,836 33.48 .87

As this tabulation indicates, the impact of the $10 credit is sufficient to
produce progressivity in the sales tax through the $5,000 to $5,999 income
group and approximate proportionality beyond that level. Tilis result is
achieved as a consequence of the fact that a $10 credit under a 2 per cent
tax provides, in effect, an exemption of $500 of taxable purchases for each
member of the family unit. Thus, for example, a man, wife and 2 children
would be entitled to $40 in credits or $2,000 in exempt purchases of taxable
goods and services. As income and consumption expenditures rise the
credits represent an increasingly small proportion of the sales tax liability,
thus eliminating regression or producing progressivity.

A 2 per cent sales tax with a $10 credit would have produced approxi
mately $45 million in revenue under 1953 conditions if the Case II base
had been applied. This figure is arrived at by assuming revenue before
credits to be equal to $75 million and the sum of credits allowed to amount
to $30 million.

It would be possible to raise as much or more revenue while at the same
time achieving a much greater degree of progressivity by raising the

20See C. O. Hardy, Do We Want a Federal Sales Tax? (Washington, 1943); A. G.
Hart and E. C. Brown, Financing Defense (New York, 1951); and W. A. Morton, "A
Progressive Consumption Tax", National Tax Journal, June, 1951.

21Case II assumptions are used here and the distribution of tax payments is com
parable with those presented in Table XVII. 8.
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rate to 2.5 or 3 per cent and increasing the credit to $20. If a 3 per cent
rate were imposed on the Case II base the estimated tax liabilities for each
income group, after deduction of a $20 credit for each member of the
family unit, under 1953 conditions would have been as follows: 22

Tax Liability

Income Groups Average Income (per cent of
(dollars) (dollars) (dollars) average income)

Under 1,000 602 -17.10 -2.84
1,000 to 1,999 .. . . . . . . . . . .. 1,471 2.22 .15
2,000 to 2,999 2,452 11.64 .47
3,000 to 3,999 3,448 33.26 .96
4,000 to 4,999 4,412 38.46 .87
5,000 to 5,999 5,395 61.95 1.15
6,000 to 7,499 6,650 76.27 1.15
7,500 to 9,999 8,650 113.79 1.32

10,000 and over 19,565 275.45 1.41
All 3,836 37.72 .98

Under these assumptions the net tax liability for family units, expressed as
a percentage of average income for each income group would range from
-2.84 for those with incomes of less than $1,000 and .15 for the $1,000
to $1,999 to 1.41 per cent of average income of $19,565 for families with
incomes of $10,000 and over. In 1953 revenue before deductions of credits
and the payment of refunds would have been about $110 million and net
revenue approximately $50 million.

From the point of view of income tax administration this variant of the
sales tax has both advantages and disadvantages. Among the former is the
fact that the credit provision would induce more people to file returns or
would, at least, impose a direct penalty upon those who should but do not
file. With a $20 credit the cost of not filing, for a taxpayer, spouse and 2
dependents would be $80. In addition, persons with no income tax liability
who do not file now would be added to the tax rolls and, therefore, be more
readily reached in years when their incomes are high enough to require
filing and the payment of an income tax.

The Income Tax Division would, however, have to handle a larger
number of returns, perhaps as many as 200,000 to 300,000 more than it
does now, but the use of machine cards and mechanical handling of rebates
or refunds would permit the work involved to be achieved at comparatively
small cost. Over a period of time the increase in income tax collections
ascribable to the larger number of returns filed might well more than cover
such costs. Thus, on balance, there may be no net additional cost involved.
If withholding is introduced the credits could be built into its structure in
precisely the same manner as credits for marital status and dependents now
allowed under the income tax. The sales tax credit would be allowed only
to residents of the State and to non-residents who file income tax returns.

22The exemption-equivalent of a $20 credit under a 3 per cent tax rate is $667.
Thus a family of 4 would be allowed an exemption amounting to $2,667.

477



StafJReport

The credits allowed to both residents and non-residents should, logically,
be reduced by a fraction equal to the proportion of the year spent outside
of the State.

One objection to the sales tax that is not removed by the credit device
relates to individuals and families who must make unusually large pur
chases of taxable goods in anyone year. They would include new family
units first establishing an independent household and those who had suf
fered substantial fire or other casualty losses. Over time the differential
impact of the sales tax resulting from circumstances such as these might
"average out", but not necessarily.

Perhaps the most serious disability attaching to the sales tax with per
sonal credits lies in the possibility that in some future year the Legislature,
seeking additional revenue, might turn to the elimination of the credit. As
much, however, may be said of any otherwise desirable feature of tax
policy.

The credit device cannot purport to eliminate all objections to sales
taxation. What it does achieve, however, is the conversion of the sales tax
into what is, in effect, a progressive "spendings tax", while avoiding the
very difficult administrative problems associated with a true spendings tax.23

23See, for example, K. E. Poole, "The Spendings Tax: Problems of Administration
and Equity", American Economic Review, Vol. XXXIII, pp. 63-73.
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CHAPTER XVIII

The Value-Added Tax
In 1953, the State of Michigan enacted a tax which is nearly unique,

not only in the United States but throughout the world. The novel
characteristic of the Michigan Business Activities Tax (Act 150, P. A.
1953) is that it employs as its measure or base the economist's concept
of value added by manufacturing or other commercial activity. Pro
ponents claim that the value-added tax is superior to other types of
business taxes because it reaches new wealth never before taxed,
avoids pyramiding - the defect of gross receipts taxes, and does not
'penalize efficiency' - the common criticism of corporate income taxes.
In view of the widespread interest in it and the search of many states
for additional revenue, the value-added tax eventually may become
the fourth major species of business taxation in the United States,
coordinate with gross receipts, corporate franchise, and corporate in
come taxes.!

Interest in "value-added" as a tax base has a long, if sporadic, history.
Public finance scholars have toyed with the idea for at least 40 years;2 a
variant of the tax has accounted for roughly 30 per cent of all receipts of
the French Fourth Republic;3 and in 1950 the Japanese Diet enacted such
a tax on the recommendation of the Taxation Mission to Japan, headed by
Professor Carl S. Shoup. The operation of the tax in Japan, however, has
been twice postponed because of strong opposition, particularly from "big
business".4

Enacted under the pressure of mounting state deficits, the Michigan value
added tax "was not a deliberate attempt to experiment or pioneer in taxa
tion", but rather "it was the surprising product of a bitter and prolonged
legislative battle between proponents and opponents of a corporate income

lClarence W. Lock, Donovan J. Rau and Howard D. Hamilton, "The Michigan
Value-Added Tax", National Tax JOIl1'1lal, Vol. VIII, No.4 (December, 1955), p.
357. The authors are Deputy Commissioner, Business Activities Director, and Re
search Analyst, respectively, in the Michigan Department of Revenue.

2Paul Studenski, "Toward a Theory of Business Taxation", JOll1'1lal of Political
Economy, Vol. XLVIII (October, 1940), pp. 651-53 and Arnold J. Zurcher, Jr.,
History of Value-Added Taxation (pamphlet, September, 1953).

3Lock, et al., op. cit., p. 358 and Zurcher, op. cit., p. 16. The value-added charac
ter of the French tax lies in the provision allowing a firm's tax liability to be reduced
by the relevant amount of production taxes paid by its suppliers.

4Lock, et. al., op. cit., pp. 357-8 and see M. Bronfenbrenner, "The Japanese Value
Added Sales Tax", National Tax Journal, Vol. III, No.4 (December, 1950), pp.
298-313.
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tax"." This "temporary" alternative to a state corporate income tax was
given "permanent" status in 1955.

Rationale and Nature of the Tax
Perhaps more than most taxes, the theoretical foundation of the value

added tax deserves special attention. Professor Carl S. Shoup has defined
its general nature too well for his words to be diluted in paraphrase.

The difference between what the firm gets in sales proceeds and
what it has spent in purchasing things from other firms is the value
that it adds to those things. Every business firm in the economy thus
adds value to what it buys from other firms. The total of value added
by all business firms is the value of the total product of the economy.
A general tax on value added is thus a tax on the total product, the
total output of the community.

As to anyone concern, if we abstract for the moment from the
problems caused by depreciation of capital equipment, the value that
the firm adds is equivalent to the sum of what it pays out in wages,
and in interest and rent paid to individuals (that is, not paid to other
business firms), and what the firm earns as profit. These payments of
wages, and of interest and rent to individuals, and the profit reflect
the activity of the employees of the firm, the services rendered by the
individual creditors and lessors of the firm, and the reward, to the
firm's owners for bearing risk, waiting, etc.

For the economy as a whole, total value added is the sum of total
wages paid, interest and rent paid to individuals, and profit earned.
A value-added tax is therefore a tax on the total income of the economy.

The value-added tax is, then, either a tax on product or a tax on
income, depending from which angle we choose to look at it. This
is not surprising; under national-income accounting, total product for
the year equals total income paid to the factors of production that
turn out the product.6

Thus a value-added tax is one based on the dollar value of the contri
bution of the business, farm or professional enterprise to the output of
economic goods and services in the community, state or nation. The logic
attaching to the imposition of a tax upon this base rests on the assumption
that government services are essential to the operation of any economic
endeavor and that a part of the costs involved in providing such services
should properly be included in the cost of doing business, irrespective of
the profitability of the business. Obviously all taxes paid by business (in
cluding farm and professional as well as manufacturing, commercial, finan
cial, transportation, construction, mining and communications) help to de
fray the cost of public services. But if there is merit in the value-added tax

5Lock, et al., op. cit., pp. 358-9.
GCar! S. Shoup, "Theory and Background of the Value-Added Tax", Proceedings

of the Natiol/al Tax Association, 1955 (Sacramento, 1956), p. 7.
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it lies in its ability to relate the firm's tax liability directly to the money value
it creates in its operation, a sum which measures directly the extent to
which it employs economic resources -labor, capital, natural resources,
and entrepreneurial skills and talents.

Since total value-added in the economy is equal to both the value of all
final products produced and total income, it may well be argued that if
applied at the national level the value-added tax achieves nothing that could
not be achieved either by a general national sales tax or a proportionate
national income tax applicable to all income created. This argument is not,
however, valid at the state level (unless, of course, the tax were to be applied
uniformly by all states). Anyone state can not, except by means of a value
added tax, reach all incomes arising within its boundaries or the value of
all goods and services produced.

In large part the existing tax structure imposed by the State and its local
subdivisions in Minnesota, principally the property taxes and the corporate
and individual income taxes, do now reach much of the value-added base,
directly, as in the case of the income taxes paid by business, and indirectly
in the case of the real and personal property taxes. These taxes, however,
singly or taken together, impose liabilities which, when expressed as a
percentage of value-added, are necessarily different for each taxpayer,
varying with the form of business organization employed (corporate or
non-corporate) and the relative importance of real and tangible personal
property in its operations. In the light of our findings with respect to the
comparative tax liabilities of business in Minnesota and other states, the
value-added tax, as a means of taxing business, has much to commend it if
one or both of the following should be agreed upon:

1. It is desirable to reduce or eliminate reliance upon the personal prop
erty tax and to replace the revenue lost, in part, by means of a new tax.

2. Revenue requirements are so great that an increase in business taxes
is deemed unavoidable, in the light of economic or equity limitations at
taching to other taxes.

Within this framework of thought it is desirable to examine the merits of
the value-added tax in a comparative sense, that is, in terms particularly
of the shortcomings of the personal property and corporate income taxes.

Unlike the assessed value of personal property, value-added by the tax
payer is readily determinable in a manner that can be expected to be reason
ably uniform among firms. The record-keeping required of the taxpayer
and the information needed by the Department of Taxation for income tax
purposes would, with little or no necessary modification, suffice for purposes
of the value-added tax. From the point of view of administrative feasibility
and equity in the distribution of the tax load, therefore, this tax has much
to commend it.

Both the property and value-added taxes rest upon the principle of dis
tributing taxes according to governmental benefits received or enjoyed.
Especially with respect to inventories, the value of tangible personal prop-
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erty employed in the business is likely to be highly unreliable as a measure
of such benefits. To the extent that there is merit in taxing business ac
cording to the ability-to-pay criterion, as measured by income, both of these
taxes have serious shortcomings, shortcomings which appear to be less
weighty in the case of the value-added than the property tax.

In contrast with the personal property tax, we have seen little or no
evidence that suggests that the corporate income tax in Minnesota is so
burdensome or inequitable in its impact upon taxpayers as to represent a
major deterrent to industrial and general economic expansion in the State.
But, in the quest for new revenues, if they should be needed, and in con
sideration of alternatives to some or all of the personal property tax as a
means of taxing business, both the value-added and corporate income taxes
may be regarded as contenders for legislative action. It is relevant, there
fore, to examine the merits of value-added as a tax base relative to cor
pOl"ate income.7

The corporate income tax as a business tax is not general in its scope in
that it applies only to business employing the corporate form of organiza
tion and only to corporations which report net income. As an alternative to
the personal property tax it is deficient, therefore, because all businesses,
corporate and non-corporate, profitable and unprofitable, are subject to the
property tax and would be relieved of part of their tax loads if this tax
were reduced or removed. An alternative business tax, therefore, should be
one which also applies to all business, as a value-added tax presumably
would.

The tax on corporate income may be regarded, in part, as a tax on effi
ciency. While the value-added tax would also apply to a larger base in the
case of the more efficient or more profitable firm, the differential would be
smaller. This follows from the fact that, whereas profits constitute the entire
base in the one case, they represent only a fraction of the base (for zero
profit firms the fraction will be zero) in the other.

In addition, if revenue stability is desired, as it certainly would be for a
tax designed to replace part of property tax revenue, again the value-added
tax can claim superiority since value-added fluctuates far less than does
net income.

A further advantage of the value-added tax, contrasted with both the
personal property and corporate income taxes, lies in the fact that the tax
payer is n<?t able to influence its tax liability by manipulating the size of its
inventories (where personalty is assessed as of a given date or where the
optional-average inventory method is used) or the size of its net income"
(as may be done in the case of the family or closed corporation by adjust~

ing owner-executives' salaries and bonuses).

7The relevant argument in Minnesota differs from those pursued in Michiganitf:
1953, when the value-added tax was offered as an alternative to a corporate income:
tax. Here the question centers on alternatives to the personal property tax, of which
a higher corporate income tax may be one. '
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The Value-Added Tax
Many of the arguments that may be brought to bear against the value

added tax, such as those which suggest that it is "just another sales tax" or
"just another income tax", are, as we have pointed out, of much less
relevance for state than for national tax policy. More important may be
the claim that it represents simply another means of taxing business at a
time when it may be desirable to relieve business of taxes in the interest
of fostering economic growth in the State. This claim is valid unless it is
agreed, for example, that moving from a tax that is capricious and generally
regarded as inequitable in its impact on business to one that is not would
represent a decided improvement in the business "tax climate".

There is little question but that the distribution of the business tax load
in the State would be changed if the value-added tax were substituted for
all or part of the personal property tax. Some would pay a larger and
some a smaller proportion of the total levied under the one tax than under
the other. But this may well represent a step toward a more rather than a
less rational distribution among businesses of the tax load.

THE MICHIGAN BUSINESS ACTIVITIES TAX

Since the Michigan "Business Activities Tax" has a base which closely
approximates the economist's concept of value-added, a more specific view
of the nature of the tax may be gained by reviewing its provisions.S "Ad
justed receipts" (the tax base) are defined as gross receipts less the fol
lowing:

1. Taxes other than income taxes.
2. Cost of goods sold, not including labor or overhead costs.
3. Electricity and other utilities.
4. Advertising.
5. Insurance.
6. Freight and postage.
7. Interest paid on loans directly connected with the 'business from

which the gross receipts are derived.
8. Miscellaneous expenses and supplies.
9. Bad debts.

10. Repairs (other than those which are capitalized).
11. Rent paid.
12. Dues and payments to business associations and charitable con-

tributions.
13. Travel expenses.
14. Legal and professional services.
15. Payments to a trust when such trust is exempt from federal income

taxes.
16. Depreciation and amortization of real property.

SFor detailed information on the Michigan Business Activities Tax see: Public
Acts, 1953, Act 150; Public Acts, 1955, Act 282; Michigan Department of Revenue,
Michigan Business Activities Tax, Rules and Regulations (Lansing, 1955) and Annual'
Report, 1954-1955 (Lansing, 1955), pp. 29-33; and Lock, et al., op. cit.
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The law does not permit the deduction of:
1. Wages, salaries, bonuses, commissions or other compensation paid

to employees and officers.
2. Distributions to partners or dividends paid to stockholders.
3. Purchases of capital assets having a normal useful life of more than

one year.
4. Depletion charges.
5. Depreciation of personal property.

Thus in Michigan the tax base is the sum of profits or net income before
income taxes and compensation paid to employees and officers plus de
preciation of fixed assets other than real estate and, where appropriate,
depletion charges. The Michigan tax is neither a net nor quite a gross
value-added tax, since depreciation is allowed on some assets and not on
others. It contains some features that are more consistent with the principles
of a net income tax than with those of the value-added tax in that it allows
the deduction of expenses such as interest, rent, bad debts and contribu
tions which either do not reduce value-added by the firm or may not be
taxable to the recipient. The allowance of depreciation charges is con
sistent with the concept of a net value-added tax, but the failure to permit
depreciation on personal property tends to discriminate inequitably among
businesses according to the relative importance to their operations of real
versus personal property - the public utility as against the retail or whole
sale merchant, for example. Permitting the deduction of rent and interest
paid is acceptable if these payments are included in the tax base of the
payee. Permitting the deduction of interest paid, however, involves a dif
ferentiation between borrowed and equity capital which, while common
under income taxes, is not entirely defensible. Consistency and uniformity
would seem to require the allowance of a deduction for implicit interest
on owned or equity funds.

A major departure from the use of the value-added base in the Michigan
law, principally to the advantage of firms selling services and pro'fessional
people, involves permitting the taxpayer whose deductions fall short of 50
per cent of gross receipts to deduct a flat 50 per cent of such receipts. An
innovation contained in the 1955 amendment goes even further, to permit
the taxpayer whose payroll exceeds 50 per cent of his gross receipts to
deduct the smaller of one-half of the excess or 10 per cent of his gross
receipts. Thus the optional deduction may reach as high as 60 per cent of
gross receipts (where gross receipts equal total payrolls). The patently un
fair impact of this provision may be seen if one compares, for illustrative
purposes, the tax liabilities of two taxpayers, each of whom has gross
receipts of $100,000, while one has itemized deductions of $50,000 and
the other $25,000. If the payrolls of the second taxpayer equal, say $60,000,
he may deduct $55,000 (50 per cent of gross receipts plus one-half of th~

excess of payrolls over 50 per cent of gross receipts), leaving him with
"adjusted receipts" of only $45,000, compared with $50,000 for the first
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n

9
9

45
37

Per cent

53,221 57 2,321
21,811 23 2,348
15,624 17 11,824
2,226 2 9,497

653 1 65

93,535 100 26,055
7,319 3,921

100,854 29,976

lIMichigan Department of Revenue, Annual Report, 1954-1955, p. 32.
lOlbid.
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nLess than .5 per cent.

Individuals .
Partnerships .
Michigan corporations .
Foreign corporations .
Others .

Sub total .
Not coded .

Total .

taxpayer, even though value-added, in his case, is $25,000 or 50 per cent
higher.

From value-added the taxpayer is permitted to deduct an exemption of
$10,000. This exemption, coupled with the minimum 50 per cent deduc
tion from gross receipts allowed in arriving at adjusted receipts results in
the complete exemption from the tax of all firms having gross receipts of
$20,000 or less and other whose gross receipts exceed that figure if either
their payrolls or allowable deductions are greater than 50 per cent of gross
receipts.

If adequate separate accounting in the case of interstate firms were avail
able and acceptable, there would be no problem involved in computing
value-added attributable to the taxing state. For purposes of feasibility of
compliance and administration, however, an arbitrary allocation formula
is probably necessary. The Michigan law provides for the allocation to
Michigan of adjusted receipts according to the simple average of (1) the
ratio of tangible property in the state to total tangible property; (2) the
ratio of payrolls in the state to total payrolls; and (3) the ratio of sales in
the state to total sales.

To the tax base, established by subtracting from gross receipts either the
itemized or the "standard" deductions, allocating to Michigan the portion
arrived at by applying the apportionment formula and deducting the
$10,000 exemption, the rate of .65 per cent (6.5 mills) is applied, except
in the case of public utilities, for which the rate is .15 per cent (1.5 mills).

The law requires quarterly tax payments, the first 3 of which are ex
pected only to be based on "reasonable" estimates.

The Michigan tax in fiscal 1955, its second year of operation, produced
approximately $30 million.9 The tax rates applicable were 4 mills and 1
mill (public utilities), the single factor, sales, was used in allocating adjusted
receipts to the state, and no deduction for depreciation was allowed. The
total number of taxable returns filed for the year was 100,854. Returns and
collections were distributed among taxpayers classified by kind of business
organization as follows:1o Collections

Returns (thousands
(number) Per cent of dollars)
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Tax payments were distributed among various types of business activity
in the following fashion: ll

Collections
(thousands
of dollars)

Manufacturing. . . . . . . . . . . . . . . . . .. 12,562
Wholesale trade. . . . . . . . . . . . . . . . .. 1,372
Retail trade 4,939
Services 3,354
Professional 342
Farming.. .. . . .. .. . 34
Mining. . .. .. . .. . .. . 178
Miscellaneous 32
Public Utilities . . . . . . . . . . . . . . . . . . . 695

Sub total 23,508
Unclassified 6,468

Total 29,976

IlLess than .5 per cent.

Per cent

53
6

21
14

1
II

1
II

3

100

These tabulations indicate clearly that the tax is paid largely by cor
porations engaged in manufacturing, retail and wholesale trade and in the
sale of services. The minimum 50 per cent deduction and the $10,000
exemption of adjusted receipts are sufficient to reduce the amount of tax
paid by farmers to insignificant proportions and to exempt most persons
engaged in independent professional practice.

Under the terms of the law as amended in 1955 it is expected that the
tax will yield $60 million in its first full year. The increase in rates, from 4
mills and 1 mill to 6.5 and 1.5 mills, is expected to add $15 to $20 million
to receipts, the change in the allocation formula, $10 million, and the al
lowance of depreciation on real property is expected to cost about $2
million in revenue. These changes, together with an expected increase in
the level of business activity will, it is anticipated, account for the differ
ence of $30 million between collections in fiscal 1955 and the revenue
forecast for 1956.12

.
INCIDENCE AND ECONOMIC EFFECTS

If the value-added tax were imposed at the federal level or uniformly
by all states economic theory would suggest that it would be largely shifted
forward and that its incidence would rest on the purchasers of final prod~

ucts. This conclusion follows from the fact that the largest part of the tax
base consists of variable costs of production and is applicable undef<
assumptions of either purely competitive or "full-cost" pricing. Complexi
ties and rigidities in market structures and pricing practices might result,
however, in both pyramiding (following from the application of fixed-per...

llIbid., pp. 64-65.
12Ibid., p. 32.
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centage mark-ups) and less than full forward-shifting, particularly with
respect to that portion of the tax that is based on profits. As we have seen,
if it were applied uniformly throughout the country, the incidence of the
value-added tax would be expected to be the same as that of a national
general sales tax.

When we contemplate the problem of incidence under circumstances
wherein only one or two states impose the tax the answer may be a very
different one. Firms whose activities are confined to the one state and
which are not selling in competition with out-of-state firms are still likely
to be able to shift the tax forward to purchasers. But firms selling in a
national or multi-state market or competing locally with firms not subject
to the tax are in a rather different position. Under these circumstances much
depends upon the level and structure of aU state and local taxes in the one
state compared to those in other states. In general it may be expected that
that part of a firm's state-local tax liability that represents a positive differ
ential in excess of taxes paid in other states can not be shifted in the multi
state (including the "home state") market.

If the value-added tax is viewed as an alternative to the personal prop
erty tax, those firms engaged in an industry in which personal property con
stitutes a major factor in production will be likely to find their relative tax
liabilities reduced and are likely to be in a favorable position to shift the
tax. Most, if not all, manufacturing firms would appear to fall into this
category. Similarly, retail trade and service firms selling in a local market,
to the extent that they do not compete with out-of-state firms, may also be
able to shift the tax quite readily. Since personal property, particularly
inventories, bulks so large among the assets of wholesaling firms, an
alternative value-added tax would probably be at least as readily amenable
to shifting as is the personal property tax.

The economic effects of a value-added tax, viewed particularly from the
point of view of the competitive position of the state in attracting industry
and in encouraging the growth of existing industry, agriculture and com
merce, depend upon total liability to be imposed. No tax that is simply
additive in its impact on business can be an encouraging influence, but the
value-added tax, if, again, it is regarded as an alternative to the personal
property tax, is likely to be found, on balance, to be more rather than less
attractive. In that it is a tax that varies more closely with the value of the
firm's output it is easier to bear in periods of low production or sales and,
over time, therefore, may be expected to be less burdensome. It would
appear to be especially attractive to farmers and, in general, to firms en
gaged in industries in which the value of output is highly variable while
fixed costs represent a major proportion of total costs. On this count the
value-added tax lies somewhere between the income and property taxes.

As we have pointed out above in discussing the merits of the value-added
tax, to the extent that it is regarded by businessmen as being less dis
criminatory and capricious in its distribution among taxpayers than the
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personal property tax, it is likely to be more conducive to economic ex
pansion.

Finally, the allocation formula applied in apportioning value-added to
the taxing state will influence appreciably its effect upon the tax liability of
the comparatively mobile multi-plant, national-market firm. If, for example,
the original Michigan formula, using sales as the single factor, were adopted,
the tax would be least likely to be a deterrent to industrial development.
On the other hand, however, differences in tax liabilities would then con
form least well to differences among firms in value-added within the state.
And the tax would involve very much greater shifts in tax liabilities among
firms when compared to those incurred under the personal property tax,
shifts that would be difficult to reconcile with its use for replacement pur
poses and with its rationale in terms of "benefit". An average of the ratios
of tangible property in the state to total tangible property and payrolls in
the state to total payrolls would appear to answer most adequately the
objections to a simple sales allocation formula. However, from the stand
point of inter-state competition it may be desirable to apply the three
factor formula in the Michigan manner.

The Value-Added Tax in Minnesota
Our analysis in this chapter suggests that the -value-added tax has much

merit as a replacement for at least part of the revenue that would be lost
if the current reliance on the personal property tax were to be substantially
reduced.

A value-added tax applied in Minnesota, containing the same features
as the current Michigan law, could be expected to yield about $15 to $20
million in fiscal 1957-1958; that is, about 30 per cent as much as it may
be expected to yield in Michigan.13

Neither the minimum 50 per cent deduction from gross receipts nor the
$10,000 exemption appear to merit inclusion in a value-added tax that
might be considered for adoption in Minnesota. The exemption might well
be reduced to $1,000 or $2,000 if the administration of the tax were closely
integrated with that of the income taxes and deductions should be per
mitted only to the extent that they are warranted by the nature of the tax.
We have no basis on which to rest estimates of the effects of these changes
on revenues. However, it is worth noting that 1955 collections in Michigan
would have been close to 10 per cent greater if the exemption allowed in

13In 1954 personal income in Minnesota was equal to 36.3 per cent of Michigan's
and "wage and salary disbursements" 30.6 per cent of such disbursements in Michi
gan. The latter proportion is preferred because the "proprietors' income" and "farm
income" elements of personal income are relatively more important in Minnesota
and they are largely exempt in Michigan. Both value-added by manufacturing and
wage and salary disbursements in manufacturing in Minnesota were about 16 per
cent of the corresponding figures for Michigan in 1954. U.S. Department of Com
merce, Survey of Current Business, September, 1955, pp. 20-21, and Statistical
Abstract of the United States: 1955, p. 817.
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the approximately 100,000 taxpaying returns had been reduced from
$10,000 to $2,000.

At least one other change from Michigan practice is called for. If the
tax is to be regarded as a net value-added tax depreciation should be per
mitted with respect to all depreciable assets. Alternatively a depreciation
allowance might be denied, in· which case careful consideration of the
equity aspects of the tax would probably require that rent and interest paid
not be deductible either. In the latter event rents and interest received, it
would follow, should be exempt in the hands of the payee.

The distinction in Michigan between public utilities and other taxpayers
cannot be justified in terms of equity or in terms of the nature of the tax.
Its adoption would represent simply a concession to one segment of industry.

Since the personal property tax is now a major source of revenue for
school districts, cities, villages, towns and counties, and because the value
added tax does not lend itself readily to local administration, using the
latter tax as a replacement tax requires that a satisfactory means of re
turning revenues to local units of government be devised. Moreover, to
the extent that the rationale of the value-added tax rests on the benefit
principle, it is probably the benefits derived from local governments that
are most relevant. The method of apportioning tax receipts to these local
governments that appears to be most appropriate is one that would dis
tribute funds in proportion to the ratio of business and agricultural tangible
personalty and real estate in the form of improvements (that is, excluding
land) located within each city, village, town and school district to the total
of such property in the State. The total amount to be distributed would
have to be divided into two parts, one of which would be distributed in the
manner suggested among the counties and the other among the above
listed local units within the counties. No system of apportionment of State
collected tax revenue will be fully acceptable, but the nature of this tax
and the contemplation here of its use as a means of replacing personal
property tax receipts, suggest that the system adopted should be based on
a measure designed, at least approximately, to return the receipts to the
locale of their origin.
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CHAPTER XIX

Local Non-Property Taxes

Municipal Income Taxes
Local income taxes are relative newcomers on the American fiscal scene.

The first "modern" municipal income tax was imposed in Philadelphia in
1939.1 The municipalities that followed Philadelphia's example, in the
period following the Second World War, resorted to this new and con
troversial revenue source for a number of reasons. The postwar inflation
increased governmental costs without a corresponding increase in municipal
revenues. Property tax collections, the mainstay of local government finance,
lagged behind increases in expenditures. State aid, another major revenue
source, proved inadequate to satisfy sharply rising municipal requirements,
especially in the case of the larger cities.

The movement of higher income residents from the cities to the suburbs,
frequently incorporated to avoid heavier taxation, has meant that the cities'
property tax base dici not grow as fast as did the demands for municipal
services. The continued use by non-residents of the public facilities and
services of the "core city", in which these non-residents work, shop and
seek entertainment, placed a financial burden upon the city, unmatched
by an equivalent financial contribution from the increasingly large num
ber of commuters. Thus the desire to impose a tax liability on their "day
light citizens" was a powerful stimulus to enacting an income tax in several
cities.2

CHARACTERISTICS OF MUNICIPAL INCOME TAXES

In 1955 there were over 400 local units of government imposing income
taxes. The majority of these jurisdictions were in Pennsylvania where the
power to tax income is enjoyed by cities, boroughs and school districts.
Sixteen cities in Ohio, 4 cities in Kentucky and St. Louis, Missouri, were

lThe city of Philadelphia attempted to enact a municipal income tax as early as
1932. For an account of these attempts see Leon J. Quinto, Municipal Income Taxa
tion in the United States (New York, 1952), pp. 9-14. Charleston, early in the 19th
century, imposed a tax that possessed some of the characteristics of an income tax.
Cf. Robert A. Sigafoos, The Municipal Income Tax (Chicago, 1955), p. 2.

2For a fuller discussion of municipal financial problems see: Carl H. Chatters,
"Priorities and Balance in Municipal Finance", Proceedings of the National Tax
Association (Sacramento, 1948), PP. 8-12; Norman McDonald, "The Crisis in Local
Government Finance", Ibid., pp. 29-30; Harvey E. Brazer, "State Aid to Cities in
Michigan", National Tax Journal, March,. 1954; M. M. Davisson and W. K.
Schmelzle, "General Problems of Municipal Revenue", National Tax Journal, June,
1953.
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the only other municipalities with income taxes in 1955.s Total local in
come tax collections were estimated at about $100 million in 1953, or one
per cent of all local taxes collected:!

Municipal income taxes, as they operate in practice are, in reality, gross
earnings taxes on wages and salaries and net income taxes on business and
professions. Wage and salary earners are typically not permitted exclusions,
deductions or exemptions. Corporate income is taxed in cities in Ohio and
Kentucky and in St. Louis, Missouri. Cities in Pennsylvania are prevented
from taxing corporate net profits under the "preemption doctrine" that
permits local units to tax only subjects not already taxed by the state. All
cities taxing corporate net income tax only that part of it that is allocable
to the city imposing the tax. The same principle applies to taxation of
business income of non-residents. With the exception of Kentucky cities,
individual gross earnings of residents are taxed irrespective of the origin of
these earnings. With respect to non-residents, only earnings derived from
within the city are subject to tax. In Kentucky cities, both residents and
non-residents are taxed only on income earned within the city. Business
income, corporate and non-corporate, is generally entitled to deductions
allowed by the federal Internal Revenue Code.5

With respect to individuals, only earned income is subject to tax. This
means that property income is excluded from the tax base. Interest, divi
dends, and rents are taxable only if they constitute the main business of a
taxable entity. Dayton, Ohio, is the only city that taxes capital gains. In
most other cities capital gains are taxable only on the sale of business assets.

In every local jurisdiction imposing an income tax, the tax rate does not
vary either with the level or with the type of income. Two Ohio cities,
Barberton and Springfield, are the only ones that currently exempt income
below a specified minimum level. In Barberton the flat exemption per tax
paying unit is $600, in Springfield it is $1,040. However, all incomes above
these levels are taxed in their entirety. Prior to 1952 Warren, Ohio, pro
vided for an exemption of $1,200 per tax paying unit and taxed only the
income above that level. This was the only instance in which the exemptions
resulted in some progressivity, despite the flat tax rate. Local income tax
rates range from 0.3 per cent to 1.25 per cent. The typical rate is 0.5
per cent.

SIn Pennsylvania, 257 school districts, slightly over 10 per cent of the total, taxed
income in 1955. No other state allows income taxation by school districts. The num
ber of local income tax jurisdictions in the United States was 434 in 1955, out of the
estimated 4,753 that could legally impose the tax. Sigafoos, op. cit., p. 10.

4Cf. U.S. Treasury Department, Overlapping Taxes in the United States (Washing
ton, 1954), p. 31.

5Information about the characteristics, operation and administration of municipal
income taxes was drawn from the following: Commerce Clearing House, State Tax
Reporters (Chicago, 1956); U.S. Treasury Department, Overlapping Taxes in the
United States (Washington, 1954); Lewis Kahn, Analysis of Municipal Income Taxes
(Ph.D. dissertation, Northwestern University, 1956); U.S. Bureau of the Census,
Compendium of City Government Finances in 1954 (Washington, 1955) and from
the monographs by Quinto and Sigafoos, op. cit.
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MUNICIPAL INCOME TAXES IN SEVEN LARGE CITIES

The Compendiwn of City Government Finances provides full infonna
tion only for cities with 1950 populations of more than 250,000. Table
XIX. 1 summarizes the relevant information contained in the Compendium.
The yield per one per cent of levy, per capita, ranged from about $14 in
Cincinnati to over $24 in Columbus and Toledo. The rate of tax ranged
from 0.5 per cent in Columbus, Pittsburgh and St. Louis to 1.25 per cent
in Louisville and Philadelphia. Income tax collections, as a per cent of
total revenue, were highest in Toledo, where they accounted for 34 per
cent of total revenue and lowest in Cincinnati, at 14 per cent of the total.

Pittsburgh and Philadelphia do not tax corporate income. Louisville taxes
income earned within the city only, whereas the other cities tax residents
on all earned income. Non-residents are taxed only on city-originated earn
ings. Columbus exempts various welfare payments" military service com
pensation and earnings of those under 18. Pittsburgh provides for similar
exclusions but taxes incomes of minors. Louisville exempts the income of
ministers and domestic servants. These and other features of the income
tax in the 7 large cities are presented in Table XIX. 2.

ADMINISTRATION OF MUNICIPAL INCOME TAXES6

Table XIX. 3 presents administrative costs expressed as a per cent of
municipal income tax collections. The range is from 1.2 per cent in St.
Louis to 17.6 per cent for Maumee. 7 The typical cost of administration is
be,tween 4 and 5 per cent of collections.s

The bulk of income tax collections comes from wages and salaries sub
ject to tax. In 1953, taxes on net profits, expressed as a proportion of total
collections, ranged from 8 per cent in Paducah to 31.5 per cent in Dayton.
In general, cities that tax corporate income derive about 70 per cent of
total receipts from withheld wages and salaries. Those in Pennsylvania
obtain about 80 per cent from this source. 0

Among the 7 large cities, St. Louis is unique in that it grants a rebate of
3 per cent to employers to compensate them for the cost of withholding.
Dayton is the only city that has had some success in inducing out-of-city
employers to withhold the tax from employees residing in the city.lO

An administrative problem of some complexity is that of overlapping
jurisdictions. To minimize the possibility of "double taxation" Pennsyl-

6In addition to sources previously quoted, this section draws from the Tax Insti
tute, Inc., Income Tax Administration (New York, 1948), pp. 305-560.

7The unusually high collection cost of Maumee is explained by the fact that this
small city adopted the tax only in 1953. The initial outlay on equipment, forms, and
so forth, swelled the administrative cost in the period immediately following the
enactment of the tax ordinance.

SSigafoos estimates somewhat lower collections costs. Municipal Income Tax,
op. cit., pp. 59-61.

9Ibid., p. 38.
10See Quinto, op. cit., pp. 110 and ff.
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Table XIX. 1. Municipal Income Taxes, Cities over 250,000 Population in 1950, Selected Data, 1954

1954 income tax
Income tax Rate Yield per onecollections

Total tax collections in per cent of
Amount 1950 collections as per cent 1954 levy, per

(thousands Per capita population (thousands of total (per capita
City of dollars) (dollars) (thousands) of dollars) tax receipts cent) (dollars)

Philadelphia. . . . . . . . . . . . . . .. 48,824 23.56 2,072 137,812 35.43 1.25 18.85

St. Louis ................... 8,729 10.19 857 51,262 17.03 0.5 20.38

Pittsburgh ................. 7,514 11.10 677 36,937 20.34 LOa 11.10

~ C' . 6,966 13.82 504 25,277 27.56 1.0 13.82\0 InClIlIlatl .................
w

4,517 0.5Columbus .... - ............................ 12.01 376 9,879 45.72 24.02

Louisville ............ ...... 7,119 19.29 369 16,952 42.00 LOb 19.29

Toledo .................... 7,300 24.01 304 11,147 65.49 1.0 24.01
--

Total- 7 cities ............. 90,969 17.63 5,159 289,266 31.45

aReduced to 0.5 per cent in 1955.
bIncreased to 1.25 per cent in 1956.

Source: U.S. Department of Commerce, Bureau of the Census, Compendium of City Government Finances in 1954 (Washington,
1955); Commerce Clearing House, State Tax Reporters (Chicago, 1956) and The Tax Foundation, Facts and Figures on Government
Finance, 1954-1955 (New York), p. 194.
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Table XIX. 2. Municipal Income Taxes in Seven Large Cities, Selected Characteristics, 1955

Income subject to tax

Wages,
Wages, salaries
salaries and net

Administrationand net profits Corpo-
profits of non- rate net Returns

Creditsof resi- residents profits With- for
dents ifeamed allo- Exemptions holding self To

wherever in the cated Minimum for em- employ- resi- To non-
earned city to city income Other ployees ment dents residents

Louisville ....... yesa yes no no b yes yes no no

St. Louis ........ yes yes no no yesC yes no no

Pittsburgh ....... yes yes yes no d yes yes yes yese
~ Philadelphia ..... yes yes yes no yes yes yes no\0
..p..

CincUrnati . . . . . . . noyes yes no yes yes yes no

Columbus ....... yes yes no no f yes yes yes no

Toledo .............. yes yes no no yes yes yesg no

aOnIy income earned within city limits is taxable.
bIncome of ministers and domestic servants is exempt.
cEmployers are granted a rebate of 3 per cent of withheld taxes as compensation for withholding.
dSocial security benefits and military service compensation.
eCity of residence takes precedence.
!Military service receipts, poor relief, pensions, disability benefits, annuities and gratuities and personal earnings of persons under

18 years.
gCredit to residents allowed is subject to reciprocity and limited to 50 per cent of the tax liability.

Sources: Leon Jay Quinto, Municipal Income Taxation in the United States (New York, 1952); Robert A. Sigafoos, The Munic
ipal Income Tax (Chicago, 1955); U.S. Treasury Department, Overlapping Taxes in the United States (Washington, 1954); Com
merce Clearing House, State Tax Reporters (Chicago, 1956), and Lewis Kahn, Analysis of Municipal Income Taxes (Unpublished
Ph.D. dissertation, Northwestern University, 1956).
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Source: Lewis Kahn, Analysis of Municipal Income Taxes (Unpublished Ph.D.
dissertation, Northwestern University, 1956).

llPhiladelphia is specifically exempt from the statutory rate limitation.
12Pennsylvania school districts cannot tax non-residents.
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Local Non-Property Taxes
Table XIX. 3. The Cost of Administering Local Income Taxes in Various Cities,

1953 or 1954

vania's law limits the tax rate to 1 per centll and provides for granting of
credits for income taxes paid to the place of residence of the taxpayer. If
a person works in another local jurisdiction where there is also an income
tax in· operation, the place of residence takes precedence over the place of
employment, unless the latter is the city of Philadelphia. In the event that
two overlapping jurisdictions, for example a borough and a school district,
both impose a tax on the same income and the combined rate exceeds one
per cent; the rates are apportioned between the two jurisdictions.12

In Ohio. it is the situs of employment that takes precedence over the city
of residence. Cities generally allow their residents credit for income taxes

Ohio Cities:
Campbell 1952
Columbus . . . . . . . . . . .. 1948
Dayton 1949
Maumee 1953
Springfield 1948
Struthers . . . . . . . . . . . . . . . . . . . . .. 1952
Toledo 1946
Warren 1953
Youngstown . . . . . . . . . . . . .. 1948

Pennsylvania Cities:
Aliquippa 1948
Erie (City and S. D.) 1949
Hollidaysburg 0 • •• 1950
Jeannette (City and S. D.) 1948
Johnstown (City and S. D.) 1948
Millcreek Township and S. D. 1949
New Castle (City and S. D.) 1949
Philadelphia 1940
City of Scranton 1948
Scranton S. D. . . . . .. 1949
City of Sharon . . . . . . . . . . . . . . . .. 1948
Williamsport (City and S. D.) 1948

St. Louis, Missollri 1952

Louisville, Kentucky . . . .. 1948
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paid to other local units. Toledo and Maumee limit such credit to 50 per
cent of the tax liability, subject to reciprocity,13

As shown in Table XIX. 2, Cincinnati, Columbus and Toledo grant
credit to residents only. Pittsburgh grants credit to both residents and non
residents, but Philadelphia confines its credits to residents.14

In Missouri and Kentucky there is no problem, as yet, of "double taxa
tion" of income by municipalities. On the other hand, taxpayers in Missouri
and Kentucky may be subject to income taxes at the local, state and federal
levels. In S1. Louis the burden of triple tax liability is minimized by allow
ing deductions for income taxes paid.

While the possibility of "double taxation" due to overlapping jurisdictions
is always present in those states that allow several governmental units to tax
income,l5 many non-residents escape taxation. Out-of-city employers sel
dom withhold, voluntarily and administrative checks are rarely very effi
cient and comprehensive. Nevertheless, a substantial proportion of total
tax collections is obtained from non-residents, especially by the larger cities.
Thus, in 1954, S1. Louis obtained one-fourth of its income tax receipts
from non-residents, Philadelphia 15 per cent, Dayton 20 per cent, Cincin
nati 17 per cent and Pittsburgh 10 per cen1.111

In Ohio, Kentucky and Missouri tax administrators have to contend
with the problem of determining the taxable part of corporate income. In
most cities the "Massachusetts formula" is used, but Louisville and Dayton
use a slightly different allocative deviceY All municipalities imposing in
come taxes subject wages and salaries to withholding and all require re
turns from recipients of business net income and from corporations.

MUNICIPAL INCOME TAXES, AN EVALUATION18

It should be stressed at the outset that the ensuing appraisal of municipal
income taxes is based on the analysis of these taxes as they operate in

130verlapping Taxes in the United States, op. cit., p. 45.
140. H. Kurtzman, "Local Income Tax Administration in Pennsylvania", Income

Tax Administration, op. cit., p. 311.
15Persons earning income in several jurisdictions during the year may be taxed

more than once. Ibid., pp. 329-349.
16Sigafoos, Municipal/neome Tax, op. cit., p. 79.
17The formula is also applied to business income of non-residents. It is an average

of the ratios of sales, physical assets and payrolls in the city, to total sales, assets
and payrolls. Louisville disregards physical assets and Dayton substitutes cost of
production for payrolls.

18In addition to the two books on municipal income taxation by Quinto and
Sigafoos op. cit., the following contain brief appraisals of the municipal income taxes:
Harold M. Groves, Trouble Spots in Taxation (Princeton, 1948), pp. 70-86; C.
Emory Glander, "New Types of Municipal Non-Property Tax Revenues", National
Tax Journal, June, 1950; Robert A. Sigafoos, "The Municipal Income Tax - A Janus
in Disguise", National Tax Journal, June, 1953; Frederick D. Stocker, Nonproperty
Taxes as Source of Local Revenue (Ithaca, 1953), pp. 53-59; and Mabel Walker,
"Nonproperty Revenues and Service Charges", Tax Policy, Vol. XXIII, No.6, June,
1956.
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practice. Many of the shortcomings and some of the advantages of municipal
income taxation would be reduced were these levies brought into line with
the federal income tax or with income taxes in a number of states.

There is little question that municipal income taxes are productive of
revenue. They probably collect more revenue than would a sales tax im
posed at the same rate. At the same time, a municipal income tax is less
likely than a sales tax to cause business migration and out-of-town purchases.

Cities have been only partly successful in requiring the commuter to pay
for municipal services through the income tax. Some cities, by granting
precedence to communities of residence, either voluntarily or in compliance
with state law, are foregoing the opportunity to tax the "daylight citizen".
All cities have found it difficult to enforce the tax on non-resident business
income recipients.

Not only are municipal income taxes excellent revenue producers but
they yield revenue that increases in sympathy with the level of business
activity and prices. This, however, is a mixed blessing. It eases the problem
of municipal finance in periods of inflation but may well aggravate it in
times of deflation. Other major taxes are more sluggish in response to in
creases in income but are also more reliable when the level of income
declines.

The principal criticism of current municipal income taxes rests on the
grounds of equity. They fall heavily on the lower income groups because of
the absence of exemptions and on wage and salary recipients generally,
while treating business income rather more leniently. They discriminate
against large families. Nevertheless, the municipal income tax is less dis
criminatory in the latter sense and less regressive than a sales tax and, in
all probability, the property tax.

Administrative practices may give rise to regressivity in municipal income
taxes if wage earners have the tax withheld and are thus subject to stricter

. enforcement than are those who derive their incomes from business or pro
fessions.

It must be noted, however, that there is relatively little that cities can do
to improve equity, compliance and administration of their income taxes. In
most cases they are precluded from imposing graduated rates by constitu
tional and legislative constraints regarding "uniformity". Court decisions in
Pennsylvania have prevented Philadelphia, for example, from taxing certain
forms of property income, permitting exemptions or providing for gradu
ated rates. Kentucky taxes are legally confined to occupational licenses.
The Missouri enabling legislation virtually restricts St. Louis to taxation of
earned income. Even when, as in some Ohio cities, the ordinance could
tax capital gains, administrative difficulties prove a serious obstacle to
enforcement. Taxation of dividends, interest and capital gains is beset with
problems of allocation, determination of origin and audit. Municipalities
have no direct access to federal returns and in several instances the state
authorities have shown little desire to cooperate with their municipalities.
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It is notable that in spite of the fact that the current income taxes typically
exclude property income, seldom effectively include all non-resident busi
ness income and allow much of resident income earned outside city limits
to escape liability, they still manage to provide a substantial part of total
municipal revenues.

Perhaps the weightiest argument against the currently operating municipal
income taxes is that they add to the complexity of the tax structure, to the
irritation and confusion of the taxpayer, and to the administrative burdens
of the taxing authority. The most potent argument for their retention and
extension is that they provide the financial sinews of "home rule" without
adding to property tax loads and an opportunity to impose a tax liability
on the "daylight citizen".

One possibility of retaining the advantages of the municipal income tax
and at the same time reducing its shortcomings, lies in resorting to the
device of "tax supplements" or "surcharges". The municipality would de
termine the rate and the state or the federal government would collect the
tax and distribute the revenue back to the municipalities. Under this method
the problems of exemptions, taxation of proper income, capital gains, en
forcement and compliance would be greatly reduced. On the other hand,
tax supplements may be resisted on the grounds that they tend to restrict
the scope of "home rule", insofar as they necessitate a uniform tax base.

MINNESOTA AND THE MUNICIPAL INCOME TAX

There is little question that at least some Minnesota cities are empowered
to impose the tax. In fact, both Duluth and Minneapolis have considered
and rejected proposals to enact an income tax.10 Recently the "Other
Taxes" Task Group of the Capital Long-range Improvement Committee
(CLIC) recommended legislation to permit the adoption by Hennepin
County of an earned income tax.20

This group estimated the annual yield of the tax at $13.5 million. The
tax rate suggested by the CLIC task force is one per cent. It would apply
to a base similar to that of Ohio cities and employ the "Massachusetts"
formula to allocate corporate and non-resident income. Earned income
would be subject to withholding, and taxes on business net profits would
be collected on the basis of annual returns.

A minority report, while accepting the suggestion of the task force in
principle, advocated changes in the tax base. 21 In particular, the minority
report proposed to tax income from property as well as earned income and
to include capital gains in the base. The minority report also suggested the
exemption of those with incomes below $1,200.22

19Quinto, op. cit., p. 2 and Sigafoos, op. cit., p. 6.
20Suggested Opening Statement for the Report of the Other Taxes Task Group

(Minneapolis, 1956) (mimeographed).
'21Criticism was also directed to the proposed allocation of tax proceeds.
22Another point of contention relates to the definition of "sales" in connection with

the use of the Massachusetts formula of allocation. Comments on the Report of the
"Other Taxes" Subcommittee (Minneapolis, 1956) (mimeographed).
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It would seem certain that the implementation of the minority sugges

tions would run into serious problems of administration. But their adoption
would improve the equity and acceptability of the tax. Minnesota is in a
rather unique position in that it appears to grant to its municipalities the
right to tax unearned income, allow exemptions, and even impose a gradu
ated rate schedule. 23 At the same time the State itself levies a progressive
and generally acceptable income tax. Thus it would seem that if municipal
income taxes were to be imposed in Minnesota they should be administered
jointly by local authorities and the State.24

Municipal General Sales Taxes
Taxes on the sale of tangible property at retail and on selected services

are the most important non-property revenue sources of local governments.
In 1955, 171 cities having populations of 10,000 and over realized $392
million, almost one-third of their property tax receipts, from the imposition
of local sales taxes.25 Prior to the Second World War, only New York and
New Orleans imposed a sales tax at the municipal level. Beginning in 1945,
however, a number of California cities adopted the tax and at the end of
1955, one or more cities in 10 states imposed sales taxes. 26

The fiscal importance of sales taxes in the budgets of local governments
is further illustrated by the fact that of the 13 per cent of all tax revenues
obtained from non-property taxes in 1953, 7 per cent, or more than half,
came from sales taxes, compared to the 1 per cent that was derived from
income taxes.27

In addition to general sales taxes, local governments impose selective
excises on a variety of commodities and services. Those most frequently
employed are taxes on gasoline, cigarettes, beer, liquor and admissions.28

Reliable statistics on general sales and use tax collections are available
for cities over 250,000 population only. In 1954 there were 9 such sales

2aThe legislation enabling Duluth to levy an income tax could be so interpreted.
Information provided by Lewis Kahn, op. cit.

24Joint administration and local surcharges do not solve all the problems in
municipal income taxation. In particular, the problem of allocation of business and
corporate income to the city in which that income originates would remain. However,
these problems would certainly be no more complex under joint administration and
tax supplements. For example, the State could ask business taxpayers to show on
their returns the location of plants, and the value of assets, sales, and payrolls at
these locations.

25Mable Walker, op. cit., p. 7.
261bid.
271n 1953 total local revenue from general sales taxes was over $427 million, of

which cities accounted for $418 million. U.S. Bureau of the Census, State and Local
Government Revenue in 1953 (Washington, 1954), p. 10.

28In 1955, one or more cities taxed admissions and amusements in 18 states,
cigarettes and tobacco in 10 states, motor fuels in 5 states, alcoholic beverages in 6
states and transient accommodations in 3 states. In addition, gross receipts taxes
were imposed by local units in 27 states and utility receipts were taxed by municipali
ties in 33 states. Municipal Year Book, op. cit., p. 210.
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tax cities in the United States. Table XIX. 4 provides information regard
ing their sales tax revenues. Collections per capita and per one per cent of
levy ranged from about $7 in Los Angeles to $15 in San Diego.29

Sales tax collections measured as a proportion of total tax revenue were
highest in New Orleans, where they accounted for nearly 30 per cent of the
total, and lowest in Pittsburgh, at less than 8 per cent of the total. Pitts
burgh is the only major city in the country that imposes both a sales and
an income tax. 30

The rates of tax ranged from 0.5 per cent in a number of cities to 3
per cent in New York City, which accounted for approximately one-half of
total local sales tax receipts in 1954. A rate of one per cent seems to be
the most popular. A number of California cities have increased their rates
to that level in recent years.

SPECIAL PROBLEMS OF MUNICIPAL SALES TAXES31

Sales taxes imposed at the municipal level add little to the advantages
attributed to this form of taxation at the state level. They do, however,
possess a number of shortcomings that are peculiar to the manner in which
they are typically imposed by the municipalities. In fact, some of the draw
backs of municipal sales taxes weaken the case in favor of sales taxes in
general.

The peculiar disadvantages of municipal sales taxes are those pertaining
to economic effects, administration and compliance. The most serious eco
nomic distortions of local sales taxes stem from the fact that these taxes
provide for haphazard differentiation among retailers. Thus, a single-outlet

20The figure of $21 for Pittsburgh is not comparable because Pittsburgh's tax is
a multiple-stage tax embracing manufacturers and wholesalers as well as retailers.

30A comparison of Tables XIX. 1 and 4 will show that while sales taxes are the
most important non-property revenue source for municipalities in the country as a
whole, they are not as important as income taxes, relative to total revenue, for any
given municipality. Municipal sales taxes appear to be less productive of revenue,
when measured per capita and per one per cent of levy, for cities of comparable
size and economic characteristics.

31In addition to sources previously cited, the following contain general informa
tion about local sales taxes: A. M. Hillhouse and M. Magelssen, Where Cities Get
Their Money (Chicago, 1945), pp. 50-63; J. S. Martel, "The Impact of State and
Local Sales Taxes on Business", Proceedings of the National Tax Association
(Sacramento, 1947), pp. 215-218; C. K. Alexander, "The Problem of Municipal Taxes
from the Taxpayer's Point of View", Proceedings of the National Tax Association
(Sacramento, 1948), pp. 31-34; "Local Financing in the Inflation Period", Proceedings
of the National Tax Association (Sacramento, 1952), pp. 115-139; W. C. Peterson,
"The Los Angeles City Sales Tax Administration", National Tax Journal, September,
1949; R. M. Haig and C. S. Shoup, The Financial Problem of the City of New York,
op. cit., pp. 191-240; Dixwell L. Pierce, "California Has a Sales Tax Headache",
National Tax Journal, June, 1953; California Senate Interim Committee on State and
Local Taxation, State and Local Sales and Use Taxes in California (Sacramento,
1953); City and County of Denver, Financing Municipal Government in Denver
(Denver, 1955), pp. 108-112; and J. F. Zimmerman, "The Administration Cost of the
Syracuse Sales Tax", National Tax JOllJ'llal, June, 1955.
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aSimilar rate is imposed on sales by manufacturers, wholesalers, and professionals.
bEffective October, 1954 the rate was raised to 1.0 per cent.

Source: The Tax Foundation, Facts and Figures on Government Finances, 1954-1955 (New York, 1955), pp. 195-197; Com
merce Clearing House, State Tax Reporters (Chicago, 1956); U.S. Bureau of the Census, Compendium of City Government Finances
in 1954 (Washington. 1955), pp. 25 and 34.

Table XIX. 4. Municipal General Sales, Use and Gross Receipts Taxes, Cities over 250,000 Population in 1950,
Selected Data, 1954

Sales tax
Sales tax collections

collections Sales tax per capita
Population Year Sales tax Total tax as per cent collections per one per

in 1950 tax Tax collections collections of total tax per capita cent of levy
(thousands) adopted rate (thousands) (thousands) collections (dollars) (dollars)

(dollars)

New york ..... 7,892 1934 3.0 299,989 1,092,564 27.5 38.01 12.67

Los Angeles ... 1,970 1946 1.0 13,478 81,069 16.6 6.84 6.84

Washington .... 802 1949 2.0 15,014 111,844 13.4 18.72 9.36

~ San Francisco .. 775 1947 0.5 4,956 63,285 7.8 6.39 12.78
f-O

Pittsburghu .... 677 1947 0.2 2,813 36,937 7.6 4.16 20.80

New Orleans ... 570 1938 1.0 6,814 23,120 29.5 11.95 11.95

Denver ....... 416 1948 1.0 4,123 22,894 18.0 9.91 9.91

Oakland .. _... 385 1946 1.0 4,303 17,826 24.1 11.18 11.18

San Diego ..... 334 1946 0.5 1J 2,496 12,620 19.8 7.47 14.94
-- --

Total-9 cities.. 13,821 353,986 1,462,159 24.2 25.61
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retailer may find himself at a competitive disadvantage with respect to
merchants in adjacent areas which are tax free or which impose a lower
rate of tax. 32 This may tend to distribute the location of retail establish
ments in a capricious manner. 33

Many municipalities exempt sales for delivery to out-of-city locations.
This exemption not only runs counter to the expressed desire to tax sub
urbanites and commuters, but it discriminates in favor of those retailers
who have outlets outside the taxing city but none inside it.34 Moreover, the
exemption of sales for out-of-town delivery adds rather substantially to the
cost of doing business.35

Other economic distortions due to municipal sales taxes are especially
pronounced in those states that impose a multiplicity of city taxes, fre
quently at varying rates and, more often than not, upon differing bases.
The burden of compliance on retailers varies with the type of business, its
organization and the geographic location of its customers. Out-of-state
shippers to California find that it is almost impossible to stay within the
law, given the complexity of the manifold regulations pertaining to filing,
exemptions, treatment of deliveries and other regulations under the sales
and use taxes.36

32It must be noted that there is no conclusive evidence in support of this conten
tion. The Denver Report is inclined to believe that there is some loss of trade to
merchants in border areas. Gp. cit., p. 7. Stocker, op. cit., pp. 37-40, examines a
number of cases and concludes that the loss, if any, is minor. There is evidence,
however, of accelerated purchases in anticipation of an imposition or an increase in
the rate of a sales tax. This may indicate that taxpayers are aware of tax conse
quences. In any event two things have to be borne in mind. Whether or not retail
sales tax differentials are sufficient to deflect trade to other channels, merchants
subject to tax are convinced that they do. Cf. Division of Research and Statistics,
California State Board of Equalization, What's Next in Local Sales Taxes? (Sacra
mento, 1951), p. 13. Also, while in a period of prosperity minor differences in prices
of commodities may have little effect on consumer purchases, the situation may be
drastically different in the event of a recession. Marvel Stockwell, "Local Sales
Taxes", Proceedings of the National Tax Association (Sacramento, 1947), pp. 233-241.

33California Senate Interim Report, op. cit., pp. 32-33.
34For example, under California practice, a customer can purchase a commodity

in an out-of-city store that has no outlet in his city of residence, and escape the pay
ment of the use tax. It is interesting to note that use taxes (compensating taxes for
purchases made in other jurisdictions) have been enacted by the majority, though by
no means all, of the sales tax cities, in part to protect the local retailer against non
tax competition. In effect, however, in those states where taxing municipalities are near
each other, the use ta-"{ device actually involves the local retailer in losses. Pierce,
op. cit., pp. 170-171.

35It is alleged that many peninsula residents who live in non-tax localities, require
that their San Francisco purchases be shipped to them, no matter how small the
purchase or the package. Vincent D. Kennedy, "Interrelating of Sales Taxes Imposed
by State and Local Taxing Authorities", Proceedings of the National Tax Association
(Sacramento, 1951), p. 434.

36In those instances where the liability for payment of the use tax is on the
purchaser (or user) it becomes a "duty more honored in breach than observance",
especially under the limited administrative facilities available for enforcement. Pierce,
op. cit., p. 170.
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Other disadvantages of municipal sales taxes are less amenable to analy
sis. It is contended, for example, that whenever city taxes are superimposed
on state taxes the deflationary impact of sales taxes is accentuated. It is
also feared by some that sales tax collections may suffer as a result of the
imposition of city sales taxes. The real test of the validity of these conten
tions is not likely to come under conditions of general prosperity.37 Dixwell
Pierce, California's Commissioner of the State Board of Equalization, sums
up the case against local sales taxes as follows: 38

"Evidence is accumulating steadily that sales and use taxes are not
adapted to indiscriminate local administration."

The shortcomings of the sales tax at the state level are intensified at the
local level, while its advantages, on the other hand, are substantially re
duced.

SUGGESTED REMEDIES

Many of the shortcomings of local sales taxes could be mitigated were
these taxes centrally administered, collected by the state and distributed
back to the local units on the basis of the location of the taxpayer.3ll Thus,
a uniform tax, collected by the state, and distributed to the cities and to the
counties has been advocated for California.4.0

A state-imposed and collected uniform sales tax appeals to many because
of its simplicity and relative ease of administration. It does, however, re
strict the range of municipal "home rule". In particular, it might compel
certain cities to accept sales tax revenues even though the citizens of those
cities may not want them. The California Senate Interim Committee op
posed the imposition of a state tax at a higher rate, with the proceeds of
the additional rate going to local units. 41

The device of tax supplements combines the advantages of central ad
ministration and enforcement with financial independence of local units.
It requires, however, a base that is essentially the same for the state and
for the cities.42

37Some students feel that political considerations may, in some cases, militate
against the success of the tax. In general, however, the acceptance of the tax in
creases with time. ct. Stocker, op. cit., pp. 43-44.

38Pierce, op. cit., p. 169.
89This remedy would, of course, apply only to cities located in states that impose

sales taxes.
40Pierce, op. cit., pp. 172-175. California counties, unable to impose a sales tax,

are said to be discriminated against under the present system.
41Repol't, op. cit., p. 13. The Committee was, on the other hand, strongly in favor

of state legislation to insure uniformity among municipalities and it recommended
legislation to enable counties to impose sales taxes.

42Mississippi is the only state that uses sales tax supplements. The major difference
in the tax base lies in the municipal exemption of sales for out-of-town delivery. No
major difficulties have been encountered on this account, however. The state rate in
Mississippi is 2 per cent, to which 9 cities add a tax of 0.5 per cent. The cities pay
the state 5 per cent of returnable collections. A similar arrangement was authorized,
in 1947, in Illinois, where the share to be retained by the state was set at 6 per cent.
As yet, no Illinois city imposes a sales tax. Stocker, op. cit., p. 35.
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MINNESOTA AND THE MUNICIPAL SALES TAX

Municipal sales taxes add nothing to the positive case in favor of sales
taxes, but, on the contrary, provide additional ammunition to the opponents
of this form of taxation. This is particularly true in Minnesota for at least
two reasons. In the first place, as long as the State has no sales tax, munici
pal levies will retain all the shortcomings discussed above, with little
remedial action possible. In the second place, it is impossible for the cities to
"coordinate" sales and income taxes, a form of sales taxation that might
be appropriate to Minnesota in the event that it were decided to adopt a
sales tax.43

The potential yield of a sales tax in the larger cities could be expected to
range from about $7 to $10 per capita for each 1 per cent in the tax rate
if food and medicine were exempt. Thus at rates ranging from .5 to 1 per
cent the local sales tax could be employed as a substitute for the personal
property tax or as a means of financing increasing expenditures without
resort to additional property taxes. It is likely that, with the exemption of
food and medicine, a sales tax would be rather less regressive and a lesser
deterrent to business expansion than the property tax.

((Wheelage" Taxes
Municipal taxes imposed on motor vehicles using city streets are com

monly referred to as "wheel" taxes. The term is not particularly appro
priate. Commonly such taxes are based on horsepower, laden or unladen
weight, or else are imposed at a flat rate per vehicle.44

In 1955, one or more cities in 12 states were imposing taxes on motor
vehicles. Precise information is not available but it is estimated that 134
cities with populations of over 10,000 were using motor vehicle taxes to
produce re-venues of about $40 million. The number of cities with popula
tions of less than 10,000 employing this source of revenue probably runs
into several hundred.46

At least 13 states authorize their local units to levy motor vehicles taxes.
Twenty-four states specifically prohibit the imposition of such a tax. In the
remainder of the states the legal status of these taxes is uncertain.46

43The Citizens League of Greater Minneapolis was, in 1954, opposed to considera
tion and adoption of a sales tax for the city. Statement of Taxation and Borrowing
Policy for Minneapolis (Minneapolis, 1954) (mimeographed), p. 12.

HI. Isakoff and G. Y. Steiner, ed., Illinois Municipal Revelwe (Urbana, 1953),
p.84.

'!6Municipal Year Book, 1955, op. cit., p. 211. In 1952 over 250 municipalities in
lllinois were taxing motor vehicles. Isakoff and Steiner, op. cit., p. 74.

46In 1945, Arkansas, lllinois, Kentucky, Missouri, Nebraska, Nevada, North
Carolina, South Dakota, Tennessee, Utah, Virginia and Minnesota were the states
granting the tax privilege to their municipalities. Cities in South Dakota and Minne
sota, however, did not impose motor vehicle taxes. On the other hand, in 1940, one
Florida municipality imposed an unchallenged registration tax, in spite of a statutory
prohibition by the state. Hillhouse and Magelssen, op. cit., p. 84. In 1947, under the
New York Enabling Act, the City of New York was authorized to levy motor vehicle
taxes. Haig and Shoup, op. cit., p. 290.
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The tax is most popular in lllinois, Missouri, Virginia and North Caro
lina. Three-fourths of all cities over 10,000 population using the tax are
in these 4 statesY

Most states prescribe maximum rates of tax but only in a few cases is
the maximum rate actually imposed by the taxing municipality. While the
total revenue obtainable from motor v~hicle taxes is rarely a major pro
portion of total municipal revenue, their yield is relatively stable. A num
ber of cities manage to collect a significant per capita amount from the tax.
In lllinois, where the tax is used by a substantial proportion of even the
smallest municipalities, the average per capita yield was, in 1950, about
$1.20. The range was from $0.45 to $2.33. 48 Owensburg, Kentucky, col·
lected $3.40 in 1952, the highest per capita yield reported.40

The proceeds of the motor vehicle tax go, in the vast majority of cases,
to the support of expenditures on streets and city access roads. In some
cases the municipalities are allowed to use the proceeds for traffic police
and highway testing stations but only in rare cases can the revenue be used
for general revenue purposes.50

SPECIAL PROBLEMS OF MOTOR VEHICLE TAXATION

The rationale for the taxing of motor vehicles at the municipal level
rests on the application of the benefit principle to the financial problems
of the cities. Operators of motor cars and trucks derive benefits from cities'
expenditures on streets and traffic control and may be called upon to con
tribute directly to the cost. At the same time, these owners are subject to a
variety of other taxes related to their ownership of vehicles and the ap
parent reluctance of municipalities to impose maxinlUm tax rates may be
due to this consideration.51

As long as the tax rates remain moderate the economic effects of wheel
age taxes are of minor importance. But the rates are likely to be sufficiently
high to necessitate strict enforcement, both to protect revenue and to in
sure equity.

In fact, effective enforcement is the main problem in municipal motor
vehicle taxation. The tax is usually collected from the taxpayer in connec
tion with his application or payment of the state registration tax. The right
to collect taxes at the municipal level is usually confined to its application

<17Isakoff and Steiner, op. cit., p. 86.
48Ibid., p. 74. In Illinois and in other states the maximum rates allowable by the

state are graduated according to population.
49Stocker, op. cit., p. 52.
50In Illinois, cities over 3,000 population may use up to 35 per cent of the tax

proceeds for salaries of traffic police. ct. Illinois Legislative Commission, Municipal
Revenue Problems (Springfield, 1953), pp. 21-23.

51Ibid., p. 46. The benefit principle is not applicable where the revenue from
wheelage taxes is not earmarked for highway use. For a fuller discussion of the
theories underlying highway user taxes see Chapter XIII.
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to residents of the municipality,52 but city streets and facilities are also used
by many vehicles whose owners are temporary residents or who reside
elsewhere but operate personal and business vehicles within the taxing
jurisdiction.

For effective administration of municipal wheelage taxes, dovetailing
arrangements with the state registration program are well-nigh a pre
condition of success. Most taxing cities do rely on access to state motor
vehicle registration data, but this is not always sufficient. In some states
the registration of vehicles is on a county basis and this presents possi
bilities of evasion and avoidance. Street checks, used in some cities, have
to contend with the discrepancies between county and city registrations.
Some vehicle owners may choose to register vehicles just outside the city
limits. 58

An interesting device to facilitate the enforcement of wheelage taxes was
recommended in 1953 by the Illinois Legislative Commission on Municipal
Finance. It suggested that the application for state licenses contain a de
tachable stub on which the owner would be required to give his name,
residence, and the make, horsepower and age of the vehicle. The stub
would then be forwarded to the county clerks for inspection by the taxing
municipalities. 54

MINNESOTA AND THE WHEELAGE TAXES

In Minnesota any city, borough or village may impose a wheelage tax.55

The Legislature has set the limits of wheelage tax rates at $15 for trucks
and $10 for other vehicles in the case of cities of the first class with popu
lations in excess of 450,000 (Minneapolis). For cities of the first class with
populations below 150,000 (that is, Duluth), the limits are set at $50 for
trucks and $5 for other vehicles. 56

No Minnesota municipality has, as yet, availed itself of the opportunity
to levy a tax on motor vehicles. The 1954 Statement of the Citizens League
of Greater Minneapolis did, however, express the view that such a tax
would be acceptable for the city.57

The CLIC Task Force, in its recent statement, gave a qualified endorse-

52Paducah, Kentucky did, in 1945, impose a tax on non-residents using city
streets. The charge was sustained on the grounds that it was a police regulation
measure rather than a tax. Hillhouse and Magelssen, op. cit., p. 85.

63It is contended that the failure of the motor vehicle tax in the city of Bing
hampton, New York, was due in large measure to the fact that the state of New
York registers vehicles on a county basis. Binghampton imposed the tax in 1949 and
repealed it in the following year. Stocker, op. cit., p. 52.

54Municipal Revenue Problems, op. cit., po 22.
55Minnesota Constitution, Art. XVI, Sec. 3. The passage in November of Amend

ment Number 2 will permit other local units to impose the tax.
56The alternative maximum is 20 per cent of the State motor vehicle tax generally

and 25 per cent for cities of the first class with populations of less than 150,000. The
statute also provides for minor exemptions. See Minnesota Statutes, 1953, Ch. 426.05.

67Statement of Taxation and Borrowing Policy for Minneapolis, op. cit., p. 11.
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ment to a city wheelage tax. On the basis of its estimates of vehicle registra
tions in Minneapolis, it calculated that the maximum potential revenue
from this source would be about $2.5 million in 1956 or 1957.58

In view of the fact that the State legislature is apparently anxious to open
this revenue source to the cities, there should be little difficulty in securing
the cooperation of State authorities necessary for effective administration
and enforcement of wheelage taxes. Whether or not such taxes are the best
available means of reimbursing municipalities for their highway costs is
debatable. What is certain is that municipalities have a sound claim to a
part of the total highway user charges collected in the State.

Other Local Non-Property Taxes and Charges
In addition to income, sales and motor-vehicle taxes, many cities and

other local units of government now impose a wide variety of other non
property taxes. Most common among them are gross receipts and business
license taxes, admission and amusement taxes, taxes on the gross receipts
of public utilities,59 and excises on beer and liquor, cigarettes and motor
fuels. Although widely used these taxes are generally productive of only
comparatively minor amounts of revenue, possess all of the shortcomings
of selective excises imposed by the federal and state governments, and are
not well adapted to administration by most units of local government.

One source of non-property tax revenue which could well be quite pro
ductive while not adding to administrative difficulties or costs may be
found in the adjustment of various fees, licenses and other charges which,
typically, have not kept pace with inflation in governmental costs. In most
instances such charges have never been sufficiently closely related to the
costs of services provided or of inspection and control.

In many municipalities services which could be, and in a large number
of cities are, financed by means of charges that vary with the extent to
which particular public facilities are used continue to impose a substantial
drain on general tax revenue. Most common among such service charges are
those imposed for sewage disposal and garbage and refuse collection. There
is much to be said as well for a more widespread use of the special assess
ment, not only for financing street and sidewalk improvement, but also for
street lighting, the provision of parking facilities in neighborhood or down
town shopping centers, and other projects of major interest to residential
neighborhoods and business districts within urban municipalities.

Conclusions
Local non-property taxes are not only most feasible for use by the larger

cities but it is these cities that are most in need of supplementing or even
supplanting, in part, their heavy reliance on property taxes. The same

58Suggested Opening Statement, op. cit. It should be noted that motor vehicle
registrations in Minnesota are on a county basis.

59Both Minneapolis and S1. Paul now impose taxes on the gross receipts of electric
utilities.
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factors that make the property tax less satisfactory than it has been in the
past as the one major city source of tax revenue also make it desirable to
look to non-property taxes to an increasing extent. Not very many years ago
almost all persons and business enterprises enjoying the benefits of the
city's services lived or were located in the city and could be reached
through its property tax. But the accelerating movement of residents, in
dustries60 and shopping centers to suburban fringe areas means that an
increasing number of people live in one community, work in another and,
perhaps, commute to still others for amusement, shopping, and so forth.
This rapidly rising commuter and contact population, enjoying many of
the services of the larger cities, does not, under the property tax, con
tribute to the financing of these services.

The need for non-property taxes arises as a consequence of this factor
and also because of the other serious shortcomings of the property tax as a
means of financing the rising costs of government. Moreover, if a major
segment of the local property tax base should be removed, through reduc
tion in the classification ratio applicable to personal property, for example,
it is the larger cities whose revenues would be most affected. It is these cities
too that are likely to find themselves paying more in higher State taxes
than they can expect to receive in increased State aid if the latter means
of replacing lost revenues is resorted to.

In considering the selection of non-property taxes cities must look to
taxes or, preferably, a tax, that lends itself reasonably well to local ad
ministration, can be expected to produce the required amount of revenue,

. is equitable, will not be likely to be oppressive to local industry and trade,
and will reach the commuter population.61

The one tax that appears to be most nearly capable of meeting these
requirements is the municipal income tax. While an income tax at the local
level does entail major difficulties with respect to the problems involved in
reaching property income and capital gains and it may not be adminis
tratively feasible to provide for exemptions, deductions and graduation,
these shortcomings appear to be more than outweighed by its advantages.
We are not really faced with the choice between the municipal income tax
in the form in which it is typically found and an "ideal" income tax, but
rather, the choice lies between this tax and further reliance upon the
property tax or resort to a sales tax, with their far more serious shortcom
ings, including their inability to reach the commuter.

If the municipal income tax is to serve its desired function as fully as
possible cities should be permitted to tax the income of residents and the
income of non-residents earned in the city. The more serious equity and
administrative problems can be solved most readily if cities in Minnesota
resort to supplements to the State-administered tax rather than to a com
pletely independent municipal tax.

60Dr. Walker suggests that more than 150 industrial centers have been established
in outlying areas in the United States. Gp. cit., p. 4.

611bid., pp. 4-5.
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Experience in the 48 cities having populations of over 10,000 which
imposed income taxes in 1955 suggests that at a rate of between .5 and 1
per cent Minnesota cities could realize between one-half and two-thirds
as much as they now do under their property taxes. 02

62The 48 cities in 1955 realized a total yield of $109 million, or 65.3 per cent of
their property tax revenues. Ibid., p. 7.
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CHAPTER XX

State-Local Financial Relations
in Minnesota

GENERALLY we begin with the twin premises that the governmental unit
that spends public funds is the one that should be responsible for levying
the necessary taxes and that both taxes and expenditure functions should
be administered by the governments that are best suited to their adminis
tration. A conflict arises, typically, between these two premises because
there is no necessary coincidence between the cost of providing the desired
services and the revenues that can be realized through the imposition of
the appropriate taxes. We may agree, for example, upon the distribution
of functional responsibilities between the state and its local subdivisions
and upon the kinds of taxes that should be levied by each. But this is likely
to result in one level of government having access to more funds than it
needs while the other's revenues may fall far short of its requirements. The
alternatives then available are either a redistribution of functions or a
transfer of revenues collected by one government to another. In practice
both alternatives have been followed in degrees that vary widely among
the states.

A second reason for the introduction of state-local transfers arises as
a consequence of the fact that many services provided by local governments
redound to the benefit of persons and btl~inesses other than those who
contribute directly to their support. This may be illustrated in the case of the
person who, having been educated in a rural school district, moves to the
city, or in the case of non-resident users of township, municipal or county
roads. It may well be argued that both education and local highways should
be financed in some part at least by state-collected taxes, since the expendi
ture benefits accrue in part to people other than those who pay local taxes.

When there is a statewide interest in the level of services provided by
local units of government and, at the same time, there are gross differences
in taxpaying capacities among such units, state grants designed to equalize
financial capacity may be warranted. It is comqlonly held that all children "
in the state, irrespective of where they may livc, should be afforded the':
opportunity to attain at least a basic minimum level of education. Similat<,
interest attaches to the care of the indigent aged, dependent children, and":
soforth.i<

Finally, in the interests of equity, economic effects and administrative);
efficiency, it may be desirable to replace a locally administered tax with:
one that can be administered adequately at the state level. In this event<)<
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state payments to local subdivisions, as in the case, for example, of Minne
sota's bank excise tax or Michigan's tax on intangibles, may be regarded
simply as the distribution by the state of revenues that "belong" to local
governments but which are collected on their behalf by the state.

Intergovernmental Financial Relations in the 48 States
The importance of intergovernmental revenues to the various kinds of

local units of government in the United States is indicated in Table XX. 1.
We find that in 1953 more than 30 per cent of the total revenue of all local
governments was received in the form of grants-in-aid, shared taxes and
other intergovernmental transfers. The relative importance of such trans
fers ranged from 42 per cent of total revenue for school districts and 40
per cent for counties to 19 per cent for cities and 12 per cent for special
districts.

The Table makes it clear that there is a great deal of variation among
the states with respect to the degree to which local units are dependent
upon intergovernmental receipts. These receipts accounted for 59 per cent
of total local revenue in New Mexico, at one extreme, and, at the other,
only 8 per cent in New Hampshire. Variation is even more marked in the
case of the various kinds of local units. Cities in Wisconsin, for example,
obtain almost 35 per cent of their revenue in the form of intergovernmental
transfers, whereas in Nevada the corresponding percentage is only .2.

Table XX. 1 must be interpreted carefully and read in conjunction with
Table XX. 2 because differences among the states in the relative importance
of state (and to a minor extent, federal) aid to cities, counties, school dis
tricts, and special districts depend to a large extent upon the distribution
of functional responsibilities among local units of government. The fact,
for example, that state aid to cities is comparatively high in Massachusetts
and that school districts receive nothing is a consequence, simply, of the
fact that primary and secondary education in Massachusetts is a part of the
municipal function rather than that of separate school districts. Similarly,
functions performed by townships in many states are performed by coun
ties or by the state itself in others. State aid, as we have pointed out above,
is often the alternative to assumption of complete or partial state responsi
bility for a particular function. Thus in more than two-thirds of the states
local units play no role in the administration and financing of the categori
cal aid programs under the federal Social Security Act, while in the other
states these units bear varying shares of the cost of matching federal grants.

State aid in Minnesota in 1953 appears to have accounted for a some
what larger proportion of local revenues than it did in all 48 states - 33.1
per cent, compared with 30.8 per cent. This difference, however, is readily
explained by the fact that counties in Minnesota are required to assume
responsibility for categorical assistance and general relief while the largest
part of the funds distributed to beneficiaries in the county are contributed,
in the form of grants-in-aid, by the federal government and the State.
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Table XX. 1. Intergovernmental Revenue as a Percentage of Total Revenue, by Major Types of
Local Government, by States, 1953

Local School Special
States total Cities Counties Townships districts districts

(rank order appears in parentheses)

Alabama ................. 52.9 ( 2) 12.3 (26) 52.5 ( 6) · . .. ( .. ) 71.7 ( 4) 22.2 (11)
Arizona .................. 38.8 (17) 25.9 ( 7) 51.3 ( 8) · . .. ( .. ) 40.6 (24) 0.1 (47)
Arkansas ................. 42.5 (10) 19.7 (14) 48.0 (10) · . .. ( .. ) 49.7 (16) 12.0 (22)
California ................ 38.2 (18) 19.1 (16) 50.7 ( 9) · . " ( .. ) 45.3 (20) 2.9 (38)
Colorado ................. 41.8 (13) 29.9 ( 5) 71.2 ( 1) · . .. ( .. ) 25.6 (37) 2.1 (42)

Connecticut ............... 14.4 (44) 9.2 (32) 40.2 (22) 18.7 (10) 60.5 (12) 14.6 (19)
Delaware ................. 43.9 ( 9) 31.5 ( 4) 17.9 (35) · . .. ( .. ) 80.6 ( 2) 5.9 (29)
Florida ................... 29.2 (30) 1.8 (46) 25.3 (33) · . " ( .. ) 51.2 (15) 36.6 ( 3)
Georgia .................. 42.1 (12) 2.3 (44) 30.7 (30) · . .. ( .. ) 69.5 ( 7) 35.4 ( 4)

V1 Idaho .................... 29.6 (28) 9.4 (31) 29.2 (31) · . .. ( .. ) 38.3 (28) 31.7 ( 6)

;::; ILLINOIS ................ 20.3 (42) 15.4 (20) 40.7 (19) 3.1 (18) 20.4 (38) 2.1 (42)
Indiana ................... 29.9 (27) 14.0 (23) 45.5 (13) 00.7a (20) 30.4 (34) 1.5 (45)
IOWA ................... 25.3 (35) 17.8 (19) 26.9 (32) · . .. ( .. ) 27.7 (36) 13.6 (21)
Kansas ................... 32.5 (22) 13.8 (24) 39.7 (24) 11.2 (14) 36.8 (30) 5.8 (30)
Kentucky ................. 31.8 (23) 13.4 (25) 32.4 (28) · . .. ( .. ) 43.1 (23) 6.1 (28)

Louisiana .... . . . . . . . . . . . .. 48.4 ( 4) 19.2 (15) 45.8 (12) · . " ( .. ) 70.9 ( 5) 9.5 (25)
Maine .................... 13.8 (46) 8.2 (34) 4.7 (46) 18.9 ( 9) 88.7 ( 1) 4.9 (33)
Maryland ................. 35.7 (20) 33.9 ( 2) 39.9 (23) · . .. ( .. ) . . .. ( .. ) 14.7 (18)
Massachusetts ............. 28.7 (31) 29.1 ( 6) 13.5 (39) 27.3 ( 5) . . .. ( .. ) 43.6 ( 2)
Michigan ................. 40.9 (14) 25.4 ( 8) 44.1 (16) 61.5 ( 1) 51.5 (14) 28.7 (10)

MINNESOTA. . . . . . . . . . . .. 33.1 (21) 12.2 (27) 40.5 (21) 10.0 (15) 43.4 (22) 32.1 ( 5)
Mississippi ................ 45.1 ( 7) 7.3 (36) 59.1 ( 2) · . .. ( .. ) 32.4 (33) 8.6 (26)
MISSOURI ............... 22.8 (40) 7.0 (38) 6.6 (44) 11.4 (13) 39.3 (27) 7.0 (27)
Montana ................. 26.8 (34) 1.4 (47) 5.9 (45) · . .. ( .. ) 52.7 (13) 2.5 (39)
NEBRASKA .............. 25.0 (36) 7.2 (37) 45.5 (13) 5.1 (17) 18.9 (40) 5.0 (32)
Nevada ................... 23.9 (38) 0.2 (48) 16.5 (37) · .. , ( .. ) 64.4 ( 9) 4.8 (34)
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Table XX. 1. (Continued)

States
Local
total Cities Counties Townships

(rank order appears in parentheses)

School
districts

Special
districts

New Hampshire 8.3 (48)
New Jersey 10.6 (47)
New Mexico 59.1 ( 1)
New York 24.5 (37)
North Carolina 28.0 (32)

NORTH DAKOTA 31.0 (25)
Ohio 31.7 (24)
Oklahoma 42.2 (11)
Oregon 29.6 (28)
Pennsylvania 22.9 (39)

Vl Rhode Island 18.8 (43)
;:; South Carolina 49.8 ( 3)

SOUTH DAKOTA _. _. 14.3 (45)
Tennessee 45.5 ( 6)
Texas 27.5 (33)

Utah . . . . . . . . . . . . . . . . . . . .. 30.0 (26)
Vermont 22.7 (41)
Virginia 39.5 (16)
Washington 44.8 ( 8)
West Virginia 46.2 ( 5)

WISCONSIN 38.2 (18)
Wyoming 40.1 (15)

All States . . . . . . . . . . . . .. 30.8

5.8 (41)
4.2 (43)
6.3 (39)

21.1 (12)
20.1 (13)

4.9 (42)
23.2 (10)
11.9 (28)
14.6 (22)
6.3 (39)

18.7 (17)
10.3 (29)
9.5 (30)

33.9 ( 2)
8.2 (34)

15.3 (21)
8.4 (33)

24.3 ( 9)
23.1 (11)
2.2 (45)

34.6 ( 1)
18.6 (18)

18.6

. . .. ( .. )
21.5 (34)
44.7 (15)
33.3 (25)
33.1 (27)

31.5 (29)
53.2 ( 5)
56.3 ( 4)
33.3 (25)
11.8 (40)

. . .. ( .. )
40.6 (20)

9.3 (42)
51.5 ( 7)

7.9 (43)

17.6 (36)
14.3 (38)
57.3 ( 3)
43.9 (17)
10.9 (41)

46.2 (11)
42.5 (18)

40.3

16.9 (11)
6.2 (16)

· . .. ( .. )
22.2 ( 7)
· . .. ( .. )

1.2 (19)
45.5 ( 2)
· . .. ( .. )
· . .. ( .. )
26.5 ( 6)

19.4 ( 8)
( .. )

14.7 (12)
( .. )
( .. )

( .. )
29.4 ( 4)
· . .. ( .. )
N.A. ( .. )

( .. )

35.1 ( 3)
( .. )

23.3

6.2 (43)
17.3 (42)
79.0 ( 3)
39.7 (26)
. . .. ( .. )

46.4 (19)
28.5 (35)
44.1 (21)
36.8 (30)
37.1 (29)

( .. )
63.3 (11)
19.8 (39)
69.8 ( 6)
49.3 (17)

39.9 (25)
18.7 (41)
. . .. ( .. )
68.8 ( 8)
63.9 (10)

32.9 (32)
47.7 (18)

42.1

20.4 (12)
18.2 (15)

1.9 (44)
3.0 (37)

31.1 ( 8)

4.4 (35)
14.3 (20)
29.4 ( 9)

3.6 (36)
20.0 (13)

14.9 (17)
19.7 (14)
. . .. ( .. )
66.1 ( 1)
15.7 (16)

0.7 (46)
2.4 (40)
9.7 (24)
2.3 (41)

10.8 (23)

31.2 ( 7)
5.1 (31)

12.3

aLatest year available, fiscal 1951.

Source: U.S. Department of Commerce, Bureau of the Census, State and Local Government Revenue in 1953 (Washington, 1954),
pp.20-26.



Table XX. 2. State Payments to Local Governments, by Function, as a Percentage of Total State Aid,a All States, 1955

Total payments
to local gov-
ernmentas a
per cent of

Public Health and total state
Education Highways welfare hospital Other expenditure
(per cent) (per cent) (percent) (per cent) (per cent) (per cent)

Alabama .................. 67.6 23.9 0.0 2.7 5.7 39.9
Arizona ................... 44.2 13.5 0.0 0.4 41.9 30.8
Arkansas .................. 69.0 19.1 0.0 0.2 11.7 27.5
California ................. 47.2 9.4 31.2 1.6 10.7 52.6
Colorado .................. 17.5 15.0 65.8 0.5 1.1 49.2

Connecticut ................ 69.7 4.6 7.9 0.1 17.7 11.8
Delaware .................. 85.2 1.5 11.3 0.0 2.0 22.0
Florida .................. " 78.1 11.6 0.0 2.6 7.7 29.4

Ul Georgia ................... 75.6 15.1 2.3 6.7 0.3 29.7
:p: Idaho..................... 53.4 35.3 0.0 1.7 9.5 22.4

ILLINOIS ................. 44.1 36.2 17.1 2.0 0.6 29.9
Indiana ................... 50.4 27.4 18.4 0.8 3.1 37.4
IOWA .................... 30.3 37.3 0.1 0.7 31.6 32.6
Kansas . . . . . . . . . . . . . . . . . . .. 32.5 17.2 39.3 0.4 10.6 36.7
Kentucky . . . . . . . . . . . . . . . . .. 82.2 4.4 0.0 5.2 8.2 20.3

Louisiana . . . . . . . . . . . . . . . . .. 66.8 6.1 0.0 1.5 25.7 30.1
Maine .................... 55.6 29.5 4.7 1.2 9.0 12.8
Maryland . . . . . . . . . . . . . . . . .. 34.9 23.5 16.6 0.4 24.6 36.7
Massachusetts .............. 21.4 3.3 48.8 0.4 26.2 38.3
Michigan .; . . . . . . . . . . . . . . .. 53.4 23.8 2.5 3.0 17.3 44.3

MINNESOTA ............. 53.5 10.0 28.8 0.6 7.1 40.9
Mississippi. . . . . . . . . . . . . . . .. 59.7 27.0 0.0 1.0 12.4 34.8
MISSOURI ..... . . . . . . . . . .. 85.8 4.0 0.0 2.0 8.2 19.8
Montana .................. 90.4 0.9 2.8 0.0 6.0 17.9
~BFU\SRJ\ ............... 15.0 37.0 45.3 0.5 2.3 30.6
Nevada ................... 73.3 19.4 0.0 3.2 4.2 22.0
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Table XX. 2. (Continued)

Total payments
to local gov-
ernmentas a
per cent of

Public Health and total state
Education Highways welfare hospital Other expenditure
(per cent) (per cent) (per cent) (per cent) (per cent) (per cent)

New Hampshire ...... " .... 38.4 10.1 0.0 0.0 51.5 5.9
New Jersey ................ 49.2 19.0 23.8 5.2 2.8 17.0
New Mexico ............... 91.4 4.4 0.0 0.4 3.8 42.8
New York ................. 47.4 5.7 29.1 4.0 13.9 33.8
North Carolina ............ 25.9 7.4 49.0 5.0 12.7 17.0

NORTH DAKOTA .... . . . .. 61.9 28.4 1.4 0.5 7.7 21.0
Ohio ...................... 34.8 32.0 16.4 1.3 15.5 36.4
Oklahoma ................. 62.9 33.8 0.0 1.0 2.3 28.0

Ul Oregon.................... 62.1 31.5 1.5 0.1 4.9 25.3
~ Pennsylvania ............... 79.2 13.2 0.0 (b) 7.6 24.6

Rhode Island ......... ~ . . .. 29.7 1.0 21.7 1.5 46.1 16.9
South Carolina ............ , 83.3 6.4 0.0 2.3 8.1 37.5
SOUTH DAKOTA ......... 64.5 18.4 2.7 2.2 12.3 9.9
Tennessee ................. 63.8 23.5 0.0 2.8 9.9 37.2
Texas ..................... 92.5 5.5 0.0 1.3 0.7 31.2

Utah ..................... 85.2 9.3 0.0 0.2 5.3 28.9
Vermont .................. 53.3 44.1 1.7 0.0 0.9 21.3
Virginia ..... . . . . . . . . . . . . .. 61.8 5.9 17.7 0.6 14.1 32.3
Washington ............ " .. 70.1 13.3 0.0 5.7 10.9 32.7
West Vrrginia .............. 95.5 0.0 2.3 1.6 0.5 25.5
WISCONSIN .............. 16.1 20.8 18.7 3.5 40.9 58.0
Wyoming .................. 51.7 11.4 18.8 1.3 16.7 34.7

All states .................. 52.7 15.2 17.5 2.1 12.5 34.9

aIncludes federal aids apportioned to local governments. bLess than .05.
Source: U.S. Department of Commerce, Bureau of the Census, Compendium of State Government Finances in 1955 (Washington,

1955), pp. 8 and 28.
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Staff Report

Minnesota ranks 27th, 21st and 22nd in the proportions of city, county
and school district revenue, respectively, accounted for by intergovern
mental revenue. Among these 3 kinds of local units school districts are by
far the most important recipients of State aid, with 53 per cent of total
State aid being accounted for by education. Minnesota school districts ob
tained 43 per cent of their total revenue from the State in 1953, compared
with 42 per cent for all states, 20 per cent in Illinois, 28 per cent in Iowa,
39 per cent in Missouri, 19 per cent in Nebraska, 46 per cent in North
Dakota, 20 per cent in South Dakota, and 33 per cent in Wisconsin. State
aid to cities in Minnesota, however, was well below the national average,
accounting for only 12 per cent of their total revenue compared with 19
per cent for all cities in the United States.

Inter-state comparison is not as meaningful in this instance, however,
because in many states education is a function of the city government and
state aid for this purpose is included in the intergovernmental receipts of
cities. State aid to cities is, proportionately, of greater importance in the
neighboring states of Illinois and Iowa, where city budgets do not include
expenditures for education, but of considerably lesser importance in Mis
souri, Nebraska, and North and South Dakota. The 35 per cent of city
revenue accounted for by state aid in Wisconsin is attributable in substan
tial measure to the fact that Wisconsin cities play a large financial role in
the operation and financing of the public schools.

Similarly, the comparative role of state aid in county financing is difficult
to assess because of differences among the states in the allocation of func
tional and ·financial responsibilities. Minnesota's counties, with 40 per cent
of their revenue obtained in the form of intergovernmental transfers, lie
above the median in this respect, but are in an almost precisely average
position, 40 per cent of the revenue of all counties in the United States be
ing accounted for by receipts from other governments.

The data presented in Table XX. 2 indicate that State payments to local
governments in Minnesota in 1955, at 41 per cent of total State expendi
tures, represent a higher proportion of state expenditures than is to be
found in 42 of the 48 states. The average for all states was 35 per cent.
The high ranking of Minnesota in this respect is attributable largely to
State grants for public welfare purposes, a function which is a major local
responsibility in a minority of the states. State aid for education accounted
for about the same proportion of State expenditures as it did, on the average,
in all states, and State aid for highways, health and hospitals and "other"
was, in each case, considerably below the average of state expenditures for
these purposes in all 48 states.

Intergovernmental Revenues in Minnesota in 1955
An outline of the structure of intergovernmental revenue in Minnesota

in fiscal 1955, in terms of the amounts involved, kinds of transfers, and its
distribution among the principal recipients - counties, school districts and
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State-Local Financial Relations in Minnesota
municipalities - is presented in Table XX. 3. More than $143 million was
distributed to local units of government, of which $30 million came from
the federal government, largely through State channels, and $113 million
consisted of taxes and other revenues collected by the State. Of the total
sum received by local governments all but $8.6 million in shared taxes was
earmarked for specific functions. The most important of these functions
was education, which accounted for $76 million, considerably more than
half of the total. Public welfare ranked second, with $41 million having
been distributed to the counties for various welfare purposes. Highways,
public health and hospitals, fire protection and non-highway transportation
were, in order of importance, the other aided local functions. The amounts
involved were, respectively, $14 million, $2.4 million, $.6 million, and $.5
million.

GRANTS-IN-Am

The distinction between grants-in-aid and shared taxes is not always easy
to draw clearly. When the amount paid to the local unit does not vary with
the receipts derived from the imposition of anyone tax and must be used
in support of a function designated by the State it is, as in the case of the
welfare and health and hospital grants, unquestionably a grant-in-aid. But
aid to education, since it is paid out of the proceeds of the earmarked in
come taxes, contains some of the elements of both shared taxes and grants
in-aid. The same is true of the distribution of dedicated highway user taxes
for use in the construction and maintenance of local streets and highways
and the distribution of aviation fuel tax receipts for local airport purposes.
For our purposes the term grant-in-aid is employed, generally, unless pay
ments to local units vary directly with the revenue derived each year from
the imposition of a particular tax.

EDUCATION

Approximately 65 per cent of all payments to local units of government
out of State-collected revenue in Minnesota was accounted for by State
grants to school districts in 1955. Aid to education is financed principally
out of the proceeds of the corporate and personal income taxes. The revenue
derived from these earmarked taxes is paid into the State Treasury and
credited to the State Income Tax School Fund. The other sources of
revenue for aid to education are the federal government and income from
the Permanent School and Swamp Land Funds. The distribution of pay
ments to local school districts is accomplished under more than 14 separate
programs, as indicated in Table XX. 3. The more important of these pro
grams are described briefly in the paragraphs that follow.

Per Capita Aid. After payment of all refunds of taxes erroneously col
lected and meeting administrative expenses, the statutes require distribution
out of the Income Tax School Fund of $10 per child, aged 6 to 16 years,
inclusive, resident within each school district of the State. Children in their
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Table xx. 3. Intergovernmental Revenue in Minnesota, Fiscal 1955

From From Total from State To To school To cities
federal State and federal counties districts and villages

(thousands of dollars)

Grants-in-Aid, Total ...................... 29,583 90,796 120,379 N.A. 76,120 N.A.

Public Welfare. . . . . . . . . . . . . . . . . . . . .. . . ... 25,085 15,611 40,696 40,696
Old-age assistance .................... 19,321 11,894 31,215 31,215
Aid to dependent children ............. 5,525 2,643 8,168 8,168
General welfare ...................... ...... 1,064 1,064 1,064
Aid to disabled ....................... 239 10 249 249

Education ............................... 2,691 73,429 76,120 ........ 76,120
Basic aid ............................ ........ 42,487 42,487 .. ...... 42,487

VI Apportionment ....................... 5,709 5,709 5,709I--' ........ .. ......
00 Equalization ......................... ........ 7,576 7,576 .. ...... 7,576

Transportation ....................... ........ 7,322 7,322 .. ...... 7,322
Per capita aid ........................ ........ 6,010 6,010 .. ...... 6,010
Handicapped pupils ................... ........ 1,331 1,331 .. ...... 1,331
Vocational .......................... ........ 1,252 1,252 .. ...... 1,252
Gross earnings ....................... ........ 740 740 .. ...... 740
Tax exempt land .................. , .. _ ...... 300 300 .. ...... 300
Common school aid ................... ........ 50 50 .. ...... 50
Emergency aid ....................... ........ 300 300 .. ...... 300
Indian education ..................... 287 ........ 287 .. ...... 287
School lunch ......................... ........ 250 250 .. ...... 250
Other ............................... 2,404a 102 2,506 ........ 2,506

Public health and hospitals ................. 1,482 1,553 3,035 681
Health and hospitals .... _............. 1,482 872 2,354 (b)
Sanatoria ............................ ........ 681 .. ...... 681
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Table XX. 3. (Continued)

From From Total from State To To school To cities
federal State and federal counties districts and villages

(thousands of dollars)

Non-highway transportation ........... 0 0 0 •• 325 203 528 (b)

Shared Taxes ..... 0 0 0 0 • 0 ••• 0 0 •••••••••••• 65 23,345 23,410 N.A. .. ...... N.A.
Motor fuels ....... 0 ••• 0 • 0 •••••••••• 0 0 ........ 14,208 14,208 14,208
Alcoholic beverage . 0 ••••• 0 • 0 0 0 •• 0 • 0 • ' '- ........ 3,042 3,042 .. ...... .. ...... 3,042
Cigarette ................... o. 0 0 0 • 000 ........ 2,774 2,774 (b)

UI Bank excise . 0 • 0 0 0 0 0 • 0 •••••••••••••••• ........ 1,947 1,947 1,947..... .. ...... .. ......
\0 Inheritance .. 0 0 0 0 • 0 0 0 • 0 •••••••••••••• ........ 747 747 747

Gross earnings 0 0 • 0 0 0 •••••••• 0 • 0 0 0 0 0 0 0 ........ 95 95 30 .. ...... 65
Fire insurance premiums .. 0 •• 0 0 • 0 0 0 0 0 0 • ...... .. 597 597 .. ...... .. ...... 597
Taconite 0.0.00 •• 0.0 •••••••••••••• o' 0 .. .. .. .. N.A. N.A. N.A. N.A. N.A.-- -- --

Total . 0 •••••••••••• 0 0 0 •••••••••••••••••• 29,648 113,460 143,108 N.A. 76,120 NoA.

aInc1udes school lunch program aid.
bDistribution to level of government not available.

Sources: U.S. Department of Commerce, Bureau of the Census, Compendium of State Government Finances in 1955 (Washington,
1955); Tables 8, 17, 20-24; University of Minnesota, College of Education, Bureau of Field Studies and Surveys, State Support for
Public Education in Minnesota (Minneapolis, 1956), Table 1, p. 14.



Staff Report

16th year are counted only if they are actually attending school.! Per capita
aid to school districts in fiscal 1955 amounted to $6,010,000, or 8.2 per
cent of total State aid for education.

The sum remaining in the Income Tax School Fund is credited to the
State Aid Fund and is available for appropriation for school aid by the
legislature.

Basic Aid. Basic aid is a sum paid to the school districts which, for the
biennium beginning July 1, 1955, is equal to $82 per pupil in average daily
attendance. A sufficient amount was appropriated out of the State Aid Fund
for the biennium so that, when added to the per pupil amount available
out of the income from the Swamp Land Fund, the aggregate amount per
pupil is $82.2 In fiscal 1955, when basic aid was $80 per pupil in average
daily attendance, the total apportionment out of Permanent School and
Swamp Land Fund income amounted to $5,709,000 and the appropriation
for basic aid covered by the State Aid Fund was $42,487,000, approxi
mately 60 per cent of total State aid for education.

Equalization Aid. In fiscal 1955 only $7,576,000, about 10 per cent of
school aid, was distributed as equalization aid. Under present law school
districts in which the taxable value of property is less than $2,300 per
resident pupil in average daily attendance qualify for aid designed to enable
them to maintain a minimum level of expenditure for education. The
amount paid to each qualifying district under this program is based on
assessed valuation as equalized by the Equalization Aid Review Committee.S

Emergency Aid. School districts which suffer a calamity of a kind that
seriously reduces their ability to finance their public schools may qualify
for emergency aid. The amount that may be paid is determined by the
State Board of Education.4 In fiscal 1955 emergency aid amounted to
$300,000.

Transportation Aid. Transportation aid, distributed according to the
number of pupils requiring transportation to public schools, enjoys a
priority over all other school aids. In fiscal 1955 it accounted for 10 per cent
of total State aid to school districts, $7,322,000.

Gross Earnings Tax Replacement. School districts in which at least 20
per cent of tangible property is made up of property exempt from taxation
because of the application of the gross earnings tax to the companies own
ing such property5 are entitled to State aid in an amount equal to the
revenue that would have been realized by application of the current school
tax rate to the exempt property.6 The gross earnings tax replacement is

lMinnesota Statutes, 1953, Ch. 290.62.
2Session Laws, 1955, Extra Session, Ch. 1.
slbid.
4Minnesota Statutes, 1953, Ch. 128.081.
5Railroads, car loaning, express, telephone and telegraph companies.
6Minnesota Statutes, 1953, Ch. 128.22, as amended by Session Laws, 1955, Ch.

689 and Session Laws, 1955, Extra Session, Ch. 3.
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State-Local Financial Relations in Minnesota
paid out of the Income Tax School Fund. The sum paid in 1955 was
$740,000, while the appropriations for this purpose for fiscal 1956 and
1957 were $1,014,000 and $1,333,000, respectively.7

Other Aid to Education. In addition to the State aids to education
described above, other programs include aid for special classes of handi
capped children, teacher training, vocational training, and the school lunch
program. The amounts involved are indicated in Table XX. 3.

PUBLIC WELFARE

The second major function supported by State grants to local govern
ment in Minnesota is public welfare. The largest part of the total of such
grants is distributed to the counties as the State's share of the cost of old
age assistance and aid to dependent children. The State also participates in
the financing of general relief, assistance to the disabled, and children under
guardianship. In fiscal 1955 the counties received $40,696,000 in grants
in-aid for welfare purposes, of which the share of the federal government
\vas $25,085,000 and that of the State was $15,611,000.

Old Age Assistance. Under present law the federal government con
tributes four-fifths of the first $25 of the average monthly amounts paid to
recipients of old-age assistance and one-half of the remainder, up to a
maximum of $55.8 Thus of the first $55 the federal government pays $35
and the State and the county share the remaining $20, with the State paying
two-thirds of the $20. Payments in excess of $55 per month are borne in
equal proportions by the State and the counties.° In fiscal 1955 State
grants to the counties for old-age assistance amounted to $11,894,000.

Aid to Dependent Children. Under the aid-to-dependent-children pro
gram the federal government pays four-fifths of the first $15 per month
distributed to beneficiaries in the State and one-half of the remainder, up
to maximums of $30 for one adult, $30 for the first child, and $21 for each
additional child in the family.lO The State-local share of the cost of this
program is divided equally between the State and the several counties.ll
Intergovernmental grants-in-aid for aid to dependent children totalled
$8,168,000 in 1955 of which the State paid $2,643,000.

Other Public Welfare. The State, without federal participation, dis
tributed $1,064,000 to the counties in 1955 in aid of general relief. The
State contributes up to 50 per cent of county relief expenditures plus addi
tional amounts to counties in which assessed valuations are below a speci
fied level. The State also pays the county up to one-half of the cost of aid
to children under guardianship.

7Minnesota Statutes, 1953, Ch. 276.15 to 276.18, as amended by Session Laws,
1955, Ch. 548.

8public Law 761, 83rd Congress, Signed September 1, 1954.
°Minnesota Statules, 1953, Ch. 256.33.
lOPublic Law 761, 83rd Congress.
llMinnesota Statlltes, 1953, Ch. 256.82.

521



Staff Report
PUBLIC HEALTH AND HOSPITALS

State aid in support of local public health and hospital programs amount
ed to $1,553,000 in fiscal 1955. The State pays to the county or group of
counties operating a tuberculosis sanatorium the sum of $7.50 per week
for each free patient treated,12 $681,000 was distributed under this pro
gram in 1955. The counties also receive minor amounts in aid of public
health nursing and a variety of other health and hospital programs. In
addition counties and cities are the recipients of hospital construction grants
distributed in fixed ratio to local expenditures for approved projects.

AIRPORT FACILITIES

Local governments in Minnesota received $528,000 in 1955 for airport
construction and maintenance. The State contributed $203,000 of this sum
out of the net proceeds of the aviation fuel tax, the remainder consisted
of federal grants. The revenue derived from the aviation fuel tax is credited
to the Aviation Fuel Tax Fund and, after deduction of refunds and ad
ministrative expenses, it is transferred to the State Airports Fund.13 Out of
this Fund the State distributes matched grants to local units in support of
approved projects.

SHARED TAXES

A substantial proportion of the revenue realized through the imposition
by the State of its taxes on cigarettes, liquor, motor fuels, inheritances, and
taconite and iron sulphides is returned to local units of government. In
addition, the revenues derived from the State-administered bank excise
tax and the "fire-town" tax on fire insurance premiums are distributed in
their entirety to local governments. The total sum involved in fiscal 1955
was $23,345,000.

CIGARETTE TAX

One-fourth of the revenue derived from the cigarette tax, penalties, in
terest and license fees is credited to the Cigarette Tax Apportionment Fund.
The sum accruing to this Fund each year is distributed to the counties,
cities and villages of the State in proportion to population,u In fiscal 1955
distributions to these local units amounted to $2,774,000. The entire
proceeds of the temporary tobacco products tax, however, are retained
by the State.

LIQUOR TAXES

Of the proceeds of State normal excise taxes on intoxicating liquor
other than beer 30 per cent is returned to the counties, cities and villages

12Minnesota Statutes, 1953, Ch. 376.31.
13Minnesota Statutes, 1953, Ch. 296.421.
14Minnesota Statutes, 1953, Ch. 297.13, as amended by Session Laws, 1955, Ch.

376.
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in proportion to population,15 The sum returned to these units in 1955
amounted to $3,042,000.

INHERITANCE TAX

Twenty per cent of the State's receipts under the inheritance tax is re
turned to the county in which the property taxed was probated and the tax
paid.IO In the case of property not subject to probate in Minnesota and the
gift and differential estate taxes the State's General Revenue Fund retains
the entire receipts. $747,000 in inheritance tax revenue was returned to the
counties in fiscal 1955.

THE TAX ON TACONITE AND IRON SULPHIDES

Concentrates produced from taconite and iron sulphides are subject to
a special tax imposed in lieu of property taxes but in addition to occupa
tion and royalty taxes. The revenue derived from this tax is collected by the
State and distributed among the various taxing jurisdictions in which the
lands from which the taconite or iron sulphides were mined are located
and the General Revenue Fund of the State in the following proportions:

22 per cent to the city, village or town;
50 per cent to the school district;
22 per cent to the county; and

6 per cent to the State.17

Until this year, when large-scale shipments of taconite pellets produced by
Reserve Mining Company began, the mining of taconite and its concentra
tion have been carried on only in experimental plants. The revenue receipts,
therefore, and the distributions to municipalities, school districts and coun
ties have been insignificant in amount. However, by fiscal 1958 or 1959
the sum involved is likely to be in excess of $1 million and it may, eventual
ly, under present law, amount to as much as $4 million.18

MOTOR FUELS TAX

Two-thirds of the revenue derived from the motor fuels tax is credited
to the Trunk Highway Fund and one-third to the State Road and Bridge
Fund.19 After deduction of $1,200,000 for State-aid roads, up to $75,000
to reimburse the Trunk Highway Fund for the cost of maintaining a county
highway division, as well as certain other special allotments, the sum
accruing to the Road and Bridge Fund is distributed among the counties for
the financing of county-aid roads. The distribution is based on mileage
within each county of county and town roads and traffic needs and condi
tions. But each county must receive at least three-quarters of one per cent

I5Minnesota Statutes, 1953, Ch. 340.60.
lOMinllesota Statutes, 1953, Ch. 291.33.
17Millllesota Statutes, 1953, Ch. 298.28.
18This figure is based on the assumption that sWpments of pellets of 62 per cent

iron content may reach 30 to 35 million tons.
19Minnesota Constitution, Art. IX, Sec. 5.
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and not more than 3 per cent of the total amount credited to the State
Road and Bridge Fund. In the use of sums received the counties are re
quired to give priority to the payment of interest and principal on county
road or bridge bonds. Of the amount remaining 50 per cent is devoted to
maintenance and construction of county roads. The county board may
appropriate funds as well for the purpose of matching or supplementing
federal grants in aid of State-aid roads in the county. The balance of the
sum apportioned to the county may be distributed among local road
building units in a manner determined by the county board.20 The State
Road and Bridge Fund distributed $14,208,000 in fiscal 1955.

Under the terms of the proposed constitutional amendment State aid for
highways would be drastically revised. 21* Thirty-eight per cent of the total
revenue derived from both the motor fuels and motor vehicle registration
taxes would be distributed among local units of government. Sixty-two per
cent of highway-user tax revenue would be made available to the State
Trunk Highway Fund, the counties would receive 29 per cent, through the
County State-aid Highway Fund, and 9 per cent, through the County
State-aid Street Fund, would be apportioned among cities and villages
having populations of 5,000 or more. Had this amendment been in effect
in 1955 local units of government would have received $29 million in
highway aid, more than twice the sum actually distributed in that year. Of
outstanding significance is the fact that the larger municipalities of the
State will, if the proposal is voted upon favorably, share directly and sub
stantially in highway-user tax revenues. At 1955 levels of receipts they
would have realized approximately $7 million.

IRON ORE OCCUPATION TAX

The electorate will vote on a second constitutional amendment pro
posaJ22* on November 6, 1956 which, if adopted, will add substantially
to the revenue available for aid to public schools. The Occupation Tax
Diversion Amendment would make available each year 40 per cent of
occupation tax revenue for the support of public schools. Depending upon
the level and profitability of iron ore mining in the State, under present
occupation tax rates some $8 million to $12 million per year may be ex
pected to be added to revenues available for aid to school districts. The
University would gain $2 million to $3 million as well, since -10 per cent
of each year's occupation tax receipts would be dedicated to its support.

BANK EXCISE TAX

Net receipts realized by the State under the bank excise tax are returned
to the several counties in which the taxpaying banks are located. The
county auditor is required to distribute the amount received among cities

20Minnesota Statutes, 1953, Ch. 296.33 to 296.40.
21Session Laws, 1955, Ch. 882, Art. 6.
22Session Laws, 1955, Extra Session, Ch. 6.
*Adopted by the electorate on November 6, 1956.
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and villages in the county "in the same manner and on the same basis as
he distributed taxes on personal property in the taxing district".23 The
sum so distributed in fiscal 1955 amounted to $1,947,000.

FIRE INSURANCE PREMIUMS TAX

The proceeds of the tax on fire insurance premiums paid for insurance of
property in cities, towns and villages which maintain an organized fire
department are distributed to these municipalities in proportion to the
premiums originating in each. The sums received must be used for financ
ing fire protection services and for firemen's pensions and relief.

Conclusions
The foregoing description of State-local financial relations in Minnesota

points up the dominant role of grants-in-aid in support of education and
public welfare, which, together, account for 80 per cent of total State aid to
local units of government. More than 95 per cent of the funds distributed
by the State are paid to school districts and counties. Cities and villages,
on the other hand, apart from minor amounts for fire protection, airport
construction and maintenance, and hospital construction purposes, receive
only $5 million, less than 5 per cent of the total of State aid, for the sup
port of general government. Thus far, therefore, State aid has contributed
very little toward the relief of the rapidly mounting financial requirements
of Minnesota's municipalities.

The importance of education, welfare and highways in the scheme of
intergovernmental finance may be defended or accounted for by recognition
of the State-wide interest in the level or adequacy of services provided
under these categories of expenditure. But only a minor portion of the funds
distributed in aid of education and welfare, and none at all in the case of
highways, is distributed in a manner designed to equalize financial capacity
to support these functions. In the case of education even need as indicated
by the number of public school pupils actually in attendance is ignored in
the distribution of more than $6 million per year in "per capita aid". With
respect to both education and highways there are no provisions requiring
a minimum financial effort on the part of the recipient spending unit. In
the absence of such provisions the program of State aid to education would
appear to encourage the continuation of a multiplicity of school districts,
many of which are far too small, in terms of population and wealth, to
support an adequate educational offering through the elementary and high
school grades.

The channeling of federal and State funds in support of public assist
ance of the aged, dependent children and the totally disabled through the
counties leaves the administration of the largest part of public welfare
benefits in the hands of local officials who are responsible for only a very
small proportion of their costs. It tends to result in an uneven quality of

23Minnesota Statutes, 1953, Ch. 290.361.
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administration and to hamper the achievement of the desirable degree of
uniformity throughout the State which many would hold to be the principal
justification for large-scale State aid in this expenditure area. The nature
of the program and the fact that only 14 of the 48 states divide the financial
and administrative responsibility for it between the state and its local sub
divisions24 suggest that the objectives sought may be more readily achieved
by full assumption by the State of the administration and the non-federal
part of the financing of public assistance other than general relief. More
over, if reclassification of personal property should reduce the counties'
property tax base, a step of this nature by the State would provide a means
of relieving at least part of the financial difficulties that would be en
countered.

A reasonable objective of State aid for public school education is to
permit all school districts of sufficiently large size to provide a minimum
level of educational opportunity without imposing extremely high taxes
relative to property values. Its achievement involves (1) the determination
of the per-pupil-in-average-daily-attendance cost of providing the desired
program, and (2) payment of State aid per pupil equal to the difference
between this cost and the revenue that could be raised if a specific mill rate
were levied on State equalized valuations in each district, including the
assessed value of property exempt under the gross earnings taxes. A school
district would, under a plan of this kind, be permitted to levy a higher rate
if it desired and the minimum levy required to permit its qualification for
aid could range to as little as one-half the "standard" mill rate. Thus con
siderable freedom of choice would be left to local officials, but local finan
cial responsibility would be encouraged, as would the consolidation of
districts in which the school-age population is too small to permit a mini
mum program to be offered. In order to avoid forcing overly rapid con
solidation, during a transition period, at least, several school districts could
be permitted to operate in a joint cooperative fashion rather than through
immediate formal consolidation.

Under a plan of this nature the State could continue to offer special
grants designed to encourage the establishment and maintenance of classes
for vocational education, handicapped children, and so forth. In addition,
certain costs, such as those involved in pupil transportation, could con
tinue to be defrayed, in part, by the State.

The proposed constitutional amendment* which, if passed, will direct
9 per cent of highway-user tax revenue to cities and villages with popula
tions in excess of 5,000 appears to represent a step in a desirable direction.
Further study is required in order to determine the proportion of local street
and highway costs which represent expenditures of property-access facilities
properly charged against property and that which should be borne by high
way user charges.

24Compendium of State Government Finances in 1955, op. cit., pp. 31-32.
*Passed on November 6, 1956.
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Cities and villages in the State currently receive very little in State aid

beyond that provided in the sharing or distribution of the State-administered
cigarette, liquor, bank excise and taconite taxes. As the financial needs of
municipalities increase there is much to be said for financing at least part
of such needs through non-property 'taxes. This may be aC'complished
through broader local taxing powers, an increase in State aid, or both. A
combination of the two appears to offer the most attractive alternative in
that tax-paying capacities differ widely among municipalities and it is un
desirable to encourage a proliferation of local,taxes.

Block grants paid on a per capita basis are preferable to either grants-in
aid or shared taxes. The former tend to restrict the budgetary freedom of
the local unit - to impose expenditure patterns that may be less than
optimum from the point of view of local needs. Shared taxes, on the other
hand, may involve payments that lack the stability necessary to sound
long-range planning and fail to recognize the rigidity of many local ex
penditure requirements, requirements that are not likely to fluctuate in
sympathy with revenues derived from particular State-administered taxes.
In contrast to the grant-in-aid or the shared tax the block grant provides
complete budgetary freedom at the local level, since the use of the funds
is not restricted, and ensures stability.

A program of State aid to municipalities based on the block grant prin
ciple was pioneered by New York State in 1946 when it adopted the
"Moore Plan". Fundamentally, this plan involves replacement of the shared
taxes by per capita grants of $6.75 to cities, $3.55 to towns and $3.00 to
villages (the populations of which are included in the "town" or township
populations). The State of New York also established a special local assist
ance fund into which 59.15 per cent of the State's general revenue is paid.
Any balances left over in the local assistance fund are paid into a reserve
fund, out of which deficiencies in years of low tax receipts may be paid..25

A plan of this nature might well be adapted to the needs and circumstances
of Minnesota municipalities and the financial capacity and willingness of
the State to finance local expenditures. A desirable innovation would be
one under which the amount of the per capita grant would vary with the
price level and a measure of economic growth in the State, such as per
sonal income payments reported by the U. S. Department of Commerce.
It is pertinent to note that this program has been accompanied in New
York by broadened local taxing powers.

25See David M. Blank, "Reform of State-Local Fiscal Relations in New York,
I", National Tax JOlIl'1lal, Vol. III, No.4, December, 1950, pp. 337-342.
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Appendix

1ntergovernmental Finance and Re-classification or Exemption
of Personal Tangible Property

A number of proposals have been made for exempting or re-classifying
the personal property of manufacturing concerns for property tax pur
poses.26 Such a measure would have widely differing effects upon the
revenues of the various local units of government in the State. Table XX. 4
provides an approximation of the effect of complete exemption upon the
tax base of the counties in the State;27

If manufacturers' tools, equipment and machinery were exempted the
reduction in the property tax base per capita would range from $.08 in
Grant County to $31.78 in Ramsey County.28 The reduction in the tax
base would be less than $1.00 per capita in 32 counties but would be more
than $10.00 in 5 counties.

If manufacturers' inventories were exempted, the per capita reduction
in assessed value would range from less than $1.00 in 46 counties to over
$43.00 in Ramsey County.

The per capita variation from county to county is much less in the case
of all personal property but is still substantial. Exemption of all personal
property would result in a per capita reduction in the tax base ranging
from $57.35 in Aitkin County to $233.30 in Rock County.

It is, of course, impossible to determine how much of the variation results
from differences in the actual or market value of property and how much
results from differences in assessment ratios, since adequate data on the
assessment ratios of personal property are not available. In the case of
the two leading industrial counties, variations exist which may represent
differences in assessment practices rather than differences in the value of
manufacturers' and other personal property. Assessed value of manufac
turers' tools, machinery and equipment is $15.37 per capita in Hennepin
and $31.78 in Ramsey County. The assessed value of manufacturers' in
ventories is $26.17 and $43.41, respectively. In view of the fact that the
percentage of the population employed in manufacturing in the two coun
ties was almost identical according to the 1950 census, this seems to be far
too large a variation if assessment ratios are equal.

A satisfactory formula for distributing revenue from a replacement tax
to the local units would need to be based upon measures of the revenue

26Reduction of the classification rate on the personal property of manufacturers
was recommended by the Minnesota Tax Study Commission in 1954. A bill providing
for this failed to pass the 1955 Legislature although supported by the Governor.

27Exact computation is not possible because the property classification used in the
personal property return does not correspond with any definition likely to be used
if such a provision is adopted. Any definition adopted would probably be broader than
the one upon which the Table is based and, therefore, the reduction in the tax base
would he greater than that shown.

28The effect of any desired classification can easily be computed from these figures.
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Table XX. 4. Assessed Value, Selected Classes of Personal Property, by Counties, 1954

Manufacturers'
Manufacturers' raw materials,

tools, equipment goods-in-process All taxable
and machineryn and finished goodsb personal propertyd

Per Per Per
County Total capital' Total capital' Total capital'

(dollars)

Aitkin ....... 5,954 .42 5,560 .39 821,627 57.35
Anoka ....... 184,152 5.18 470,178 13.22 3,029,847 85.16
Becker ....... 17,824 .72 16,842 .68 2,398,888 96.59
Beltrami ••• t· 42,433 1.70 3,262 .13 1,926,777 77.19
Benton ....... 70,512 4.43 100,466 6.31 1,764,329 110.89

Big Stone .... 10,741 1.12 1,086 .11 1,657,461 172.53
Blue Earth ... 421,691 11.00 338,862 8.84 6,982,174 182.17
Brown ....... 54,796 2.12 109,111 4.21 3,982,710 153.80
Carlton ...... 24,357 .99 705,542 28.70 2,957,425 120.30
Carver ....... 33,075 1.82 70,117 3.86 2,783,899 153.34

Cass ......... 6,125 .31 369 .02 1,278,410 65.67
Chippewa .... 19,009 1.14 1,304 .08 2,713,489 162.11
Chisago ...... 8,297 .65 9,561 .75 1,457,884 115.07
Clay ......... 47,386 1.56 178,217 5.87 4,153,349 136.79
Clearwater ... 2,466 .24 331 .03 777,478 76.19

Cook ........ 7,805 2.69 407 .14 457,449 157.74
Cottonwood .. 13,471 .85 44,607 2.83 3,191,836 202.50
Crow Wing ... 39,203 1.27 57,202 1.85 2,934,786 95.05
Dakota ...... 222,783 4.54 718,025 14.65 6,241,746 127.33
Dodge ....... 7,546 .60 1,729 .14 2,003,680 158.72

Douglas ...... 23,768 1.12 16,701 .78 3,059,196 143.60
Faribault 71,214 2.98 28,747 1.20 3,720,696 155.81
Fillmore 11,224 .46 2,152 .09 3,648,847 149.15
Freeborn ..... 162,913 4.72 216,455 6.27 5,625,781 162.99
Goodhue ..... 101,895 3.17 147,373 4.59 4,815,405 149.93

Grant ........ 729 .08 110 .01 1,338,160 140.24
Hennepin .... 10,401,328 15.37 17,707,576 26.17 122,231,543 180.66
Houston ..... 26,333 1.82 6,190 .43 1,992,891 138.06
Hubbard ..... 12,646 1.14 3,246 .29 1,150,522 103.79
Isanti ........ 18,105 1.49 6,228 1.51 1,192,639 98.38

Itasca ........ 17,486 .52 39,224 1.18 5,779,574 173.45
Jackson ...... 6,039 .37 2,776 .17 3,237,869 198.57
Kanabec ..... 13,546 1.47 8,206 .89 924,161 100.54
Kandiyohi .. , . 35,857 1.25 25,047 .87 4,241,308 148.07
Kittson ...... 3,336 .35 407 .04 1,667,629 172.83

Koochiching .. 21,613 1.28 305,226 18.05 1,761,229 104.15
Lac Qui Parle . 16,961 1.17 7,863 .54 2,638,934 181.43
Lake ......... 10,720 1.38 200 .03 994,521 127.81
Lake of the

Woods ..... 3,065 .62 420,764 84.92
Le Sueur ..... 71,491 3.75 24,786 1.30 2,965,264 155.35
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Table XX. 4. (Continued)

i# -- _w·w

Manufacturers'
Manufacturers' raw materials,

tools, equipment goods-in-process All taxable
and machinerya and finished goodsb personal propertyd

Per Per Per
County Total capitac Total capitac Total capitac

(dollars)

Washington 480,822 13.92 462,978 13.40 4,107,280 118.90
Watonwan .... 52,412 3.78 21,405 1.54 2,417,407 174.15
Wilkin ....... 1,183 .11 9,270 .88 1,757,018 166.27
Winona ...... 628,620 15.78 627,460 15.75 6,207,140 155.80

'Wright ....... 39,657 1.43 32,250 1.16 3,410,429 123.05
Yellow

Medicine ... 1,992 .12 1,577 .10 3,086,894 189.62
-- --

Total ........ 28,572,099 9.58 41,851,653 14.03 467,501,738 156.75

aItem 19, 1954 Personal Property Return.
bItem 23, 1954 Personal Property Return.
cBased on 1950 census data.
dDoes not include rural transmission and distribution lines.

Sources: Minnesota Department of Taxation; U.S. Department of Commerce,
Bureau of the Census, County and City Data Book, 1952 (Washington, 1953), Table 3.

potential lost through reclassification or exemption. It is quite likely,
however, that the range and variation in the per capita assessed valuations
:are much greater than equalized per capita valuations would be. It would
:follow, therefore, that per capita grants as a replacement device would
involve less injustice than is suggested in the data contained in Table XX. 4.
If, however, the reclassification of personal property should be confined
to manufacturers' personalty, a fixed per capita grant would be entirely
inappropriate as a revenue replacement device. What is suggested, rather,
is a grant based on a measure of industrialization, such as employment in
-or value added by manufacture.
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CHAPTER XXI

Revenue and Expenditure Proiections
THE projection of government finances is, at best, an extremely hazardous
undertaking, particularly in the case of expenditures. Because revenues
tend to follow the pattern of economic growth to a considerable extent and
the large aggregates involved are comparatively stable in their behavior,
State-local revenue projections maybe reasonably accurate. Expenditures,
on the other hand, while in some instances related to changes in the popu
lation and its age structure and in the level of income, are much more
erratic in behavior, reflecting, among other things, the vagaries of the
political process. In addition, there are no reliable time-series data for
expenditures in the State, a factor which seriously limits the use of trend
lines. Hence the expenditure projections may be subject to a very large
margin of error.

Our approach is one that involves combining State and local revenues
and expenditures. Financial responsibility for various functions of govern
ment may be shifted from one level to another, as they have been in the
past, and changes in State-local financial relationships can have far-reaching
effects on the revenue needs of the State and its local subdivisions. Since
our projections look as far forward as 1965 it would appear to be most
useful to view the financing of governmental activity in terms of the over
all totals involved, rather than in terms of the component parts accounted
for by the State, school districts, municipalities, counties, townships and
special districts. Similarly, in our projections of total surpluses or deficits,
no attempt has been made to separate the various special funds. At the
local level they are so numerous as to defy analysis. At the State level
highway expenditures may be expected to be geared to the availability of the
dedicated highway-user taxes and the other special fund of major con
tinuing importance, the Income Tax School Fund, is subject to legislative
control, with respect to both revenues and expenditures. That is, the legis
lature may, at its discretion, raise or lower school aids and may augment
revenues available for this purpose by changes in the income tax or by the
use of revenues from other sources or may, if it chooses, act to reduce such
revenues.

Methodology
Several basic assumptions with respect to the growth of the State's

economy and changes in its population underlie our projections of revenues
and expenditures for fiscal 1957 and 1965. These assumptions are presented
in this section, together with the methods used in arriving at our estimates
of tax and other revenue receipts and expenditures.
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BASIC ASSUMPTIONS

Projections of revenues and expenditures are based on the assumption
that there will be no major international political disturbance in the period
to 1965. It is assumed, further, that prices will remain stable at or about
their current level and that 1964, like 1956, will be a year of high-level
prosperity, with output and employment at or near capacity; any recessions
that may occur in the intervening years will be sufficiently mild so that
their repercussions will not influence the economy in a major continuing
fashion.

The Joint Committee on the Economic Report of the President has esti
mated that the Gross National Product (GNP) of the United States, in 1953
prices, will reach $535 billion by 1965, an annual increase of 3.2 per cenU
We assume that, on a per capita basis, the economy of the State will grow
at the same rate. The Committee's projection of personal income in the
United States in 1965 is $423 billion, in 1953 prices, and corporate profits
are expected to reach a level of $56 billion. Again, on a per capita basis,
with adjustment for a lower expected rate of population growth in Minne
sota than in the nation as a whole, personal income and corporate profits
are assumed to grow at the same rate in Minnesota as in the United States.

The Bureau of the Census has projected Minnesota's population growth
to 1965 on the basis of 1940-53 fertility rates and migration levels. The
population of the State is expected to reach 3,431,000 by 1965, an in
crease of 10.6 per cent over 1954. This rate of growth is more than one-third
lower than the rate expected to prevail in the nation as a whole. 2

TAX REVENUE

THE PROPERTY TAX

It was assumed that property tax revenues will increase at the rate
suggested by the 1939 to 1954 trend. This trend was extended, by simple
straight-line extrapolation, to obtain projected collections for fiscal 1957
and 1965.

PERSONAL INCOME TAX

Our projections of personal income tax receipts for 1957 and 1965 are
based on estimates of personal income in Minnesota in calendar years
1956 and 1964 of $5.5 billion and $6.9 billion, respectively. In fiscal 1955
normal income tax collections in Minnesota equaled 0.899 per cent of
1954 personal income. This ratio was applied to estimated personal income

lMaterials prepared for the Joint Committee on the Economic Report by the
Committee Staff, Potential Economic Growth of the United States During the Next
Decade (Washington, 1954), p. 20. Estimates of GNP projected to 1965 by othel'
agencies range from $500 plus billion by the Council of Economic Advisers to $525
billion by the National Citizens' Commission for Public Schools.

2U.S. Department of Commerce, Bureau of the Census, Current Population Reports,
Population Estimates, Series P-25, No. 110 (Washington, 1955), p. 8.
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for 1956 and 1964 and the product was increased by 2 per cent per yearS
in order to take into account the fact that as incomes rise more persons
become liable for the tax and a larger number of taxpayers are subject to
higher tax rates. The results of these computations appear as the projected
income tax receipts for 1957 and the "high" estimate for 1965. The "low"
estimate for 1965 is arrived at simply by applying the .899 ratio to esti
mated personal income for 1964.

Since the tax base for both personal and corporate income tax purposes
in Minnesota is income after federal taxes, a major downward revision of
federal tax rates could result in a substantial increase in State tax receipts.
We have, however, assumed that current federal rates will prevail through
1965, treating federal tax policy as one of the many variables affecting
State tax receipts which can not be predicted with reasonable confidence.

CORPORATE INCOME TAX

The ratio of State normal corporate income tax receipts to corporate
income, after taxes, in the United States in 1954 was .0816 per cent. Our
projection for fiscal 1957 and the "high" estimate for 1965 were obtained
by applying this ratio to estimated corporate income after taxes in 1956
and 1964. The "low" estimate for 1965 was based on the assumption that
corporate income taxable in Minnesota would grow at the rate projected
for GNP in the United States, 3.2 per cent per year, adjusted for the lower
expected rate of increase in the State's population.

GROSS EARNINGS TAXES

The "high" estimate for gross earnings tax revenue is based on the ex
pected growth in GNP. The "low" estimate assumes that the gross earnings
of the railroads derived from the transportation of iron ore will remain
constant and that all other taxable gross earnings will increase at the same
rate as GNP.

IRON ORE OCCUPATION AND ROYALTY TAXES

In the "low" estimate of iron ore occupation and royalty tax revenue
it is assumed that the production of iron are, including taconite, in the State
will decline to 60 million tons by 1964. The "high" estimate, on the other
hand, is based on the assumptions that production will continue at a rate
of about 68 million tons per year and present labor credit provisions and
price-cost relationships will continue, so that fiscal 1965 tax receipts will
be based on a 1964 taxable value of iron ore and royalties of $246 million.

TAXATION OF TOBACCO PRODUCTS

Revenue derived from the taxation of tobacco products is projected on
the basis of current per capita consumption and the estimated Minnesota

aFrom 1946 to 1955, inclusive, normal income tax collections increased at a rate
that averaged 2 per cent per year greater than the rate of increase in personal income.
Better enforcement of and compliance with the income tax laws may be responsible
for part of the difference.
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population, 3,148,000 in 1956 and 3,400,000 in 1964. The starting point
for our projection is the $3.72 per capita collected in fiscal 1956. The "high"
estimate assumes an annual increase of 1 per cent in per capita consumption.

HIGHWAY USER TAXES

The "high" estimate for motor fuel and motor vehicle tax revenues is a
projection of the 1954-55 trend. The "low" estimate was derived from the
Report of the Minnesota Highway Study Commission.4

INHERITANCE, ESTATE AND GIFT TAXES

The ratio of tax collections to personal income in the· State for the
period 1950 to 1954, .071 per cent, was used as the basis for the "low"
estimate for 1965 and the estimate for 1957. The "high" estimate for 1965
is based on the ratio of .087 per cent for tax collections in 1955 as a per
cent of personal income.

INSURANCE PREMIUMS TAX

In the 5-year period 1950 to 1954, insurance premiums tax revenue
averaged .115 per cent of personal income in the State. Projected revenues
for this tax are derived simply by applying this ratio to estimated personal
income for 1956 and 1964.

ALCOHOLIC BEVERAGE TAXES

Revenue projections for the alcoholic beverage taxes are based on aver
age per capita collections over the last 6 years (1950 to 1955) of $4.63 and
estimates of population for 1956 and 1964. The "high" estimate assumes
an annual increase of 1 per cent in per capita consumption.

NONTAX REVENUE

FEDERAL AID

To arrive at an estimate of federal aid in Minnesota the trend of federal
aid to all state and local governments, 1945 to 1953,5 was projected to
1965. The projected increase from 1953 to 1965 is 70 per cent. This rate
of growth for the United States as a whole was applied to federal aid in
Minnesota in 1953 to arrive at estimates for 1957 and 1965.

OTHER NONTAX REVENUE

Because of the wide diversity of the various components of other nontax
revenue and the large number of variables affecting them it was not feasible
to project them separately. Instead, we have projected the aggregated total
of other nontax revenues by assuming that they will continue to comprise
the same proportion of nontax revenue as they did in the period 1945 to
1953.

40p. cit., p. 27.
5Statistical Abstract, 1955, op. cit., p. 246.
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EXPENDITURES

EDUCATION

Public school expenditures are projected on the basis of the expected
increase in the number of pupils in average daily attendance (A.D.A.) as
estimated by the Minnesota Department of Education. This increase is
expected to amount to 9 per cent between 1953-54 and 1956-57 and to
31.5 per cent between 1953-54 and 1964-65. A.D.A. costs, exclusive of
debt retirement, but including capital outlays, of $390 in 1953 were in
creased at a rate of 3 per cent per year to allow for rising instructional
costs, including higher teacher and other salaries.

Projected expenditures for higher education in the State are based on
student enrollments estimated by the University of Minnesota. A 19 per
cent increase is expected for the period 1955-56 to 1957-58 and a 67 per
cent increase between 1955-56 and 1965-66. We have assumed that en
rollments at the State's teacher colleges will increase at the same rates.
Data for the years 1956-57 and 1964-65 were obtained by simple inter
polation. In arriving at our projections of expenditures for higher education
we assumed that: (1) A.D.A. costs will increase at the rate of 3 per cent
per year; (2) the ratio of graduate to undergraduate students will not
change; and (3) capital outlays will increase beyond the average of the
past 5 years at the same rate as student enrollments.

HIGHWAYS

Estimates of highway expenditures for 1957 and 1965 are taken from
the Report of the Highway Study Commission. 1965 represents the average
year of the proposed IS-year program which is scheduled to begin July 1,
1957. While the revised program of federal highway grants enacted by
COngress in 1956 will undoubtedly result in higher State expenditures, it is
unlikely to present new or substantial additional problems of State financing.

PUBLIC WELFARE AND HEALTH AND HOSPITALS

Estimated expenditures are based on the ratio of welfare, health and
hospital expenditures to personal income - 2 per cent in the period 1952
to 1954. This ratio was applied to estimated personal income for 1956
and 1964. Although they may vary inversely with income in the course of
the business cycle, welfare expenditures appear to follow the trend of
personal income over longer periods of time. As in the case of all of our
projections, it is assumed that the years for which these expenditures are
projected will be years of high-level prosperity and employment.

OTHER EXPENDITURES

From 1950 to 1954, inclusive, all other expenditures in Minnesota ac
counted for 23 per cent of total State-local public expenditures. These ex-

536



Revenue and Expenditure Projections

penditures were projected for fiscal 1957 and 1965 simply by assuming
that they would continue to account for 23 per cent of total expenditures.

Projected Revenues and Expenditures} 1957 and 1965
The revenue and expenditure projections obtained by applying the fore

going methods and assumptions are presented in Tables XXI. 1 and XXI. 2.
These projections for fiscal 1957 and 1965 should in no sense be construed
to represent desirable goals or objectives. They are, rather, simply estimates
that may prove to be reasonably accurate if our assumptions are valid and
if, in the next 8 years, there are no major changes affecting the scope of
governmental activities, tax rates or the structure of the revenue system.

REVENUES

The temporary surtaxes imposed in the special session of the 1955
Legislature will have expired by the end of the current biennium and the
Veterans' Compensation Fund is expected to have accumulated a surplus
sufficient to permit full retirement of the Veterans' Compensation Bonds
by June 30, 1957. The statutory date for removal of the Veterans' Com~
pensation surtaxes is January 1, 1959. In order to indicate the probable
effects on revenues of the extension of these surtaxes or, in other words,
the retention of the tax rates and structure applicable during the current
biennium, our revenue projections are presented for the "normal" taxes
only and also for the normal taxes plus surtaxes. The following tabulations
indicate the nature and revenue importance in fiscal 1956 of each of the
surtaxes. 6

VETERANS' COMPENSATION SURTAXES

Surtax base and rate

1956 Revenue
(thousands of

dollars)

89

912
72

4,014
4,854
2,407

263
1,098

13,709

537

6Revenue data are preliminary and were supplied by the Minnesota Department of
Taxation.

Corporations 3 per cent of taxable income
(5 per cent of 6 per cent) .
annual tax of $5 , .

Banks . . . . . . . . . . . . . .. .4 per cent of taxable income
(5 per cent of 8 per cent)
plus annual tax of $5 .

Individuals 5 per cent of normal income tax
liability before personal credits .
annual tax of $5 per return filed .

Iron ore occupation 1 per cent of taxable value of ore .' .
Royalties 1 per cent of taxable royalties .
Alcoholic beverages .. , 10 per cent of normal tax .

----
Total , .
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TEMPORARY SURTAXES AND TOBACCO PRODUCTS TAX

Tax base and rate

1956 Revenue
(thousands of

dollars)

Corporations 1 per cent of taxable income .
Banks " 1 per cent of taxable income .
Individuals 5 per cent of normal income tax liability .
Iron are occupation 1.65 per cent of taxable value of

ore (15 per cent of 11 per cent) .
Royalties 1.65 per cent of taxable royalties

(15 per cent of 11 per cent) .

1,568
209

2,572

3,971

465

1,026
357

10,168

Tobacco products
(other than
cigarettes) 15 per cent of wholesale price .

Annuity premiums .. , .. 2 per cent of premiums .
----

Total .

With the exception of 50 per cent of the temporary iron ore occupation
surtax, which is dedicated to the Permanent School and University Funds,
all of the revenue derived from the temporary surtaxes and tobacco products
tax is paid into the General Revenue Fund.

Our projections for fiscal 1957 indicate tax revenues of $502 million
under the normal taxes and $526 million if the surtaxes are included.
Total nontax revenue is projected at $230 million, so that total revenues
indicated for 1957 are $732 million plus $24 million in surtax receipts.

If the surtaxes are permitted to expire, as they are scheduled to under
present law, our estimates suggest tax revenues for 1965 ranging from $626
million to $562 million. Adding the projected $330 million in nontax
revenues brings the "high" estimate for total State and local government
general revenue to $956 million and the "low" estimate to $892 million.
Continuation of all existing surtaxes may be expected to add $28 million
to the low estimate and $34 million to the high estimate of total revenues. "
Thus, with the surtaxes included, projected revenue for 1965 ranges from
$990 million to $920 million.

Comparison of 1955 actual tax receipts with those projected for 1965
for the various taxes indicates that, with the exception of the alcoholic
beverage and iron ore occupation and royalty taxes, all major taxes may be
expected to produce substantially higher revenues in 1965. If the surtaxes
are extended to 1965, our low estimate suggests percentage changes in tax
receipts ranging from an increase of 34 per cent in the case of the personal
income tax to a decrease of 12 per cent in the case of the iron ore occupa
tion and royalties taxes. In the high estimate the range is from 63 per cent
to zero, with the same taxes ranking first and last in this respect.

Total State and local taxes in Minnesota in 1954 amounted to 9.2 per
cent of personal income in the State. If our estimate of personal income in
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Table XXI. 1. State and Local Government General Revenue in Minnesota for Fiscal 1955 Actual and
Fiscal 1957 and 1965, Projected

1957 1965 Percentage change 1955a to 1965

Normal Normal tax Normal tax

1955 Normal tax plus Normal tax plus surtaxesb Normal tax plus surtaxes

Source of revenue actual tax surtaxesb Low High Low High Low High Low High

Taxes
(millions of dollars) (per cent)

General property ........ 246.0c 268.0 268.0 300.0 325.0 300.0 325.0 22.0 32.1 22.0 32.1
Personal income .. : ...... 54.8 51.5 60.9 62.0 75.6 73.4 89.5 13.1 38.0 33.9 63.3
Corporate incomed •...... 16.5 16.8 17.6 20.9 24.0 21.9 25.2 26.7 45.5 32.7 52.7
Gross earnings .......... 18.2 19.2 19.2 23.0 24.0 23.0 24.0 26.4 31.9 26.4 31.9
Iron ore occupation

and royalties .. , . . . . . . . 34.4e 28.0 34.4 24.5 27.4 30.3 34.4 -28.8 -20.3 -11.9 0
Tobacco ...... _......... 11.3 11.8 12.9 12.8 14.0 13.9f 15.3f 13.3 23.9 23.0 35.4
Alcoholic beverage ...... 14.5 13.5 15.0 14.8 15.3 16.0 17.6 2.1 5.5 10.3 21.4

Ut Highway user ........... 76.0 82.0 82.0 90.0 105.0 90.0 105.0 18.4 38.1 18.4 38.1
w Inheritance and gift ...... 4.8 3.9 3.9 4.9 6.0 4.9 6.0 2.1 25.0 2.1 25.0
\0

Insurance premiums ...... 6.7 6.3 6.3 7.9 7.9 7.9 7.9 17.9 17.9 17.9 17.9
Other .................. N.A. 1.0 6.1g 1.1 1.3 8.2g 9.6g

-- -- -- --
Total taxes ............... N.A. 502.0 526.3 561.9 625.5 589.5 659.5 27.6 42.0 33.9 49.8
Nontax

Federal aid ............. N.A. 70.0 70.0 100.0 100.0 100.0 100.0 74.2 74.2 74.2 74.2
Other .................. N.A. 160.0 160.0 230.0 230.0 230.0 230.0 137.1 137.1 137.1 137.1

-- -- -- -- -- -- -- -- -- -- --
Total nontax .......... N.A. 230.0 230.0 330.0 330.0 330.0 330.0 114.3 114.3 114.3 114.3

-- -- -- -- -- -- -- -- -- -- --
Total revenue ............. N.A. 732.0 756.3 891.9 955.5 919.5 989.5 50.0 60.7 54.6 66.4

apercentage change for total tax revenue, total revenue and nontax revenue and its components is based on 1953 data.
bIncludes Veterans' Compensation surtaxes.
c1954 general property tax revenue.
dCorporate income tax includes the bank excise tax.
e1956 iron ore taxes.
fEstimate includes tobacco products tax.
gIncludes additional general revenue fund surtaxes imposed for years 1955 and 1956 on the incomes of corporations and indi

viduals. Information required to separate corporate surtax from individual surtax not available.

I
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calendar year 1964 of $6.9 billion is an accurate one, our projections of
total tax revenues for fiscal 1965 indicate that the ratio of total taxes to
personal income will range from 9.1 to 8.1 per cent under the normal taxes
and from 9.6 to 8.6 per cent under the normal taxes plus the surtaxes. The
highest ratio, 9.6 per cent, is still well below the 10.9 per cent of personal
income collected in taxes in fiscal 1941, the last pre-war year.

EXPENDITURES

Our projections, as presented in Table XXI. 2, indicate that the combined
total general expenditures of State and local governments in Minnesota will
reach a level of $747 million by fiscal 1957 and $1,012 million by 1965.
These figures represent increases of 15 and 56 per cent, respectively, above
the $649 million spent in 1954. The projected increase of 56 per cent for
1965 conforms closely to the estimate of the Tax Foundation for state and
local governments in the nation as a whole - a range of 72 to 57 per cent
for the increase from 1953 to 1965.7 It should be noted, however, that
our estimate need only be off by 10 per cent and, although it would still lie
within the high and low ranges suggested by the Tax Foundation, the magni
tude of the difference would exceed $100 million.

Table XXI. 2. State and Local Government General Expenditures in Minnesota for
Fiscal 1954 Actual and Fiscal 1957 and 1965 Projected

Percentage
1954 1957 1965 change

Function actual projected projected 1954 to 1965

(millions of dollars) (per cent)

Highways ................. 140.0 140.0 150.6 7.6

Health, hospitals and
public welfare ............ 101.0 110.0 138.0 36.6

.Education ................. 264.0 325.0 488.2 84.9
Higher education ....... 62.0 104.1
Public schools ......... 263.0 384.1

Other expenditures ......... 145.0 171.8 235.0 62.1-- -- --
Total expenditures ......... 649.0 746.8 1,011.8 55.9

Among the 4 major components of total expenditures education is ex
pected to absorb the largest part of the increase, $224 million of the $363
million total. "Other" expenditures, including sanitation, public safety,
general control and interest, are estimated to increase by $90 million
between 1954 and 1965. For highways and health, hospitals and welfare,
on the other hand, only modest increases of $11 million and $37 million
are projected.

7Govel'1lmellt Finances in 1965 (New York, 1955), p. 19.
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The highway expenditur€t figure of $151 million for 1965 is that of the
Minnesota Highway Commission of 1954 and it is far below the estimate
of $336 million to $285 million suggested by the Tax Foundation's pro
jections for all state and local governments.

There is no readily available means of evaluating the adequacy of the
health, hospitals and welfare projection. While the expected increase in the
number of aged people in the State may suggest the prospect of higher
expenditures than those projected here, the broad coverage now prevailing
under OASI and the fact that an increasingly large proportion of Minne
sota's aged population will become eligible for its benefits are likely to be
important offsetting factors.

"Other" expenditures have been projected merely by assuming that they
will account for the same proportion of total expenditures in 1957 and
1965 as they did in 1954. In the absence of the necessary time and resources
that would have been required to develop a more refined and detailed
projection, this procedure seems as reasonable as any. Its use, however,
adds nothing to the confidence with which one may view the projected
levels of expenditure.

The projections of expenditures for education allows only for a 3 per
cent per year increase in A.D.A. costs, in contrast with the 12 per cent
annual increase in public school disbursements (including both capital
outlay and debt retirement) experienced between 1947-48 and 1954-55.
The lower rate of increase is justified in part by the fact that we assume
that no further inflation will occur, but our projections allow little or
nothing for increases in costs that may be incurred as a consequence of
reducing teacher-student ratios and over-crowding of school buildingsS and
improving the educational program.

The difficulties involved in projecting expenditures are well illustrated in
a recent statement by Mr. Arthur Naftalin, State Commissioner of Ad
ministration. In discussing the prospective requirements of the State's Gen
eral Revenue Fund for the next biennium, compared with the current one,
Mr. Naftalin said:!!

It is not inconceivable that the over-all increase might run as high as
20 per cent, in which case we would need additional revenue beyond
what is anticipated. Depending on legislative action, the size of the
increase could be even larger. . . .

There are existing needs throughout the government which are
enormous, and, if fully satisfied, would require substantial increases
in present revenues. In the final analysis, it becomes a question of the

8According to a recent estimate of the U.S. Office of Education, Minnesota's pub
lic school enrollment is 21 per cent in excess of "normal capacity". Only the schools
of Mississippi and Alabama are worse off in this respect. The Nell' York Times,
October 7, 1956, Section 4, p. 7.

!lLetter to J. Cameron Thomson, Chairman, Minnesota Tax Study Committee,
dated September 12, 1956.
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extent to which we are prepared to provide money for our vanous
needs.

THE BALANCE SHEET - SURPLUS OR DEFICIT

The projections of total revenues and expenditures, presented in Table
XXI. 3, indicate a deficit for fiscal 1957 of about $6 million under the
normal taxes, and a surplus of $10 million when temporary surtax revenue
is taken into account. For 1965, under current normal tax rates, the pro~

jected deficit ranges from a high of $120 million to a low of $56 million.
Continuation of the existing surtaxes would reduce it to within a range of
$92 million to $22 million. In each case the projected deficits are predicated

Table XXI. 3. State and Local Government Finances in Minnesota for Fiscal 1957
and 1965 Projected

1957

(millions of dollars)

Total revenue. . . . . . . . . . . . . . . . . . . . . . . . . . . . .. 732.0 741.0
Total expenditures . . . . . . . . . . . . . . . .. 746.8 746.8
Deficit -14.8 -5.8

Normal tax
Normal tax plusll

surtaxes

1965

542

Normal tax
Normal tax plus surtaxesb

low high low high

upon the assumption that the Iron Ore Diversion Amendment will be
approved by the electorate on November 6, 1956.* If the amendment is
not approved the suggested deficit will be $8 million to $12 million higher.

When the Tax Foundation's estimates of the percentage increases in
total state and local government revenues and expenditures for the United
States as a whole are applied to the Minnesota data the projected deficit
for 1965 reaches as high as $176 million. It is $37 million if the low esti
mate of expenditures and the high estimate of revenues are brought together.

Although the expenditure projections include capital outlays as well
as current operating expenditures, the revenue projections make no allow
ances for debt-financing of capital improvements. If the view is accepted

*Amendment passed November 6, 1956.

989.5
1,011.8
-22.3

(millions of dollars)

955.5 919.5
1,011.8 1,011.8
-56.3 -92.3

aDoes not include Veterans' Compensation surtaxes.
blnc1udes Veterans' Compensation surtaxes.

Total revenue . . . . . . . 891.9
Total expenditures 1,011.8
Deficit -119.9
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that "pay-as-you-go" financing is either not feasible or even necessarily
desirable during a period when long-lived public assets are being acquired
at a rapid rate, it follows that at least part of the expected deficits need not
be financed out of current tax and nontax revenues.

As a matter of practice, we find that a substantial part of State and local
outlays in recent years has been paid for out of the proceeds of new bor
rowing. In the 5-year period ending December 31, 1952 the State and its
local subdivisions increased the amount of their bonded indebtedness in
curred for purposes of financing capital outlays by $171 million, from
$130 million to $301 million.10 From January 1, 1948 to the end of calendar
1955 total funded debt outstanding increased from $225 million to $534
million, that is, by $309 million, exclusive of the Veterans' Compensation
Bonds. Approximately two-thirds of the new debt has been incurred by
school districts and the largest part of the remainder was accounted for by
cities and villages. If these units of government should continue to borrow
new funds at the rate of $30 million to $40 million per yearll the revenue
gaps suggested by our projected deficits would present a tax problem of
lesser magnitude than they would in the absence of such borrowing. New
borrowing, however, can continue to ease the revenue problem only as long
as its proceeds exceed current obligations to repay principal, no allowance
for which is included in the expenditure projections.

MAJOR STATE FUNDS

One source other than current revenue and new borrowing which has, in
the past, helped in financing expenditures, consists of accumulated cash
balances in the various State Funds. Although we have, in our projections,
looked only at the over-all picture of State-local finances, the changing
status of State Fund balances in recent years merits the attention of those
concerned with the general problem of financing expenditures in the near
term future. The 3 major continuing State Funds are the Trunk Highway
Fund, the General Revenue Fund and the Income Tax School Fund. Ex
penditures out of the Trunk Highway Fund have been and may be expected
to be geared to revenues derived from the dedicated highway-user taxes.
Its status, accordingly, in terms of the size of balances held, has not fluc
tuated widely. The following tabulation,12 however, indicates that the cash
balances held by the other two Funds have varied considerably through the
last 5 bienniums and fiscal 1956. The balance in the General Revenue
Fund is expected to be at about its June 30, 1956 level1S and the Income

10Data on capital outlays and bonded indebtedness were obtained from the Office
of the Public Examiner.

llIn the latest 3 years for which data are available, 1953, 1954 and 1955, the in
creases in State-local debt amounted to $48 million, $55 million, and $70 million,
respectively.

12Data obtained from Quarterly Reports of the State Auditor of Minnesota.
lSLetter from Commissioner Naftalin, State Department of Administration, Sep

tember 12, 1956.
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General Revenue Fund Income Tax School Fund

(thousands of dollars)

June 30, 1947 .
June 30, 1949 .
June 30, 1951 .
June 30, 1953 .
June 30, 1955 .
June 30, 1956 .

22,951
25,699
21,592

7,699
1,470

11,133

27,619
58,960
65,524
65,244
38,830
18,548

Tax School 'Fund balance is expected to be depleted14 by the end of the
current biennium.

Thus, in the course of 6 years, from July 1, 1951 to June 30, 1957, State
aid to public schools will have been financed to the extent of an average of
$11 million per year out of cash balances accumulated from prior years'
income tax receipts. In looking to the future the fact that this source of
financing has dried up is of considerable significance. The General Revenue
Fund, from July 1, 1949 to June 30, 1955, provided some $24 million for
financing current outlays. Since the latter date, however, it has been built
.up to the extent of about $10 million, and at its current level is too low to
off~r much help in financing the State's needs over the forthcoming
biennium.

Current indications suggest that if the temporary taxes are dropped the
General Revenue Fund will show a deficit of some $20 million by June 30,
1959. Extension of the temporary taxes will approximately cover this
deficit, while passage of the Iron Ore Diversion Amendment* may be ex
pected to leave the Fund with a balance of about $5 million at the end of
the biennium ($6 million less than is projected for June 30, 1957). If
present wage and salary scales and the level of basic aid are continued the
Income Tax School Fund may be expected to develop a deficit of $30
million to $40 million by the end of the next biennium. This deficit will be
reduced by some $20 million if the Amendment passes.

14-Estimate of the Legislative Research Committee.
*Amendment passed November 6, 1956.
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CHAPTER XXII

Alternative Tax Policies

IN matters of tax policy such facts as may be brought to light and their
objective analysis will not answer all questions to the satisfaction of all
interested and reasonable persons. That this is inevitable is attributable to
the sparsity of "facts" in some areas, to weaknesses in the tools of analysis,
and to disagreement with respect to the objectives of tax policy. All may
agree that the tax structure should be equitable in its impact upon persons
and businesses and that it should be conducive, insofar as possible, to
economic growth. But equity, particularly with reference to persons not
similarly circumstanced (that is, "vertical" equity), is an elusive philosophic
concept that defies adequate definition, let alone objective demonstration.
Thus it may well mean different things to different people. We may approach
it with confidence only with respect to its application among similarly cu·
cumstanced persons; equity, in this sense, demands that they be treated
equally. Beyond this, differences may arise in the matter of the relative
emphasis to be placed upon equity as against conduciveness to economic
growth, where the two objectives may conflict. It would seem desirable,
therefore, to attempt to distinguish between those policy measures which
can, with some confidence, be expected to be widely, if not generally, ac
cepted as flowing from our analysis of the State-local revenue structure and
those which are likely to be more controversial in nature. The latter, pre
sented in the second part of this chapter, are offered largely as alternatives
which may be adopted singly or in combination.

Our projections of revenues and expenditures suggested that the existing
structure of normal taxes will not provide the revenues that are likely to be
needed in the years ahead. In addition, replacement revenues must be found
if any of the major taxes are to be cut. Thus tax policy proposals must look
toward finding additional revenue as well as improving the equity and
economic effects of the tax structure.

We see little hope for reducing revenue requirements through economies
in government. There is no doubt that wherever there is waste or ineffi
ciency they should be eliminated, but many activities that may be inefficient
now are inefficient because personnel or equipment is inadequate and re
moving this kind of inefficiency will cost more money, not less. A redundan
cy of governmental units is, however, an unnecessary luxury, as are many
overlapping units and functionaries. But it should be understood that
economy in government, as elsewhere, means efficiency in the use of re
sources - getting a better job done for the dollar - and not necessarily
spending fewer dollars. If there are to be substantial cuts in expenditures
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they can be achieved only by cutting out functions or reducing services, and
trends throughout the nation as well as in other western countries indicate
clearly that people want and demand more and better public services as
their incomes increase, just as they want and demand more the better
private goods and services.

Some Structural Changes in the Revenue System

EXCISE TAXES

Under present law cigarettes are taxed at 4 cents per package or approxi
mately 20 per cent of the wholesale price. Other tobacco products, on the
other hand, are subject to a tax of 15 per cent of the wholesale price, but
only for the current biennium. Continuing this tax on a permanent basis
would add more than $1 million per year to revenues, and raising the rate
to 20 per cent will add a further $300,000 to $400,000.

The experience of Michigan and Massachusetts suggests that the stamp
ing of cigarette packages can, under present circumstances, be eliminated
without substantial revenue loss. If stamping is eliminated our estimate of
the amount the State might save is $50,000. At present distributors are
compensated for the costs of stamping and compliance by being allowed a
discount of 4 per cent of their tax liability. Elimination of stamping would
remove most, if not all, of the justification for the discount. Removal of
the discount will add about $450,000 to revenue. All of the changes sug
gested in the taxation of cigarettes and other tobacco products would add
close to $1 million to revenue, in addition to the $1 million or more that
would be retained through continuation of the existing tobacco products tax.

Only 6 states, including Minnesota, now distinguish between high and
low point beer for tax purposes. Removing the distinction in this State and
going to the current average rate (including the surtaxes) of $1.65 per barrel
would add about $150,000 to revenue. This would result in Minnesota's
ranking 19th lowest in average beer tax rates. Alternatively, if the rate
on low point beer were raised to $1.50 per barrel and the rate on high
point beer held constant, some $400,000 would be realized.

CORPORATE INCOME TAX

The corporate income tax in Minnesota, despite a very high statutory
rate, is, because of the deductibility of federal income taxes, in fact applied
at a rate that is somewhat below the median rate for the 33 corporate income
tax states.

The adverse "announcement" or public relations effect of imposing a
high statutory tax rate while permitting federal deductibility is not conducive
to the establishment of a good "tax climate". It would seem preferable to
reduce the statutory rate, including the surtaxes, from 7.3 to 3.7 or 4 per
cent and eliminate the deductibility of federal income taxes. The 4 per cent
rate would mean a cost to the taxpayer of about 2 per cent, Minnesota's
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rate would not be high relative to that of other states, and about $1.4
million would be added to revenue.

There appears to be little justification for the $500 exemption, either in
terms of equity or as an incentive to economic growth. Removal of this
credit or exemption would add $200,000 to total revenue.

More difficult questions are raised by the property-payroll credit and the
alternative allocation formula. The revenue cost to the State of the former is
about $1 million and of the latter, about $500,000. As a contributor to the
incentive to locate plants in Minnesota the optional 70-15-15 (sales, prop
ery and payrolls) allocation formula is probably the more effective of the
two and the more justifiable. Dropping the property-payroll credit, in the
light of our analysis of it and the $1 million in revenue to be gained, ap
pears to be desirable.

The total revenue effect of the changes suggested for this tax would
amount to about $2.6 million. Implicit in these suggestions is the continua
tion of the present level of surtaxes (General Revenue and Veterans' Com
pensation), other than the $5 annual tax. These surtaxes accounted for
approximately $2.7 million in revenue in 1956 under the corporate income
and bank excise taxes.

INDIVIDUAL INCOME TAX

The individual income tax in Minnesota is comparatively productive,
with relatively high rates and low credits or exemption equivalents. There
are, however, two features that could well be changed in the interests of
equity and revenue productivity. Permitting the deduction of medical ex
penses only to the extent that they exceed 3 per cent of adjusted gross in
come would be likely to add about $1 million to revenue. Permitting mar
ried persons to file separate returns results in substantial differentiation
between similarly circumstanced family units. If married persons were re
quired to file jointly, with no income-splitting, revenues would increase by
approximately $4.5 million. Thus these two changes, in combination, would
increase tax receipts by some $5.5 million.

Consideration should be given to extending the surtaxes and dropping
the filing fee. The net positive revenue effect per year by fiscal 1958 would
be about $7 million.

Under this heading, in the interest of equity and revenue productivity,
withholding, current quarterly estimated returns and generally more effec
tive enforcement of the income tax should be favorably considered. The
revenue effects can only be guessed, but it seems likely that they would
range from $4 million to $8 million.

Combining improved administration with the other changes suggested
would appear likely to produce upwards of $17 million per year.

INHERITANCE, ESTATE AND GIFT TAXES

Adjustment of the inheritance tax appears to be most warranted in the
area of homestead and insurance proceeds exclusions. In order to achieve
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a greater degree of uniformity and equity in the treatment of essentially
similar states or inheritances both of these exclusions should be eliminated.
If it is felt that the competitive position of the State is seriously threatened
because of the level of the inheritance tax, this change would open the door
to a reduction in rates or an increase in the general exemptions sufficient to
wipe out the $400,000 to $500,000 in revenue that would otherwise be
gained. On the other hand, we do not have strong, objective evidence to
support the inter-state competition argument. The choice as to whether or
not to reduce the inheritance tax rates or increase exemptions is not easily
made, but the case for removal of the homestead exclusion is a sound one
on equity, if not political grounds. Exclusion of insurance proceeds can
be defended only if it is argued that such proceeds would otherwise escape
taxation, through legal avoidance. Federal practice and that of many other
states suggests that many people are not convinced that there is merit in
this defense.

INSURANCE PREMIUMS TAX

The only question seriously at issue in the case of this tax involves the
$60 million of exempt premiums. Fair and equitable treatment of policy
holders and underwriters alike calls for the inclusion of these premiums
in the tax base. The gain in revenue for the State would approximate $1.2
million.

PERMANENT TRUST FUNDS

If the permanent trust funds were to be managed in the manner that
would be expected of a prudent trustee or other fiduciary some $200,000
in additional revenues would be realized annually. In addition, if the Con
stitution were amended to permit the investment of the trust funds on a
broader basis that would approach the comparatively conservative prac
tices of, say insurance companies, a further $500,000 might be realized
immediately and up to $2 million to $3 million per year in about 10 years.

THE PROPERTY TAX

The most flagrant abuses in assessment practices, with resultant in
equities, occur in the case of household goods. The exemption of such
property would result in the loss of about $3 million in revenue, but the
net loss, given the small individual amounts involved and the high cost of
even haphazard assessm~nt and administration, would be far less.

Whatever else may be done in the property tax field, it is clear that
2,700 assessors are, to say the least, a few more than are needed. If the
administration of the property tax is to be effective, equitable and con
ducive to good taxpayer morale the following steps should be taken:

(1) Introduce a true county assessor system, eliminating local assessors,
except, possibly, in the case of cities with more than 20,000 population,
which could be permitted the option of retaining city assessors.
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(2) Provide for the assessment by the State of property that is espe
cially difficult to assess, such as real and personal industrial, mining and
public utility property.

(3) Require effective inter-county equalization and equalization between
property that is locally assessed and that assessed by the State.

(4) Provide for a system under which the taxpayer can readily show
that he is over-assessed, if this is the case, and can obtain redress without
resort to uncertain and costly procedures.

(5) Redefine "full and true" to mean current market value - going to
this level over a period of perhaps 5 or 6 years. Adjustments would be
required to ensure that spending sprees, unwarranted borrowing and unduly
high salaries that might be tied to the higher level of assessments would
not emerge.

(6) Change the assessment date to January 1, and provide for inter
change of information between the Income Tax Division of the Department
of Taxation and county or city assessors.

THE IRON ORE OCCUPATION TAX AND AD VALOREM TAXATION

OF IRON ORE

It would be to the advantage of and in the long-run interests of the
State, the mining industry, and the people of the range communities to
move further and more quickly from ad valorem taxation of unmined iron
are to occupation-severance taxation of the industry. This move appears
to be desirable irrespective of the total level of taxation of iron mining.
The major difficulty lies in the fact that the public finances of the range
school districts and municipalities are so heavily dependent upon the ad
valorem tax on unmined iron are. It would appear to be difficult if not
impossible to achieve this change unless some means can be found to
return some of the occupation tax receipts to these governmental units
(over and above the share they would obtain under the distribution to the
school districts that will be forthcoming if the Iron Ore Diversion Amend
ment passes). [Note: Amendment passed, November 6, 1956.]

Favorable consideration should be given to the establishment of a labor
capital or high cost credit, in lieu of the present labor credit.

HIGHWAY USER TAXES

Our study of the highway user taxes led to the conclusion that the heavier
trucks are bearing less than their appropriate share of the costs of provid
ing and maintaining highways. In addition, the taxes paid by trucking
companies appear to represent a considerably smaller proportion of gross
receipts than do those paid by the railroads. The principles involved in
user-charge financing of highways and the shortcomings of motor vehicle
registration and motor fuels taxes warrant favorable consideration of a
weight-distance tax, applicable to both domestic and foreign over-the-road
carriers.
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GROSS EARNINGS TAXES

A greater degree of uniformity in gross earnings tax rates would, in the
absence of a clear-cut case favoring the present structure of differential
rates, appear to be called for. We have been unable to bring together the
necessary data on property valuations that would permit an appraisal of the
effects of dropping the gross earnings taxes in favor of taxing companies
now subject to these taxes under the property and income taxes. However,
the fiscal requirements of local units of government and equity among busi
ness units argue in favor of a change of this nature, irrespective of the net
revenue effects or changes in tax liabilities.

SUMMARY

If the changes suggested to this point were carried out, the following
conclusions would appear to be warranted:

(1) Equity in the tax system and administrative efficiency would be
improved.

(2) Revenues of the State would be about $27 million to $30 million
higher in fiscal 1958 than the level that would be achieved under the exist
ing tax structure with only the normal rates in effect. This increase in
revenue would be derived from the following sources (in approximate
amounts):

Taxes
Tobacco products, including cigarettes $ 2.0 million
Alcoholic beverages 1.3 II

Corporate income , ,...... 5.3 "
Individual income 18.0 "
Insurance premiums 1.2 u

Nontax revenue
Increase in Permanent Fund income .2 II

Total , , , $28.0 million

If it were decided to continue the iron ore occupation and royalty surtaxes,
a further $6 million to $7 million might be realized.

(3) There would be no immediate need for new taxes or increases
above current levels in tax rates.

(4) Except insofar as improved administration would be welcomed,
there would be no improvement in the structure or reduction in the level
of business taxation in the State.

Tax Policy for the Future and Economic Growth
To go only as far in tax policy as has been suggested would involve

stopping short of meeting indicated revenue requirements for the years
beyond 1958 and, as we have pointed out, it would also do nothing toward
removing any of the tax obstacles to economic growth in the State.
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To the extent that taxation in Minnesota imposes an obstruction in the

path of economic expansion, that obstruction would appear to take the
form of the property tax. It is this tax which accounts for the major por~

tion of the comparatively high tax load imposed upon business. As a means
of taxing business, including farming, the property tax, an essentially fixed
charge, is inimical to economic expansion. But the desirability of main
taining a high degree of local fiscal responsibility and independence, the
lack of an adequate replacement tax for local governments, and the pros~

pect that its administration can be improved all require a continued heavy
reliance on the property tax, at least as it applies to real property.

The greatest scope for improving the tax climate for business appears to
lie in the personal property tax. It is most capricious in its incidence and its
administration presents extremely difficult problems.

Several approaches are possible. At one extreme is the suggestion that
the classification ratio applicable to manufacturers' inventories be reduced
from 33Y3 to 20 per cent, and at the other we may exempt entirely all
personal property. Lying in between is the possibility of changing the classi
fication system to one in which there would be only two classes - real and
personal, with all realty (including agricultural real estate) being assessed
at, say, 40 per cent of full and true value and personalty at 20 per cent.

Cutting the classification ratio on manufacturers' inventories to 20 per
cent would reduce revenues by about $3.5 million. Classifying all personal
property at 20 per cent would result in a reduction in revenue of about
$15 million to $18 million. Finally, exemption of all personal property
would, on the basis of the 1954 levy, result in a loss of revenue amounting
to roughly $62 million. For fiscal 1958 the revenue lost would probably
exceed $70 million.

The magnitude of the revenue problem facing the State and its local
subdivisions depends, therefore, to a very considerable extent upon the
decision that is taken with respect to the taxation of personal property. If
no change is effected but upwards of $30 million is realized through the
implementation of the suggestions offered in the preceding section of this
chapter, additional revenues required by 1965, assuming that new bor~

rowing in excess of debt repayments will not alleviate the problem, are
likely to range from about $85 million to $15 million. Exemption of all or
part of personal property now subject to tax will, of course, add $70 mi1~

lion or more to these sums. New revenue needed by the State and its local
subdivisions as early as fiscal 1958 could, therefore, amount to $70 million
and the sum required may increase at a rate of $10 million to $15 million
per year, over and above the additional revenues that may be expected
to be realized as a consequence of the projected growth in the economy.

Whatever the magnitude of the revenue problem may prove to be, there
are several alternatives that appear to offer most promise as means of
coping with that problem. These are presented here as alternatives that
may be resorted to in combination or singly. The choice of taxes and the
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rates to be applied depend, of course, in large measure on the objectives
sought, in terms of revenue productivity, consideration of equity in the
distribution of tax payments, and improvement in the tax climate for
business. At the State level the prospects for raising substantial additional
revenues appear to lie principally in the introduction of a sales tax and/or
a value-added tax, and in raising the effective rates applicable under the
individual income tax.

A sales tax levied at a rate of 2 per cent and providing for a $10 credit
for each taxpayer, spouse and dependent would raise about $45 million
in revenue. It would be progressive in its distribution among income groups
up to the $3,000 to $4,000 level and approximately proportionate among
higher income families. Approximately $50 million might be realized if
the tax rate were 3 per cent and the credit $20. This version of the sales
tax would be progressive through the income scale, at least up to $20,000.
As a third alternative, a 1 per cent tax coupled with a $5 credit would
produce approximately $23 million in revenue. Its distribution among in
come groups would be similar to that indicated for the 2 per cent tax
coupled with a $10 credit.

A value-added tax similar to the Michigan Business Receipts Tax, levied
at a rate of 6.5 mills and containing provisions for substantial exemptions
could be expected to provide $15 million to $20 million in revenue. Its
chief merit lies in its superiority to the personal property tax as a means
of taxing business.

There are various ways in which the individual income tax could be used
to raise additional revenue. At levels of taxable income reported in 1954,
for example, adding 1 per cent to the rate applicable to each income bracket
would have produced about $20 million'! By fiscal 1958 an increase in
income tax rates of this magnitude would be likely to provide about $24
million. Alternatively, if the deductibility of federal income taxes had been
dropped the Department of Taxation has estimated that revenue in 1954
would have increased by some $22 million, assuming that current federal
tax rates had prevailed.2 Thus either of these changes in the tax would add
$20 million to $25 million to revenues. A greater degree of progressivity
in the State tax structure would be achieved if the latter of these two
alternatives were adopted.

Thus for fiscal 1958 these three taxes could be called upon to produce
$80 million to $90 million, or of course, any smaller sum that might be
required. If the tax bases involved may be assumed to grow at a rate of
about 3 per cent per year the additional revenue that may be needed by
1965 would appear to be comfortably in sight under a program of this
kind. That is, by 1965 its revenue productivity would reach a level of
about $100 million to $110 million.

lBased on data provided by the Minnesota Department of Taxation.
2Memorandum prepared by the Research Staff of the Department of Taxation,

September 28, 1956.
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Alternative Tax Policies
There remains, however, the problem of meeting the existing revenue

requirements of local units of government and replacing the revenue that
would be lost to them if personal property is to be either exempt or classi
fied at a lower rate. Among the means of solving this problem the follow
ing appear to be most feasible and desirable from the points of view of over
all tax policy and the maintenance of local fiscal responsibility:

( 1) Assumption by the State of full financial responsibility for the State
county share of the cost of categorical assistance under the federal Social
Security Act. The counties would gain about $14 million.

(2) Abandonment by the State of its property tax levy. This would
permit local units of government to add some 10 mills to their levies with
out increasing total property tax liabilities. The gain in revenue realizable
by local units would amount to more than $12 million in fiscal 1958, even
if all personal property were exempt.

(3) The adoption by the larger cities of municipal income taxes or
supplements to the State tax. Experience in other cities suggests that Min
neapolis, St. Paul and Duluth could readily realize $10 to $20 per capita
through the imposition of a 1 per cent tax. Thus, the revenue available for
these cities would be as much as $22 million in fiscal 1958.

(4) Extend the privilege of operating liquor stores to municipalities with
populations in excess of 10,000. If all such municipalities availed them
selves of this privilege the net revenue realizable would probably be well
in excess of $5 million.

(5) Increased State aid. A system of block grants which would add
about $10 per capita to current levels of revenue would probably meet the
needs of local governments.

As in the case of our discussion of State tax policy, however, the sug
gestions offered here need not be accepted or rejected as a "package";
each of them may be accepted or rejected independently of the others. But
if the Legislature should exempt personal property entirely, then at least
the larger part of the remainder of the suggestions for policy, or alternatives
capable of producing revenues of the magnitudes involved, would be re
quired. The approximate effects on the revenues of the State and its local
subdivisions may be summarized as follows:

(millions of dollars)
For the State

3 per cent sales tax, $20 credit . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. +50
Value-added tax, 6.5 mills +20
Increase in income tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .. +23
Abandonment of property tax levy -16
Assumption of full financial responsibility for categorical aids -14
Adding to State aid -30

Net increase in revenue +33
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For local governments (millions of dollars)
Exemption of personal property . . . . . . . . . . .. -67
Municipal liquor stores + 5
Municipal income taxes , +22
Reduction in local welfare costs . . . . . . . . . .. +14
Increase of 10 mills in local property

tax rates (to absorb State levy) +12
Increase in State aid " +30

Net increase in revenue +16

While the foregoing figures represent only rough approximations, the $40
million net increase in State revenue, over and above the $30 million realiza
ble if the measures suggested in the first part of this chapter are adopted,
would appear to leave substantial leeway for modification of the "package"
or elimination of some of its component parts. In addition, if personal
property should be reclassified rather than exempted, the magnitudes in
volved would 1;Je very much reduced, the size of the reduction being de
pendent upon the change in the property tax base that was effected.
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Chart II. 1. Expenditures of State and Local Governments, by Function,
Minnesota, 1942-1954
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Chart II. 2. Per Cent Distribution of State and Local Direct Expenditures,
by Function, Minnesota, 1954

HIGHWAYS

EDUOATION

HEALTH. HOSPITALS.
AND WELfARE

558



_---Z!

559

Chart II. 3. Per Capita Total Expenditures of State and Local Governments,
United States and Minnesota, 1942-1954
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Chart III. 1. Per Capita Revenue of State and Local Governments in Minnesota,
Selected Years, 1903-1954
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Chart III. 2. Percentage Distribution of Tax Revenue of State and Local
Governments in Minnesota, 1954
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Chart VIII. 1. State Corporate Net Income Tax Rates, 1955

CHART II.B.Lo. 02, STATE CORPORATE NET INCOME TAX RATES. 1965.
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PART THREE

Committee Conclusions
and Recommendations

INTRODUCTION

In this section the Governor's Minnesota Tax Study Committee presents
its conclusions and recommendations for revising and strengthening Min
nesota's tax structure. Basing itself primarily on the findings of fact and
the analysis provided by the Committee's Research Staff in its exhaustive
survey of Minnesota's tax structure and problems, the Committee has
formulated a series of recommendations to meet the rising tide of com
plaint and concern over the many inequities in our existing taxes, their
potentially restrictive effects on our economic growth, and the deficiencies
in their enforcement.

The section opens with a discussion of the principles which guided the
Committee in its work. It then examines the broad outlines of the program
recommended by the Committee to translate these principles into practice.
After these introductory statements, a point-by-point presentation is made
of the Committee's recommendations for improving Minnesota's tax struc
ture in terms of the goals of equity, economic growth, and effective en
forcement.

The Committee wishes to underscore the fact that, while the basic prin
ciples which guided the Committee are directed to the long run, most of its
explicit proposals are cast in terms of recommendations for action during
the 1957 legislative session. The Committee felt that it could best discharge
its responsibilities not by simply enunciating broad principles in general
terms, but by converting them into a specific program for the immediate
consideration of the Governor, the Legislature, and the people of Minnesota.
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GENERAL STATEMENTS

GUIDING PRINCIPLES

Starting from widely differing points of view on tax policy, the members
of the Governor's Tax Study Committee have arrived at a joint and unani
mous set of conclusions and recommendations for the improvement and
revision of Minnesota's taxes. Each one of us would differ with the form
or content of one or another of the following recommendations. But the
reader will find no minority report, no footnotes of dissent, since each one
of us endorses the program as a whole. Give and take is the essence of
democracy. It is our strong and unanimous conviction that the program as
a whole will give Minnesota a vastly improved tax system on four major
counts:

1. It·will provide a far better tax environment for the location of new
business in Minnesota and for the expansion of investment in Minne
sota's industry and agriculture. To realize its full economic potential
and achieve its full share of the great economic expansion our coun
try is undergoing today, Minnesota must provide a fair and friendly
tax environment for business and agriculture.

2. It will remove major elements of inequity in the tax system and, in
time, give Minnesota one of the fairest tax systems in the country.
As state and local tax burdens inevitably rise to meet the huge de
mands of an expanding and prospering population, it becomes con
tinually more vital to distribute our state and local tax burdens in
accordance with the generally accepted standards of fairness and
equity in taxation.

3. It will make tax administration and enforcement far more effective
and even-handed and will substantially ease the problem of com
pliance for the taxpayer. We should not call upon conscientious tax
payers for additional or new taxes until we have made certain that
those who are escaping tax under existing tax laws are brought to
book through more effective enforcement. At the same time, taxes
must be made simpler and more convenient for the taxpayer to pay.

4. It will strengthen the revenue structure and fiscal position of the State
of Minnesota and its subdivisions and thereby provide a firm finan
cial foundation for maintaining state and local government in a
strong, independent, and responsible position in our federal system
of government.

ECONOMY IN GOVERNMENT

The Committee's primary assignment and concern has been with the
redevelopment of Minnesota's tax system to make it a more dynamic and
equitable instrument for financing the pressing needs of government while
at the same time encouraging its citizens to exercise initiative in creating
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Recommendations
and maintaining more job opportunities. In facing up to this problem
against the background of ever-mounting demands on state and local gov
ernments, the Committee has not been unmindful of the impelling necessity
of greater efficiency and economy in government. Indeed, the rapid growth
of our revenue needs dramatizes the necessity of improving and sharpen
ing our governmental machinery.

Yet, except in the field of tax administration where the Committee is
making a number of recommendations for improvement, it was beyond the
Committee's scope and resources to undertake a separate study of effi
ciency and economy in our state departments and local government activi
ties. However, the Committee wishes to commend the present state ad
ministration for its unique and searching inquiry into this matter in the
form of the State Self-Survey project. At minimum cost, this project has
produced an invaluable report bringing together the findings and conclu
sions of 33 task-force self-survey teams which have actively and aggressive
ly sought ways and means of cutting costs, improving organization and
efficiency, and providing better service in the various state departments.
The Committee hopes that this survey will be fully utilized by the legisla
ture as a basis for improving the operating effectiveness of our present state
government.

As in the case of the national Hoover Commission reports, the savings
effected under the Self-Survey recommendations will not all be direct and
immediate. Many will require higher salaries and additional outlays at the
outset as the surest path to the goal of getting the greatest return per
dollar of tax money invested in government.

At the local level, there is still need for a long-range study of various
possibilities of economizing on expenditures and improving the quality of
services. Such areas as the apparently excessive number of school districts,
of local governmental units, and the like should be made the subject of
searching long-range study.

While important economies and advances in efficiency can be expected
from these efforts, the Committee is under no illusions that this will solve
our revenue problem. We recognize that the results are likely to be re
flected more largely in improved services than in reduced tax requirements.
If state and local governments are to be responsive to the growing needs
for schools, welfare services, roads, public recreational facilities, and so
on - that is, if we wish to meet these needs through government close to
home rather than running hat in hand to the federal government - we as
citizens of Minnesota and its communities must be prepared to face up to
this central fact: our state and local tax structures must be geared up to
generate larger tax revenues at the same time that we bend maximum
efforts to assure that those tax monies will be spent in a thrifty and efficient
manner.
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THE PROGRAM AS A WHOLE
PROPERTY TAX

In examining Minnesota's tax problems, the Research Staff and the Com
mittee itself found the property tax to be the most deficient major element
of the Minnesota tax system not only in terms of its inequity in structure
and enforcement, but also in its discriminatory impact on industry and
agriculture. In particular, the household goods and inventory segments
of the personal property tax were found to suffer from gross inequity and
to bear unduly hard on certain groups of taxpayers. In response to these
findings, the Committee's major recommendations for tax reform and tax
relief relate to the property tax.

The property tax lies at the very heart of independent and responsible
self-government at the local level. Without it, local governments could not
hope to continue as independent units. Therefore, the revision and
strengthening of this source is perhaps the most vital step to be taken in
strengthening the financial underpinnings of democratic self-government.

In accordance with this conviction, the Committee wishes to lay before
the citizens of Minnesota a comprehensive program for revitalizing this tax
by (1) reforming the assessment system; (2) providing for more effective
taxpayer redress and assessment equalization; and (3) removing or reduc
ing the weakest elements of the system, namely, the household goods tax
and the inventory tax, for which it has been found virtually impossible to
establish fair and reasonably accurate valuations.

The Committee recognizes that while the third step can be accomplished
promptly within the existing revenue structure, the first two steps involve
such basic changes in existing institutions that they will take a longer
period to accomplish. With respect to the personal property tax relief
measures recommended for immediate adoption, the Committee is aware
that these would cost somewhat more than one-third of the existing
revenues from the personal property tax. The localities cannot be asked to
bear this revenue loss without replacement by the State. Therefore, the
Committee is recommending the designation of specific income tax sur
taxes and the telephone gross earnings tax to provide funds for a dollar-for
dollar replacement of lost revenues in the early years of this program, and
distribution on a growth formula for the longer run period. In other words,
the program will not only protect local governments from immediate loss
but will give them access to expanding sources of revenue, sources whose
proceeds have in fact more than doubled in the past ten years.

INCOME TAX

Just as the property tax is the backbone of the local revenue system, the
individual and corporate income tax has become the mainstay, though not
as dominantly, of the State tax system. Here, too, the Committee found
great room for improvement in structure and administration. Its recom-
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mendations seek to correct basic inequities (a) by removal of the $5.00
filing fee ("head tax") ; (b) adjustment of the 5 per cent bonus surtax to
allow personal credits in its computations; (c) elimination of the tax dif
ferential favoring those married couples who can divide their incomes be
tween husband and wife over those who can not; at the same time, making
provision in the Committee program for a liberal deduction for child care
expenses incurred by working mothers; (d) by eliminating the tax advan
tage for non-resident earnings under the l50-working-day rule; (e) by
stricter tax enforcement through income tax withholding on wages and
salaries, current quarterly payments on individual income not subject to
withholding, and full use of federal income tax returns and audits to over
come tax evasion on other sources of income.

With special reference to the corporate income tax, the Committee is
recommending measures to accomplish four results: (1) to remove in
equities resulting from such preferential provisions as the property-payroll
credit and the alternative allocation formula on interstate business; (2) to
stimulate investment and economic expansion by providing for speedy
write-offs of machinery, equipment, and plant, as well as permitting carry
over of net business losses on the same basis as the federal law; (3) to put
corporate tax payment on a somewhat more current basis at the same time
that pay-as-you-go withholding is introduced; (4) to increase revenue from
this source to bring it somewhat more into line relative to the individual
income tax in Minnesota and the corporate income taxes in other states.

OTHER TAXES

With respect to other tax sources, the Committee recommendations do
not involve specific and immediate changes in revenue except in the case
of the tobacco taxes and the insurance gross premiums tax. With respect
to the former, the Committee recommends increase of the tax on other
tobacco products to 20 per cent to bring it into line with the cigarette tax,
and recommends certain simplifications in the administration of the cigarette
tax. With respect to the insurance gross premiums tax, the Committee
recommends that most of the existing special exclusions of premiums from
the tax base be terminated in the interests of a more equitable application
of this tax.

In otber fields the Committee has recommended primarily adjustments
in structure without net changes in revenue. For example, it has proposed
the conversion of the present labor credit under the iron ore occupation
tax into a labor-capital credit and extension of the credit principle to the
royalty tax as an aid principally to the smaller operators; some rate adjust
ments would be necessary to avoid revenue loss. As another example, the
Committee recommends simplification of the structure of the inheritance
tax and some adjustments in the rates - reduction at the top, where Minne
sota has the highest rates in the country, and a modest increase in the
middle and lower ranges, where Minnesota is below average.
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In some cases the Committee has not been able to arrive, within the
limits of time and resources available at firm recommendations, but has,
recommended further study with certain ends in view. With respect to motor
vehicle taxes, for example, the Committee has concluded that our taxes
on heavy trucks are too low in relation to the costs of highway construc
tion and maintenance imposed by heavy trucking, and are also low in rela
tion to taxes in other states. However, the Committee has not had an op
portunity to work out a specific rate structure.

PRINCIPLES IN PRACTICE

A review of this summary of the Committee's program readily reveals
how the Committee's guiding principles have been embodied in specific
proposals.

1. Economic Growth: The Committee recognizes that certain aspects of
Minnesota's economy have been growing faster than the national average.
But this growth has been from a relatively small base and has not provided
sufficient new jobs to offset the decline in agricultural employment and the
increase in population. The Committee therefore believes it important that
Minnesota's tax structure should be amended so that, in addition to re
moving inequities, it will encourage growth in all sectors of the economy.

The area of greatest concern on this score is the personal property tax,
which the staff research studies have shown to be higher in Minnesota than
in any other comparable state. The proposed adjustments in inventory
taxes would be a major step toward providing a fair and friendly tax
environment for business. The corrections noted above in the structure and
administration of the real property tax, the corporate income tax, and the
iron ore tax would further improve the environment for economic growth in
Minnesota.

2. Equity: The equity consideration, both within the framework of par
ticular taxes and among different groups in Minnesota's economy, has
dominated much of the Committee's research and policy deliberations and
is apparent throughout the Committee's specific recommendations. Re
moval of the household goods tax, elimination of the taxes on manufactur
ers' inventories and farmers' inventories and livestock would remove the
most discriminatory and inequitable portions of the property tax. Adjust
ment of wholesale and retail inventory taxes would work toward the same
end. Adoption of the Committee's personal property tax relief program in
this area would reduce the total personal property tax on manufacturers,
wholesalers and retailers by approximately the same percentage, 35 to 40
per cent. The reduction would be about 50 per cent for farmers. The many
improvements on the score of fairness and equity in taxation in the income
tax structure have already been noted.

3. Administration and Compliance: Both the property tax assessment
reform program and the introduction of withholding and full use of federal
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returns in the income tax field will make an important contribution toward
more complete and even-handed enforcement of our state and local tax laws.

4. Strength of State and Local Government: As a whole, the Committee's
program would provide greater fiscal strength at both the State and local
levels of government by improving the economic impact, equity, and ad
ministrative integrity of our state and local taxes.

FINANCIAL IMPACT

The Committee has satisfied itself that the net tax benefits to individuals,
business, and agriculture under its program (see summary table on pages
86 and 87) can be financed from present revenue sources and still provide
funds to meet the expanding essential needs in education, welfare, and
other services.

Several factors have contributed to this fortunate situation. First, the
vigorous expansion of our economy has increased the revenues from exist
ing taxes faster than had been anticipated two years ago and has produced
a sizeable surplus in the General Revenue Fund. Second, the passage of
Amendment Number 3 at the November, 1956, election has made avail
able for current purposes substantial revenues that were previously added
to the principal of the state's permanent trust funds. Third, the accumula
tion ahead of schedule of sufficient funds from the bonus surtaxes to retire
the bonds issued to finance the World War II bonus frees these tax sources
for other purposes.

As a result of these factors, combined with the continuance of certain
temporary taxes recommended by the Committee, the use of a major por
tion of the existing balance in the General Revenue Fund as well as the non
recurring gain from the recommended speed-up in corporate tax collections,
and the net revenue increases resulting from the Committee's program of
structural and administrative changes, the Committee has found that it is
possible during the 1957-59 biennium to finance full replacement of local
personal property tax losses and other tax reliefs in the interests of equity
and incentive without any increases in tax rates except for the I-percentage
point increase in the corporate income tax and the adjustment of the tobacco
tax.

While the drawing down of balances during the coming biennium fore
shadows a need for additional revenue in the future, it is the Committee's
belief that much of the needed revenue will be provided by continued and,
we would hope, accelerated growth of Minnesota's economy and the
broadened tax base and increased revenues that will be generated by such
growth. Further consideration is given to this problem of future revenue
needs and sources in the concluding section of our recommendations,
pages 88-90.
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THE PROPERTY TAX
PERSONAL PROPERTY TAX REDUCTION PROGRAM

Present Statutes:
There are 13 classes of property subject to varying rates of assessment,

ranging from 50 per cent of "full and true" value for iron ore to 5 per
cent for rural electrification transmission lines.

Recommendations:
(a ) That the following specific reductions be made in the classification

rates of the personal property tax:

Present
classification

Manufacturers' inventories , 33 1113 %
Farm inventories and livestock 10-20%
Wholesale inventories. . . . . . . . . . . . .. 33Y3 %
Retail inventories 331/3 %
Household goods 25 %
All other classes Various

Recommendation
Zero
Zero
20%
20%
Zero
No change

(b) That debt (and other) limitations on local units be adjusted to take
account of this loss of a substantial part of their personal property
tax base.

Reasons:
Some features of the present classification system are justifiable in

terms of administrative feasibility or encouragement to resource use and
development, but others do not appear to be based on a consistent
rational principle.

The personal property tax is generally considered to be the sorest
point in our tax structure. Many classes of personal property are difficult,
if not impossible, of accurate assessment, with consequent gross in
equity between taxpayers; farm and manufacturers' inventories are main
ly goods in an intermediate stage of production and not as suitable a base
of a property tax as other property; and household goods are particu
larly criticized as a tax base on the additional ground of the relatively
high cost of assessment and collection of the amounts levied on this base.

Given these weaknesses in many areas of the personal property tax,
selective reduction of such taxation by reduction to a lower or zero
classification rate would greatly improve the equity and the administra
tive efficiency of this whole area.

In addition, to encourage growth and development of agriculture and
business now located in Minnesota, and to encourage the location of
new investment and property in the State, these selective reductions
both reduce the burden of business and agricultural taxes at critical
points, and give direct incentive to the expansion of investment and
employment in the State.
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Revenue Loss and Replacement:

Estimates of revenue Losses by recLassificatiol/ program l

Annual
Revenue Loss

Class (in millions)

Manufacturers' inventories2 , , $ 9.5
Farm inventories and livestock8 .. ,. . . . . . . . . . . . . . . . . . . . . . . . . . . . 6.1
Wholesale inventories2 1.9
Retail inventoriesQ

•••••••••••••••••••••••••••••••••••••••••• 3.3
Household goods , ,.................... 3.5

$24.3

Losses 1I0t replaced to local III/itsol

50 per cent of household goods tax . . . . . . . . . . . . . . . . . . . . . . . . . . .. - 1.7
State levy on these classes of personal property , - 1.1

Al/lIl1al revel/lie losses to be replaced to local III/its ol • ••••••••••••• ,. $21.5 5

Estimates of revenue of replacement SOllrces4

5.8
6.4

$18.25

Annual
Revenue

Tax source (in millions)

10 per cent surtax on individual income normal tax ..... , . , . . . . .. $ 6.0
1.3 percentage-point surtax plus 1.0 percentage point additional· tax

on corporate income (and 1.4 percentage-point bank excise surtax)
Gross earnings tax on telephone companies .

----
Total replacement tax revenues, per annum, 1957-59 biennium ....
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lThese revenue loss figures represent 1956 levies on 1955 assessed valuations.
The Committee's recommendation calls for replacement of the 1957 levies on 1956
valuations, which will probably involve a small net increase in the over-all loss
figure.

2Several items now included in manufacturers' inventories (lumber and building
materials, petroleum products, coal, and other inventories included in classes 20,
21, 22, 24, and 25 on the personal property tax return) include a certain amount
of dealers' inventories. When information permitting a more detailed breakdown
becomes available, the $9.5 million figure for manufacturers will be reduced ac
cordingly, while the figures for wholesalers and retailers will be increased. The
net effect will be a small decrease of the revenue loss, since wholesale and retail
inventories will still be subject to tax at the reduced 20-per cent classification.

8IncIudes grains and other agricultural products in the hands of producers
(Class 3A) and livestock and poultry (items 36-43 in Class 3D) but does not
apply to agricultural tools, implements, and machinery (items 44, 45, 46 in Class
3D).

olFor further detail, see discussion of the Personal Property Tax Replacement
Account, pp. 81 and 82, below.

5During the 1957-59 biennium, only Ph years' losses will need to be replaced
(calendar year 1958 and the first half of calendar year 1959), thereby permitting a
modest balance to be built up in the Replacement Account to help meet the higher
replacement liabilities in the 1959-61 biennium. Any net shortage in that biennium
would be made up from the State's General Revenue Fund.
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THE ASSESSMENT SYSTEM

Present Statutes:

Property assessment in Minnesota is the responsibility of approximate
ly 2700 assessing officers. Forty-nine of these are county assessors and
38 are county supervisors of assessment. The State Commissioner of
Taxation serves as the assessor of certain public utility property. The
remainder are local assessors functioning at the town, village, city, or in
unorganized territories, at the district level..

Most of the local assessors are part-time officials, either elected, usual
ly for a two-year term, or appointed by the governing body of the unit
involved. They are compensated on a per diem or annual basis, usually
at a very low rate. In larger cities the assessor is a full-time official with
a staff of assistants.

Every county is requh'ed to have either a county assessor or a county
supervisor of assessment. The duties of the county supervisor of assess
ment are primarily to assist and advise local assessors as to their duties
and methods which should be used. He does not actually make assess
ments. County assessors, as well as supervising assessments, are charged
with responsibility of actually assessing property.

Recommendations:

(a) That a county assessor system be established replacing the local
ly elected or appointed assessors, except that in cities of more than,
say, 20,000 population, city assessors may be continued and that
appointments of all assessors and their assessment staffs be made
by the local authorities from a statewide list of qualified persons,
such list to be established by the State Department of Taxation on
the basis of reasonable standards of qualifications to be promul
gated by the Department. The appointment of all county and city
assessors is to be subject to confirmation by the State Commissioner
of Taxation.

(b) That when the appointment of qualified assessors on a merit-system
basis has been made effective, authority be invested in such county
assessors to inspect the property records of taxpayers, with severe
penalty imposed for wrongful use of such information by the
assessors.

(c) That primary responsibility be assigned to the State Department of
Taxation for the assessment of especially complex and difficult
types of property, such as the properties of "manufacturers" as
defined in connection with the inventory tax relief program, and
that the Oregon pattern of state assessments of certain types of
property be given consideration in implementing this recommenda
tion.
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Recommendations
(d) That the authority of the Commissioner of Taxation to inspect the

books of taxpayers, and authority for the local assessors to refer
business inventory assessment problems to the Commissioner for
his recommendation be confirmed.

(e) That the staff of the State Department of Taxation be increased and
strengthened effectively to carry out these added responsibilities.

Reasons:
Assessors are not now required by law to possess the knowledge, skill

or training needed for the efficient appraisal of property. Moreover, the
maximum rates of compensation allowed are extremely low and many
assessment districts are far too small to permit the use of competent,
adequately paid personnel and to provide the requisite equipment and
facilities. Certain types of industrial property as well as utility property
can be adequately assessed only by highly trained personnel. Local
assessors generally do not have access to sufficient information to per
mit adequate assessment of the most complex classes of property.

REVIEW AND EQUALIZATION

Present Statutes:
The Minnesota law provides that the assessor is to determine full and

true values which are then reduced by the percentages provided in the
classification law to obtain assessed values. In practice, "full and true
value" as determined by assessors in Minnesota is typically far below
actual market price.

Review agencies are charged with the task of examining the original
assessment rolls prepared by the' assessor and changing individual assess
ments that are out of line. Changes are made either upon complaint of
the taxpayer or upon the review board's own motion. Statewide equali
zation of assessed values (in connection particularly with the distribu
tion of state equalization aids for schools) is carried out by means of
sales-sample studies conducted by the Department of Taxation for the
Equalization Aid Review Committee and financed by a special legisla
tive appropriation.

As a practical matter, property assessments are equalized in accord
ance with the aggregate value of whole groups of property rather than
individual assessments. .

Recommendations:
(a) That provision be made for effective inter-county equalization of

assessed values, and for equalization of assessed values of locally
assessed property as against state-assessed property.

(b) That until such time as all property is assessed at current market
value, the assessor be required to post a public notice stating the
percentage of current market value at which he is assessing each
class of property.
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(c) That provision be made for fast, easy, and economical redress at
administrative levels and for final judicial review if a taxpayer can
show that he is over-assessed relative to the posted ratio, or to the
general assessment level in his district. The general assessment level
should be based on sales ratio studies, etc.

(d) That the Equalization Aid Review studies of the ratios of assessed
value to market prices by the State Department of Taxation be con
tinued and adequately supported by legislative appropriation.

(e) That the state property tax levy be spread on the basis of the
equalized values as established with the aid of the studies in (d),
but with due regard for the special problems of iron ore and any
other state-assessed property.

Reasons:
Since the ratio of full and true value to market value will differ from

assessment district to assessment district, effective inter-county equaliza
tion is required (a) to equalize the burden of state tax levies among
counties; (b) to equalize the burden upon local property assessed by the
State Commissioner of Taxation and local property assessed by the
County or City assessor, and (c) to equalize the apportionment of state
aids when the distribution formula includes assessed values as one of
the factors. The problem of equalization will become considerably less
acute when property assessment is put on a current-market-value basis
(in accord with the next recommendation).

CURRENT MARKET VALUE ASSESSMENT

Present Statutes:
The Minnesota law provides that assessors are to determine full and

true value, which is defined as the usual selling price (market value) at
the time and place of assessment. In practice, "full and true value" as
determined by assessors is typically far below market price.

Recommendations:
(a) That, over a period of some 6 years, a complete reappraisal of all

property subject to taxation in the state be made on the basis of 100
per cent of current market value, and that. thereafter, it be kept
currently on that basis.

(b) That the new assessments be put into effect at the beginning of the
seventh year, and that, thereafter, all property tax levies be spread
by every taxing jurisdiction in the state on the assessment base
established by this "100 per cent of market value" determination
of "full and true value",

(c) That, at the time the change-over is made, per capita expenditure
limitations, mill levy tax limitations, and assessed-value-to-debt limi
tations be revised and adjusted appropriately.
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Reasons:
The property tax remains the single most important tax base in our

state and local tax structure, and is the tax base for supporting local
government functions. The failure to maintain an accurate and equitable
assessment of property strikes at the foundations of local government,
and should be corrected for this, if for no other reason.

In addition, poor assessment practices result in gross inequity as be
tween property owners, and discourage economic growth in the State.

Since the shift to the new level of assessed values would make un
realistic various mill rate, per capita, and assessed value debt limitations,
all such limitations would need restudy, and adjustment at the time of
the shift.

ASSESSMENT DATE AND AVERAGE INVENTORY

Present Statutes:
Personal property is assessed annually with reference to its value on

May 1. Real property subject to taxation is listed and assessed as of May
1 of even-numbered years.

Recommendation:
That the assessment date be changed to January 1 for the assessment

of all real and tangible personal property, except that taxable inventories
(exclusive of iron ore) be assessed on the basis of a monthly average
inventory for the calendar year.

Reasons:
The May 1 date lacks the administrative advantages of the January 1

date. January 1 coincides with the fiscal year-end of most taxpayers and
permits the assessor to devote a more adequate period of time to the
assessment job. The average inventory provision gives more equitable
treatment of taxpayers with seasonal inventory peaks or lows at divergent
dates. Iron ore would not be assessed on this average inventory basis,
but would be assessed in the usual way on January 1 in order to avoid
bringing into the base of the tax the temporary inventories during the
shipping season.

577



THE INDIVIDUAL INCOME TAX

THE $5.00 ANNUAL FILING FEE

Present Statutes:
A $5.00 filing fee is levied on everyone required to file a personal in

come tax return, with the proceeds being payable into the Veterans'
Compensation Fund. The filing fee applies to tax returns for the years
1949 through 1958.

Recommendations:
That the $5.00 filing fee be abolished, effective with the taxable year

1957 (Le., effective with the returns due in April, 1958).

Reasons:
This "head tax" falls equally upon everyone who is required to file a

return and thereby bears a closer resemblance to a poll tax than to an
income tax. No allowance is made for differences in the income or family
status of the taxpayer, and the tax must be paid even by those who have
sustained net losses as long as they have gross incomes large enough to
require them to file. Dropping this tax will remove a major inequity in
the State tax system.

Revenue Loss:
$5,000,000 per annum.

SURTAXES

Present Statutes:
In addition to the normal tax rates ranging from 1% of the first $1,000

to 10% on all over $20,000 of net taxable income, two surtaxes apply
to the individual income tax:

For the taxable years 1955 and 1956, the 1955 legislature imposed a
surtax equal to 5% of the taxpayer's normal tax liability after deduction
of personal credits, proceeds of such tax to be paid into the General
Revenue Fund.

For the taxable years 1949 through 1958, a surtax equal to 5% of the
normal tax liability before deduction of personal credits was imposed,
proceeds of such tax to be paid into the Veterans' Compensation Fund.

Recommendation:
(a) That the 5% surtax applicable to 1955 and 1956 be continued as a

regular part of the individual income tax.
(b) That the 5% surtax applicable from 1949 through 1958 be con

verted to the same basis as the 1955-56 surtax, Le., to apply to the
normal tax after personal credits, and be continued as a regular
part of the individual income tax.

(c) That the proceeds of the combined 10% surtax on the normal tax
after credits be paid into the Personal Property Tax Replacement
Account (together with certain other revenues).
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Reasons:

Expanding revenue needs, combined with the replacement demands of
the personal property tax reduction program, require continuance of
these two surtaxes. However, the disallowance of personal credits in the
base of the Veterans' Compensation Fund surtax is inequitable in that
it renounces all recognition of differences in the family status of tax
payers. Its conversion to the same basis as the 1955-56 surtax will re
move this inequity. At the same time, it will simplify tax computation
for both the taxpayer and the Tax Department (which will save over
$20,000 a year in administrative costs as a result of this change com
bined with removal of the $5.00 filing fee). The combined 10% surtax
will provide a source of revenue for the local units that will grow as the
economy expands.

Revenue Effect:
The 10% surtax will yield approximately $6,000,000 per annum,

roughly $1,500,000 a year less than the two 5% surtaxes would yield in
their present form.

PAY-AS-YOU-GO COLLECTION: WITHHOLDING AND CURRENT
QUARTERLY PAYMENT

Present Statutes:
The statute provides that the tax must either be paid in full at the

time of filing the return (by April 15) or paid in two equal installments
(by April 15 and October 15).

Recommendations:
(a) That withholding of Minnesota income tax on wages and salaries and

current quarterly payment of tax on other forms of income be
adopted, effective July 1, 1957.

(b) That if the legislature enacts withholding without tax foregiveness
during the period of transition from our present system to the pay
as-you-go system, the windfall to the state resulting from the overlap
of tax payments by individuals should be used only for non-recur
ring purposes, and in no event for current purposes.

Reasons:
The withholding system, now in use by ten states and the federal gov

ernment, has proved to be (1) a convenient method of tax payment for
wage and salary earners, (2) a very effective enforcement measure to
prevent income tax evasion and overcome tax delinquency, and (3) an
important source of additional revenue realized from tax evaders and
tax delinquents who escape tax under the traditional method of collection.
Withholding and current quarterly payment are especially effective as an
instrument to improve compliance at the state level, where it is extremely
difficult to keep pace with taxpayers who move across state lines (be-
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tween 1949 and 1950, for example, 61,000 people moved out of Minne
sota and 62,000 moved in, in addition to the 150,000 persons who
changed their county of residence and another 270,000 who changed
addresses within the same county). An interview survey of employers by
the State Tax Department indicates that most employers feel they could
handle a withholding system similar to the federal system without ex
cessive complexity and cost.

If the legislature enacts withholding without foregiveness, a windfall
amounting to 50 per cent of one year's tax liability would accrue to the
state; the Committee believes it would be unwise to use any of the re
sulting windfall revenues for current purposes, since this would amount
to financing recurrent expenditures from a non-recurrent source.

Revenue Gain:
Improvement in collections and enforcement would yield an estimated

$3,500,000 per annum.

ISO-WORKING-DAY RULE

Present Statutes:
No non-resident individual shall be taxed on his income from com

pensation for labor or personal services within the State during any
taxable year unless he shall have been engaged in work within the State
for more than 150 working days during such taxable year.

Recommendation:
(a) That the lSO-working-day rule be eliminated, thereby subjecting to

the Minnesota income tax the earnings of non-residents for per
sonal or professional services performed within Minnesota.

(b) That the interstate reciprocity agreements now in force be reviewed
and, if necessary, supplemented to avoid or minimize any interstate
double taxation.

Reasons:
A survey of State income tax laws indicates that Minnesota is the only

income tax state which permits escape from taxation on in-state earnings
by non-residents through an exclusion related to the number of days
worked in the state. (The traditional practice is to tax non-residents on
any earnings in the state above a pro-rata share of personal exemptions.)
Many transient workers in the construction industry, canneries, other
seasonal employments, and the like, thereby avoid paying tax on sizable
incomes while enjoying the same rights of income receipt and most of
the same benefits of public services as Minnesota residents who are
required to pay income tax. This inequity should be terminated.

To avoid double taxation, especially in the case of legal residents of
contiguous states, Minnesota has already entered into reciprocity agree
ments (authorized by law) with Wisconsin, Iowa, and North Dakota
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whereby income derived from personal or professional services is taxed
only in the state in which the taxpayer is a legal resident. If further
reciprocity agreements are needed after the 150-working-day rule is
abolished, the Tax Commissioner has power under existing law to enter
into additional agreements.

Revenue Gain:
$750,000 per annum (midpoint of estimated range of $500,000 to

$1,000,000).

MARRIED COUPLES - JOINT RETURNS

Present Statutes:
Husbands and wives may file either joint or separate returns. Where

both spouses have income, each may file and pay tax without taking
account of the other's income in computing tax liability.

Recommendation:
That married couples be required to file joint returns and pay tax on

their combined income. The married couple, rather than the husband
and wife separately, would become the taxable unit for income tax
purposes.1

Reasons:
Under the present provISIOn which allows married couples to file

separate returns if both parties have an income of their own, married
couples enjoying the same combined net income may pay sharply dif
ferent amounts in income tax, depending on how the income is divided
between them. The couple which is able to divide its income into two
parts gets the benefit of lower rates of tax under the graduated scale of
income tax rates. For example, where a husband is able to give his wife
stocks and bonds, the dividends and interest can be dropped into a lower
tax bracket. This inequity would be removed.

At the same time, to avoid an unfair burden on married couples who
have to pay for child care because both husband and wife are working
(the cost of child care in such case being a legitimate expense of earning
the income), a liberalized version of the federal child care allowance
should be enacted at the same time as the joint return requirement. (See
the next recommendation.)

lWith respect to the constitutional question that might be raised about this recom
mendation on the basis of the U.S. Supreme Court case of Hoeper vs. Tax Commission.
284 U.S. 206 (1931), the Committee has been assured that (1) its recommended
method of imposing the tax liability on husband and wife jointly differs from the
method involved in that case and (2) the U.S. Treasury, in repeatedly recommending
adoption of the same joint return system in the 1930's and early 1940's did not regard
the Hoeper case as a barrier to such legislation. Therefore, the Committee believes that
its recommendation is constitutional.
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Committee Report
Revenue Gain:

$4,500,000 per annum, not taking into account the offsetting loss
fr9m adoption of the child care provision.

CHILD CARE EXPENSE ALLOWANCE

Present Statutes:
No provision.

Recommendation:
That a deduction for child care be provided. In general, the provisions

of the federal law should be followed in the interests of conformity,
though more generous limits should be provided in the light of the joint
return requirement recommended above. The federal provision (enacted
in 1954) reads as follows:

"There shall be allowed as a deduction expenses paid by a taxpayer
who is a woman or a widower for the care of one or more dependents
if such care is for the purpose of enabling the taxpayer to be gainfully
employed. In general the deduction shall not exceed $600 per taxable
year. In the case of working wives it shall not be allowed unless she files
a joint return and shall be reduced by the amount by which the adjusted
gross income of the taxpayer and her spouse exceeds $4500." (Internal
Revenue Code, Sec. 214.)

In connection with the joint return requirement, the $600 limit might
well be raised to $1000 and the $4500 limit to $7000.

Reasons:
Without provisions for child care allowance, gainfully employed

mothers with dependent children are placed at a distinct income disad
vantage since this particular group incurs an additional cost in being
gainfully employed. This disadvantage under present law would increase
with the adoption of the joint return requirement. From the point of
view of taxpayer compliance and effectiveness, it is desirable that the
Minnesota law conform more closely with the provisions of the federal
income tax in this area.

Revenue Loss:
$500,000 per annum if federal limits are adopted.
$800,000 to $900,000 if the suggested higher limits are adopted.

MEDICAL EXPENSE DEDUCTION AND SICK PAY EXCLUSION

Present Statutes:
Minnesota law allows the deduction from gross income of all medical

and dental expenses without limit. It also allows the exclusion of amounts
paid under sick pay plans approved by the Commissioner of Taxation;
until recently, this provision was interpreted narrowly, and relatively few
plans were approved.
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Recommendations
Recommendation:

That Minnesota conform to the federal law both on the medical ex
pense deduction and on the sick pay exclusion. In the case of the medical
and dental expenses, this change would operate principally to limit the
deduction of such expenses to amounts in excess of 3 percent of income
as provided in the federal law. In the case of the sick pay exclusion, the
change would operate automatically to qualify all wage continuation
plans eligible for the federal income tax sick pay exclusion under the
Minnesota income tax as well, but would limit the amount deductible to
a maximum of $100 a week and would require a 7-day waiting period
except in hospital and injury cases.

Reasons:
The present Minnesota medical deduction provision has four main

defects: (1) it provides tax relief for the every-day medical expenses
which are a normal part of the cost of living for which personal credits
or exemptions are provided under the income tax, rather than restricting
such relief to abnormal or extraordinary expenses; (2) according to state
tax officials, it has encouraged petty tax evasion in the form of fictitious
expense deductions which are too costly to apprehend except in a few
flagrant cases; (3) it is costly in revenue terms; (4) it differs in several
respects from the federal deduction. It is to be noted that in general
those who take the standard deduction rather than the itemized deduc
tions will not be affected by the 3 per cent restriction.

In the case of the sick pay exclusion, the major reasons for adopting
the federal provision are (1) to gain the simplicity of conformity with
federal law; (2) to make the taxpayer fully aware of his rights under the
Minnesota law, and (3) to put an upper limit on the exclusion.

Revenue Gain:
Approximately $1,000,000 per annum on the medical expense deduc

tion, less an indeterminate amount for increased use of the sick pay
exclusion.
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CORPORATE AND INDIVIDUAL INCOME TAX

GENERAL CONFORMITY vnTH FEDERAL LAW

Present Statutes:

The Minnesota income tax provisions vary from the federal provisions
in many respects, e.g., depreciation allowances, child care expenses, sick
pay exclusions and medical expense deduction, taxation of amounts
received under annuity contracts, treatment of capital gains and losses,
dividend credits and exclusion, treatment of income of married couples,
current payment of taxes, and treatment of retirement pay.

Recommendation:

That the Minnesota provisions be brought into conformity with the
federal law in all cases where the differences are purely technical and/or
where the policies involved are acceptable to the people of Minnesota.

Reasons:

From the point of view of simplicity of taxpayer compliance and tax
administration it is desirable that the Minnesota law conform as closely
as practicable with the provisions of the federal income tax law, provid
ing the latter are acceptable for state purposes. A number of specific
recommendations are made with this consideration in mind, e.g., the
adoption of the federal depreciation provisions, the federal sick pay ex
clusion and medical expense provision, and so on. Also, elimination of
the minimum tax, the filing fees, and the property-payroll credit would
serve the purpose of conformity. On the other hand, the Committee,
recognizing the desirability of experimentation and the value of freedom
of choice at the state and local level, does not propose a blanket adop
tion of the federal income tax base for Minnesota purposes. Minnesota
should feel free to differ in such matters as taxation of dividends, treat
ment of married couples, taxation of retirement pay, and other areas
where there is room for real differences in value preferences.

DEPRECIATION ALLOWANCE

Present Statutes:

There shall be allowed as a depreciation deduction from gross income
a reasonable allowance for exhaustion and wear and tear of property,
including a reasonable allowance for obsolescence. The Commissioner
does not permit the use of "the sum of the digits" or "the declining
balance method" of computing depreciation, permissible for federal in
come tax purposes under the Internal Revenue Code of 1954 on new
assets acquired after December 31, 1953.
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Recommendations
Recommendation:

(a) That the depreciation provisions be amended to allow accelerated
depreciation on new assets in conformity with federal law. The
depreciation allowance under the federal law may be computed
under any of the following methods:
(1) The straight line method,
(2) The declining balance method, using a rate not exceeding

twice the rate which would have been used had the annual
allowance been computed under the method described in para
graph (1),

(3) The sum-of-the-years-digits method, and
(4) Any other consistent method productive of an annual allow

ance which, when added to all allowances for the period com
mencing with the taxpayer's use of the property and including
the taxable year, does not, during the first two-thirds of the
useful life of the property, exceed the total of such allowances
which would have been used had such allowances been com
puted under the method described in paragraph (2).

(b) That the effective date be made retroactive to conform with the
federal law, with the proviso that the taxpayer shall follow the same
practice on the state return as on the federal return.

Reasons:
Economic growth: It will improve the tax environment for business

and agricultural expansion by permitting the speedier write-off of invest
ments in plant, equipment, and machinery. This change will provide a
tax stimulus which is directly related to capital investments.

Simplicity: Taxpayer compliance and tax administration will be sim
plified by conforming the state provision to the federal. Making the pro
vision retroactive will involve an initial revenue loss, but the complexity
involved in differential effective dates would be so great that this revenue
loss is believed to be the lesser of evils.

Revenue Loss:
The loss is difficult to calculate in view of the fact that numerous com

panies are already claiming depreciation for state purposes on the federal
basis (a practice which is being challenged by the State Department of
Taxation). As compared with the straight-line depreciation permissible
under existing state law, the accelerated write-offs on the federal basis

.would involve an estimated revenue loss averaging $1,000,000 per year
during a lengthy transition period.

It is not possible to estimate with reasonable accuracy the one-time
revenue loss under the recommended retroactive provision, but since the
change applies only to new assets, it is presumed that this initial loss
will not be excessive.
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NET OPERATING Loss CARRY-FORWARD AND CARRY-BACK

Present Statutes:
A net operating loss in anyone taxable year may be carried forward

against net taxable income for the two succeeding taxable years.

Recommendations:
That the Minnesota income tax law be conformed to the federal law

with respect to the net operating loss carry-back and carry-forward pro
visions so that there will be a two-year carry-back and a five-year carry
forward. Operating losses incurred in years ending prior to the date of
enactment of the amendment should not be affected by the change, but
the new rules should apply only to operating losses incurred in years
ending after the date of enactment of the amendment. Similarly, losses
incurred after enactment would not be carried back against taxable net
income earned in years prior to enactment.

Reasons:
Economic growth: longer loss carry-overs will help to improve the

Minnesota tax environment for business. Equity: to tax profits but dis
allow losses for tax purposes is not equitable, and the longer carry-overs
will largely eliminate this inequity. Simplicity: conforming to the federal
law (after a brief transition during which the carry-over is restricted to
avoid an undue initial revenue loss) will simplify corporate tax com
pliance.

Revenue Loss:
Perhaps $500,000 per annum (depending on business conditions).

USE OF FEDERAL INCOME TAX INFORMATION

Present Statutes:
Under Section 6103 of the U. S. Internal Revenue Code, both cor

pOl'ate and individual income tax returns are open to inspection by state
tax officials upon the request of the governor of the state. The Minnesota
Department of Taxation has made some use of this provision, but has not
gone as far as such states as Wisconsin, Kentucky, North Carolina,
Colorado, and Montana in arranging for exchange of audit results and
other income tax information. Minnesota law provides for Federal ac
cess to state returns, but only limited use of this provision is made by
the federal officials.

Recommendation:
That the State's current efforts to take advantage of federal income

tax facilities and to work out cooperative arrangements with the U. S.
Internal Revenue Service be carried forward as fully and swiftly 'as
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Recommendations
possible, to the end that income tax, enforcement be tightened up,
especially in the areas of income other than wages and salaries. If addi
tional funds are needed to ensure full use of federal returns and audits,
both for individuals and for corporations, the legislature is urged to
provide the necessary additional appropriation.

Reasons:
By such arrangements, the State can (1) obtain additional revenue from

tax slackers without imposing additional taxes; (2) improve equity as
between the conscientious citizen and the tax shirker; (3) avoid the neces
sity of much duplicate audit and compliance activity; and (4) strengthen
administration in the area of the self-employed where income tax with
holding and current payment (see Committee recommendation) has the
least to offer.

Revenue Gain:
On the basis of experience in other states, notably Wisconsin and

North Carolina, it is estimated that full-scale use of federal facilities will
yield at least $500,000 per annum of tax not now being collected.
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CORPORATE INCOME TAX

THE $10.00 MINIMUM TAX AND $5.00 FILING FEE

Present Statutes:
Every corporation required to file a return must pay (1) a normal tax

of at least $10.00 each year (the "minimum tax") and (2) a flat $5.00
annual tax earmarked for the Veterans' Compensation Fund (the "filing
fee"). The "minimum tax" applies to approximately 6,000 corporations
(the remainder having a normal tax liability in excess of $10.00) while
the "filing fee" is paid by all of the approximately 14,000 corporations
filing returns.

Recommendation:
That the $10.00 minimum tax and the $5.00 filing fee for corporations

be discontinued.

Reasons:
Both taxes fail to differentiate among corporations on an equitable

basis. Corporations which have no net income at all, or even a deficit,
are required to pay $15.00 of tax, as long as they have enough gross in
come to fall within the filing requirements. It will be more equitable to
abolish these taxes, and at the same time eliminate the $500 exemption
for corporations (see ~ext recommendation), thereby providing that
corporations having no net profit pay no tax, while profitable corpora
tions pay tax according to the size of their profits.

Revenue Loss:
Elimination of minimum $10.00 normal tax: $50,000 per annum.!
Elimination of annual $5.00 filing fee: $70,000 per annum.

THE $500 CORPORATE CREDIT

Present Statutes:
A $500 credit (exemption) against taxable net income is allowed each

corporation.

Recommendation:
That the $500 corporation credit against taxable net income be

abolished.

Reasons:
The removal of the credit, combined with the removal of the $5.00

filing fee and $10.00 minimum tax will result in the removal or net re-

IThis figure is less than $60,000 ($10 times 6,000 corporations) because a num
ber of corporations will have a normal tax liability falling between $0 and $10 which
will not be elimina~ed by this recommendation.
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duction of tax for nearly one-half of the roughly 14,000 corporations
which file a return (those with no net income or only very small net in
comes) while increasing the tax of the remaining half.

The basic purposes of income tax exemptions are (1) to avoid im
posing a tax on subsistence incomes; (2) to add an element of progres
sion to the tax; and (3) to differentiate among taxpayers according to
family size. None of these purposes is applicable in the case of corpora
tions. Nor is the $500 credit a defensible method of favoring small busi
ness, since it applies to large and small businesses alike. Furthermore,
the credit introduces an inequity among small corporations operating
wholly intrastate and large corporations having a small net income
allocable to Minnesota. Only Minnesota and Louisiana provide for an
exemption (credit) in their corporate income tax.

Revenue Gain:
$200,000 per annum.

TAX RATES

Present Statutes:
The existing combined rate of 7.3 per cent on corporate net taxable

income consists of (a) the 6.0 per cent normal tax; (b) the temporary
1.0 per cent General Revenue Fund Surtax (on 1955 and 1956 incomes)
and (c) the temporary 0.3 per cent Veterans' Compensation Fund Surtax
(on 1949 through 1958 incomes).

Recommendation:
That the normal tax (6.0 per cent) be retained; that the two surtaxes

(1.3 per cent) be made permanent and be combined with an additional
1.0 per cent tax for a total surtax of 2.3 per cent on corporate net in
come; and that the proceeds of this surtax be set aside (together with cer
tain other revenues) for distribution to the counties and other local units
in recognition of their revenue loss under the recommended personal
property tax reduction program. (The additional 1 per cent surtax on
corporate net income is not to apply to banking corporations, which will
therefore be subject to a combined bank excise tax of 9.4 per cent on
their net income.)

Reason:
The Minnesota corporation income tax, even with existing surtaxes, is

relatively low both in comparison with the corporation income taxes in
other states and in comparison with the Minnesota personal income tax.
When account is taken of the fact that corporations can deduct the
Minnesota tax from federal taxable income and vice versa, the net cost
of the 7.3 per cent Minnesota tax (for corporations in the 52 per cent
federal bracket) is only 1% cents per dollar of taxable income. Increas
ing the state rate to 8.3 per cent will increase the net cost to roughly 2
per cent.
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Since incorporated businesses will receive a substantial share of the
benefits of the recommended personal property tax reduction program,
it is appropriate that the 2.3 per cent surtax should be designated for
distribution to the localities, which are sustaining the revenue losses
under that program.

The banks, which are subject to a basic rate of 8 per cent on net in
come under the bank excise tax, should not be subject to the added 1
per cent surtax because the differential between the regular corporate
tax rate and the bank excise tax rate should be narrowed (in accordance
with Sec. 5219 of the National Banking Act) as the personal property
tax liabilities of non-banking corporations are reduced.

Revenue Gain:
$3,250,000 per annum continuation from retention of existing surtax

of 1.3 per cent.
$2,500,000 per annum increase from adoption of additional surtax of

1.0 per cent.

PROPERTy-PAYROLL CREDIT

Present Statutes:
Corporate tax payers, including national and state banks, may reduce

their normal tax liability by a fraction equal to 10% of the average of
the two ratios:
(i) Tangible property located in Minnesota to total tangible property.

(ii) Payrolls paid or incurred in Minnesota to total payrolls.
The tax liability under the temporary surtaxes is not reducible by the

property-payroll credit.

Recommendation:
Eliminate the property-payroll credit provision.

Reasons:
The property-payroll credit results in a considerable tax differential

among firms, depending upon what proportion of their total payrolls and
property is located in Minnesota. For the great majority of taxpaying
corporations, Le., those whose payrolls and property are located wholly
within the State, the credit operates to reduce the normal tax from 6.0
per cent to 5.4 per cent. Minnesota corporations which expand pro
duction beyond the borders of the state get a reduced credit, while
national corporations which locate a plant in Minnesota get only a very
small credit under this provision. In other words, the provision is in
equitable in that it results in corporations with equal incomes in Minne
sota paying unequal income taxes. As to its incentive effects, it provides
a desirable stimulus for Minnesota corporations to expand within the
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State, but this benefit is small compared with the large annual revenue
loss and is offset in part by the relative penalty on national corporations
which locate a plant in Minnesota. Moreover, the Committee's recom
mendation to provide for accelerated depreciation on the model of the
1954 U. S. Internal Revenue Code will provide a stimulus to new invest
ment in Minnesota involving a revenue loss approximately equal to the
gain resulting from removal of the property-payroll credit.

Revenue Gain:
$1,000,000 per annum.

ALTERNATIVE ALLOCATION FORMULA

Present Statutes:
The net income arising out of business carried on both within and

without the boundaries of Minnesota is allocated for State income tax
purposes according to a 3-factor formula consisting of the arithmetic
average of:

(i) Sales made by offices within the State as a per cent of total sales
everywhere.

(ii) Tangible property located within the State as a per cent of total
property everywhere.

(iii) Payrolls paid or incurred within the State as a per cent of total pay
rolls everywhere.

At the option of the taxpayer an alternative formula with sales
weighted 70 per cent and property and payrolls weighted 15 per cent
each may be used.

Recommendation:
That the alternative allocation formula be eliminated.

Reasons:
The provisions of the alternative allocation formula (which is not

allowed by any other state) are available as an option to all firms doing
business both within and without the State of Minnesota. No benefit
is derived from the alternative formula by (a) local firms whose products
are sold only in Minnesota or sold to out-of-state customers from offices
in Minnesota and (b) national firms who establish plants in Minnesota
to serve the Minnesota market. In 1954, only 197 out of approximately
7,000 taxpaying corporations used the alternative allocation formula;
of these, 9 firms realized nearly 80 per cent of the total tax savings
under the formula, and 5 firms accounted for about 65 per cent of the
total. The alternative formula thus creates a tax differential between
firms with identical profits and enjoying equal public-service benefits in
Minnesota. This inequity, plus the almost accidental application of the
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formula depending on the sales set-up of the firm, outweighs the com
petitive advantage accruing to the few firms able to avail themselves
of the benefits of the provision.

Revenue Gain:
$500,000 per annum.

DATES OF INSTALLMENT PAYMENTS

Present Statutes:
The corporate tax liability may be paid at the time fixed for filing the

return on which the tax is based or, at the election of the taxpayer, the
tax may be paid in two equal installments, the first by the 15th day of
the third month following the close of the fiscal year and the second by
the 15th day of the ninth month.

Recommendation:
That the second 50 per cent installment of the corporate tax liability

be made payable by the 15th day of the sixth month following the close
of the fiscal year instead of the 15th day of the ninth month as now
provided.

Reasons:
The advancement of the payment date of the second installment is

desirable from the standpoint of federal conformity. Moreover, it will
be a logical parallel to the pay-as-you-go system of withholding and
quarterly payments for individuals.

Revenue Gain:
A one-time gain of $4,500,000 in the 1957-59 biennium.
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TAXATION OF IRON ORE

OCCUPATION AND ROYALTY TAXES (SEVERANCE TAXES)

Present Statutes:

Anyone engaged in the business of mining or producing iron ore or
other ores in the state is subject to an "occupation tax" on the value of
all ores mined or produced. The normal rate of occupation tax is 11
per cent of the valuation of the ore at the mouth of the mine less costs
of beneficiation, depreciation of buildings and other facilities, wages and
salaries, amortization of development costs, supplies, royalties paid,
miscellaneous expenses and a portion of ad valorem taxes paid. In addi
tion, a 1 per cent Veterans' Compensation surtax is imposed for the
taxable years 1949 through 1958, and a temporary tax of 1.65 per cent
(15 per cent of the normal tax of 11 per cent) is imposed for 1955 and
1956. The present total tax is 13.65 per cent of the value of the ore at the
mouth of the mine. The occupation tax is payable in addition to ad
valorem taxes, but mining is exempt from the state corporate income tax.

The iron ore occupation tax is supplemented with a tax on royalties
received for permission to explore for or mine ore. The "royalty tax" is
levied at the same rate as the occupation tax, 11 per cent, plus surtaxes
of 1 per cent and 1.65 per cent, for a total of 13.65 per cent.

Recommendation:

That, based on presently foreseeable conditions and given no substan
tial changes in costs or prices, the present effective levels of burden of
occupation and royalty taxes including all present surtaxes should not
be increased, except as a part of a tax increase program effecting busi
ness generally.

Reasons:

On the basis of the "natural heritage" principle iron ore production
in Minnesota has been subjected to much heavier taxation than is busi
ness in general. Minnesota's taxes appear to be higher than those im
posed in the Canadian provinces or in most other states in which mineral
products are of comparable importance. Also because of new develop
ments in Venezuela and the Labrador-Quebec iron range, the level of
taxation and its effect on the competitive position of Minnesota must be
recognized. Thus both from the standpoint of equity among businesses
in Minnesota, and Minnesota's competitive position relative to foreign
ores, the present level of taxation on the iron mining industry should
not be increased above present levels except in conformity with the
above recommendation.
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AD VALOREM TAX

Present Statutes:
Iron ore, whether mined or unmined, is assessed as Class I property

at 50 per cent of its full and true value. The bulk of the revenues goes
to county and local governments in St. Louis and Itasca counties.

Recommendation:
That a study leading toward a shift from ad valorem taxes on iron ore

to severance taxes be undertaken at an early date. Such a shift would
involve higher severance taxes and an absolute or relative reduction in
ad valorem taxes to maintain the level of effective tax burden on the

. industry.

Reasons:
It would appear to be in the long-run interests of the state, the mining

industry and the people of the range communities to move further from
ad valorem taxation of iron ore to occupation-severance taxation of the
industry. Aside from being difficult to administer, ad valorem taxation
of minerals accelerates the rate of ore recovery and it is reasonable to
expect that this reduces the efficiency of operation. Furthermore, en
couragement of rapid exploitation of the ore through the property tax
does not appear to be the proper method of preserving the people's
heritage and will create serious revenue problems for some local units
of government in the near future.

The question of equity also arises under the property tax since the
tax falls heavily upon companies with large known reserves and lightly
on companies whose reserves are unproven, thereby creating differences
in the tax burden when measured as a percentage of production income
or total ore in the ground.

Finally, the property tax probably tends to place Minnesota iron ore
at a competitive disadvantage to Canada and other foreign countries
where the mineral deposit does not appear to be subject to equivalent
ad valorem taxation.

Because of the problems involved with respect to returning the money
raised by a severance tax to local units, and a number of other technical
difficulties, any change from ad valorem to severance taxation would
have to be gradual, and would need to be thoroughly studied before
being firmly established.

TACONITE TAXATION

Present Statutes:
Taconite properties (except for the surface value of the land) and the

facilities for mining and processing this material are exempt from ad
. valorem taxation in Minnesota. The special tax on taconite and iron
sulphides is 5 cents per gross ton of merchantable iron ore produced,
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plus one-tenth of one per cent per ton for each one per cent of iron
content above 55 per cent (when dried out at 2120 Fahrenheit). The
tax is imposed in addition to any regular occupation or royalty tax lia
bility or any tax levied on the surface value of the taconite lands; it is
in lieu of all other taxes on taconite or iron sulphide mining, production
of concentrate or the concentrate itself. (At present levels of cost and
price of taconite, no appreciable liability accrues under the regular
occupation and royalty taxes.)

Recommendations:
That, based on presently foreseeable conditions, the present special

tax on taconite operations be maintained in its prysent form and at
current levels, and that the legislature take affirmative action to state
its firm policy to continue present taxation principles designed to en
courage the development of this industry.

That the legislature explore the extension of these principles by ap
propriate means to other types of mineral resources, to encourage further
development of industry and employment based on our extensive but
relatively low-grade supplies of these other resources.

Reasons:
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 which has brought some $500,000,000 of investment
to Minnesota. Further taconite development should be actively en
couraged since the advancement of this new industry is of vital import
ance to the future economic welfare of the state. The tax concessions in
this field have advanced taconite technology considerably and hence
strengthened the state's competitive position, and may well justify ex
tension of the principles involved to other low-grade mineral resource
based industries.

LABOR-CAPITAL CREDITS

Present Statutes:
The labor-credit provision is extended to all underground mines and

open pit mines with low-grade ores requiring beneficiation by jigging,
heavy media process, etc. The present credit allowed is equal to 10
per cent of labor costs between 70 and 90 cents per ton and 15 per cent
over 90 cents per ton of merchantable (shipping) ore. The labor credit
extended to an individual mine is limited to 75 per cent of the gross tax
on underground and taconite operations and 60 per cent on other
operations.

Recommendations:
(a) That the occupation and royalty taxation of low-grade ore process

ing operations should carry out the same general principle of using
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taxation to encourage development as has been so effective in the
case of taconite, with special attention to encouraging small oper
ators. Recommended specifically that the present labor credit be
broadened to a labor-capital credit for the purpose of achieving
this end. This would be accomplished by permitting a special deduc
tion of some percentage of maintenance and depreciation charges
by firms engaged in high-cost operations, together with the present
labor credit.

(b) That the labor-capital credit principle be made applicable in refer
ence to the royalty tax, to keep the occupation and royalty taxes
parallel in their impact on the owners and operators of iron ore
properties, and that the unintended detrimental effect on small
operators of the 1955 changes in the labor credit provisions be
corrected.

(c) To maintain the present level of effective tax burdens on the indus
try in accordance with the Committee's recommendation on the
occupation and royalty taxes, balancing changes would need to be
made in the normal or surtax rates of the occupation and royalty
taxes.

Reasons:
The increasing importance of low-grade iron ores in the economy of

Minnesota makes it advisable to devote close attention to the effects of
state-local taxation on the development of these deposits. One effective
means of encouraging further efficient development of these deposits
would be to broaden the labor-credit provision to a labor-capital-credit
provision and to make it applicable in reference to the royalty tax, espe
cially to afford a direct incentive to the small and high-cost operators.
The more efficient development of low-grade ores may be accomplished
by either more intensive capital-using or labor-using processes, and all
effective methods should be encouraged.
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GROSS EARNINGS TAXES

TELEPHONE COMPANIES

Present Statutes:
A gross earnings tax is imposed on telephone companies at the rate

of 4 per cent on the gross earnings from exchange business of cities hav
ing a population of 10,000 or less and rural subscribers, and 7 per cent
on all other business. (However, small companies with gross earnings of
less than $1,000 annually are taxed at 30¢ per phone, per year.) The
gross earnings tax is in lieu of all other taxes except the corporate income
tax.

Recommendations:

(a) That the revenues from the gross earnings tax on telephone com
panies be set aside (together with certain other taxes) for distribu
tion to the counties and other local units in recognition of the
revenues lost to them by the recommended personal property tax
reduction program.

(b) That the differential rates on gross earnings in cities having more
or less than 10,000 population should be investigated to determine
if such differential is justified and should be continued.

Reasons:

(a) Because the property of telephone companies is widely distributed
among local units and is fixed in location, the revenue from the

.taxation of these companies is a particularly appropriate source for
distribution to local units of government.

(b) The present differential in rates, especially as between communi
ties just over and just under the 10,000-population dividing line, is
questionable on equity grounds.

Revenue Effect:
A transfer of $6,400,000-plus, per annum, from state to local units

of government in connection with the personal property tax reduction
program.

GENERAL

Present Statutes:
Railroad, freight line, sleeping car, express and telegraph companies

as well as telephone companies are subject to a gross earnings tax.
Rates range from 9 per cent for express companies to 5 per cent for
railroads. These taxes are in lieu of ad valorem taxes and in the case
of the railroads, also in lieu of the corporate income tax (except with
respect to railroad non-operating properties).
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Recommendations:

That a study be made of the feasibility and effect of moving at some
future date from gross earnings taxes to regular ad valorem property
taxes (and, in the case of railroads, also to corporate income taxes) on
these companies.

Reason:
The necessary data which would permit an appraisal of the specific

and local effects of replacing the gross earnings taxes with regular or
corporate taxes are not available at present. However, in the interest of
equity among business units and the growing fiscal requirements of
local units of government, from whose tax base these properties are now
excluded, such a study is called for.
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INSURANCE PREMIUMS TAX

PREMIUMS INCLUDED IN TAX BASE

Present Statutes:

Domestic mutual insurance companies other than life, town and
farmers' mutual insurance companies, fraternal beneficiary associations,
and the Minnesota Hospital Association (Blue Cross) and Minnesota
Medical Service Association (Blue Shield), are exempt from the regular
2 per cent premiums tax that otherwise applies to every domestic and
foreign insurance company. The exempted domestic and township
mutuals are subject, however, to a 2 per cent "fire town tax" on their
direct premiums on fire, lightning and sprinkler leakage insurance on
business written in municipalities maintaining or serviced on contract
by an organized fire department.

Annuity considerations were subjected to a 2 per cent tax for two
years, beginning January 1, 1955.

Recommendations:

(a) That the gross premiums tax base be broadened to include the now
exempt types and classes of organizations if they are conducting
their operations on a regular commercial basis, but present exemp
tions should be continued for the strictly non-commercial fraternal
type of association with relatively low limits on maximum benefits,
and for small non-commercial town and farmers' mutual companies.

(b) That the taxation of annuity considerations be continued and made
permanent.

Reasons:

The exclusion of these exempt companies is highly discriminatory
since it grants special treatment to a certain segment of the industry and
creates an inequitable competitive situation. In 1953 slighly over
$59,000,000 collected by these companies in gross premiums was en~

tirely exempt.
The annuity considerations tax should be continued since annuity

considerations are in the same class as commercial insurance premiums

Revenue Gain:

$1,200,000 per annum.
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TOBACCO PRODUCTS

TAX ON TOBACCO PRODUCTS OTHER THAN CIGARETTES

Present Statutes:
Tobacco products other than cigarettes are taxed at the rate of 15

per cent of the manufacturer's price for the biennium of 1955-57.

Recommendation:
That the tax on tobacco products other than cigarettes be continued

and that the rate of tax be increased to substantially the same percentage
of selling prices as the present state tax imposed on cigarettes. This
would convert the present temporary tax of 15 per cent on other tobacco
products into a permanent tax of 20 per cent.

Reason:
The rate of tax on other tobacco products is approximately 25 per

cent lower than that imposed on cigarettes. In effect, this lower rate
amounts to an unjustified discrimination against the cigarette smoker.

Revenue Gain:
Approximately $350,000 per annum.

THE STAMP SYSTEM FOR CIGARETTES

Present Statutes:
Every distributor is required to affix to each package of cigarettes

stamps in amounts equal to the tax on those cigarettes.

Recommendation:
That the stamp system for cigarettes be abolished.

Reason:
Experience of other states (e.g., Michigan and Massachusetts) indi

cates that stamping of cigarette packages can be eliminated without
materially impairing tax enforcement. It will relieve most of the outlay on
compliance on the part of the taxpayer and at the same time will result
in some saving of administrative costs to the State. Also it will remove
the need for allowing the 4 per cent discount granted as compensation
for the cost of stamping and compliance. (See the next recommendation.)

Revenue Gain:
$25,000 to $50,000 annual saving in administrative costs.
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THE DISCOUNT ALLOWED DISTRIBUTORS

Present Statutes:
A 4 per cent discount is granted to those distributors who are liable

for the tax on cigarettes as well as other tobacco products. The discount
is a remuneration for affixing stamps (although in the case of other
tobacco products stamping is not required).

Recommendation:
That the 4 per cent discount allowed distributors be discontinued.

Reasons:
The abolition of the stamping requirement on cigarettes removes the

need for reimbursing the distributor for compliance costs. The discount
on other tobacco products has not been justified on cost-of-compliance
grounds. No discounts are allowed in connection with other Minnesota
taxes, even where they involve the affixing of stamps.

Revenue Gain:
$450,000 per annum.
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ALCOHOLIC BEVERAGE TAXES

GENERAL REVISION AND SURTAXES

Present Statutes:
Two kinds of levies are imposed on alcoholic beverages (distilled spirits,

wines, and beer): license fees and excise taxes. In addition some 386
municipalities have, by "local option", established municipally operated
on and off-sale monopoly retail outlets.

Recommendations:
(a) That the present level of taxes on alcoholic beverages including the

10% surtax not be changed at this time.
(b) That, if and when the legislature undertakes substantial revision of

the state system of taxation and control of this industry, the legis
lature consider the establishment of a state-operated wholesale
liquor monopoly.

Reasons:
Present taxes of distilled spirits and wines are at relatively high rates

in Minnesota, while beer taxes in Minnesota are above the average for
the region but somewhat below the national average.

A state-operated wholesale liquor monopoly would yield substantial
revenue for the state (which might appropriately be shared with local
governmental units) as well as improve the state's control over the
industry.
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HIGHWAY USER TAXES

REGISTRATION FEES: TRUCKS

Present Statutes:

Trucks, other than farm and urban, are taxed on the basis of gross
weight, which includes the weight of the vehicle plus the maximum
authorized load. The rates on commercial trucks range from $25 for
vehicles of less than 3 tons to $170 for vehicles weighing 14 tons or
over, plus $30 for each additional ton of gross weight. Common and
contract carriers must also obtain an annual permit. Tax rates are re
duced after 3 years of vehicle life.

Farm and urban trucks are taxed at a rate which varies with the un
loaded weight of the vehicle. Rates are 60 cents per 100 pounds for farm
trucks and 80 cents per 100 pounds for urban trucks. The rate de
creases with the age of the vehicle. These rates were increased 5 per
cent by eh. 749, Laws of 1955.

Recommendations:

(a) That the highway user taxes on all trucks except lightweight and
local farm trucks be increased substantially. The increased taxes
should be levied in proportionately greater amounts as the weight
of the truck increases.

(b) That consideration be given to the introduction of a weight-distance
tax and that if such a tax is adopted due regard should be given to
existing reciprocity agreements, and to the need to cover both
domestic and out-of-state registered trucks.

Reasons:

(a) Studies conclude that heavier trucks are bearing less than their
appropriate share of the costs of providing and maintaining high
ways.

(b) Highway user taxes of commercial property carriers are considerably
below the average level imposed in 6 out of 7 neighboring states.

(c) The shortcomings of motor vehicle registration and motor fuel
taxes warrants careful consideration ofa weight-distance tax, ap
plicable to both domestic and foreign over-the-road-carriers.

(d) The taxes paid by trucking companies appear to represent a con
siderably smaller proportion of gross receipts than those paid by
their principal competitor - railroads.

Revenue Gain:

Dependent on rate increases adopted.
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INHERITANCE, ESTATE AND GIFT TAXES

RATE SCHEDULE AND CLASSIFICATION SYSTEM

Present Statutes:
Personal exemptions vary widely according to the relationship be

tween the decedent and heir, ranging from $10,000 for the widow and
minor children to $100 for an unrelated beneficiary.

Rates range from 1 per cent to 12 per cent for the wife, children, and
lineal issue; I1h per cent to 18 per cent for husband and lineal an
cestors; 3 per cent to 36 per cent for brothers and sisters and their
descendants and mothers-in-law and daughters-in-law; 4 per cent to 48
per cent for aunts and uncles and their descendants; and 5 per cent to
60 per cent for all others. Deduction of federal tax is allowed in com
puting the taxable estate for state inheritance tax purposes.

Recommendations:

(a) That the classification system be simplified by grouping the bene- ..~
ficiaries into no more than 4 categories.

(b) That rates in the middle and lower brackets be increased.

(c) That the top rates in the present category of "strangers in blood"
be reduced. ~..

Reasons:
The present classification system is considerably more involved than

appears necessary and administratively desirable. An interstate com
parison of inheritance tax rates shows Minnesota's top rates to be
relatively high (without taking into account the fact that 21 states dis
allow deduction of the federal tax), while middle and lower rates are
somewhat below average. Adjustment in the relatively high top rates may
avoid adverse effects of the death tax on decisions of wealthy individuals
concerning state of residence.

Revenue Effect:
This can be either a readjustment with no .net revenue effects, or an

increase or decrease, depending on the net effect of the rate changes.

:1

SPECIAL EXEMPTIONS UNDER INHERITANCE TAX

Present Statutes:

(a) Standard exemptions range from $10,000 for the widow and minor
children of the decedent to $100 for an unrelated beneficiary.

(b) The homestead is exempt up to $30,000 of appraised value if
transferred to the surviving spouse or minor children.
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Recommendations
(c) Proceeds of life or accident insurance policies are exempt for named

beneficiaries of the decedent - $35,000 to the spouse; $10,000 to
each child or lineal issue; $5,000 to each dependent parent; $1,000
to any other beneficiary.

Recommendation:
That the special homestead and insurance exemptions be eliminated,

and that in each category of beneficiaries affected by the withdrawal of
special exemptions, the general exemption be adjusted upward to offset
part of this withdrawal. In the case of the widow, the standard exemption
should be increased to perhaps three to five times the existing exemp
tion of $10,000, with corresponding adjustments in the exemptions of
other affected classes of beneficiaries. In establishing the revised exemp
tion levels, the exemptions in other states should be used as a standard
of comparison.

Reason:
The special exemption provided for the homestead creates an inequity

among taxpayers who happen to hold their wealth in different forms.
The insurance exemption likewise causes inequities among taxpayers
and at the same time tends to distort the natural flow of investment.

Revenue Effect:
Would depend on precise nature of various adjustments in exemptions.
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ADMINISTRATION OF TRUST FUNDS

Present Statutes:
Under the State Constitution, Trust Funds can be invested in United

States bonds, bonds of the State of Minnesota issued after 1860, and
(except for the Internal Improvement Fund) bonds of other states paying
a minimum of one per cent. In addition (except for the Internal Improve
ment Fund) trust monies can be lent to local governments.

Recommendations:
(a) That improvement in the rate of return on investment be sought to

the extent possible under present laws by further improvement in
investment staffing and practices directed toward the prompt invest
ment and most advantageous placement of the available moneys.

(b) That authority be broadened by passage of the necessary constitu
tional amendment to permit, with proper safeguards, the investment
of these funds in equity securities and corporate bonds as well as the
currently permissible types of security investments.

Reasons:
These changes would increase the yield from these trust funds, based

on investments managed by a qualified investment board in line with
the best modern investment techniques and policies, and would broaden
the areas of investment open to these funds in line with the range of
alternatives open to other prudently managed private and public funds.

Revenue Gain:
Approximately $200,000 per annum in additional revenues above

those of recent years might be realized by -better administration under the
present constitutional restrictions. If the Minnesota Constitution were
amended along the lines recommended, an additional $500,000 per
annum might be realized.
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VETERANS' ADJUSTED COMPENSATION SURTAXES*
Present Statutes:

Veterans' Compensation surtaxes are imposed on the f~llowing for
the taxable years 1949 through 1958:

Corporations: .3 per cent of taxable income (5 per cent of the normal
tax of 6 per cent) plus annual tax of $5.00

Banks: .4 per cent of taxable income (5 per cent of the normal tax
of 8 per cent) plus annual tax of $5.00

Individuals: 5 per cent of income tax liability before credits, plus an-
nual tax of $5.00 per return filed

Iron Ore Occupation: 1 per cent of taxable value of ore.
Royalties: 1 per cent of taxable royalties
Alcoholic Beverages: 10 per cent of normal tax
The statutory date for removal of the Veterans' Compensation sur

taxes is December 31, 1958.
Recommendations:

(a) That the Veterans' Adjusted Compensation surtaxes be continued,
except that (1) the $5.00 filing fee for corporations, banks and indi
viduals be abolished and (2) the 5 % surtax on individuals be made
to apply to the normal tax liability after credits and combined with
the present General Revenue Fund surtax to form a 10 per cent
surtax on the normal tax.

(b) That of the revenues thus made available, the proceeds of the cor
porate, bank excise, and individual surtaxes be credited to the Per
sonal Property Tax Replacement Account, and the remainder be
credited to the General Revenue Fund (with the possible exception
of 40 per cent of the 1 per cent iron ore occupation surtax which
it may be deemed advisable to allocate to the Income Tax School
Fund in accordance with the provision of Amendment Number 3,
approved at the November, 1956, election).

Reason:
The Veterans' Compensation Fund is expected to have accumulated a

surplus sufficient to permit full retirement of the Veterans' Compensa
tion Bonds by June 30, 1957 and in addition, leave approximately a $9
million balance. The expected revenue requirements of the state plus the
requirements for replacement revenues for localities under the per
sonal property tax reduction program are such that it is believed neces
sary to extend the surtaxes with the proposed adjustments.

Revenue Effect:
Continuation of the Veterans' Compensation surtaxes, exclusive of

filing fees, on corporations, banks, individuals (revised basis), iron ore
occupation, iron ore royalties and alcoholic beverages will provide ap
proximately $7,400,000 per annum for the various funds to which they
are allocated.
*Several of the taxes covered here are the subject of special recommendations

made elsewhere in this report but are also included here for summary purposes.
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TEMPORARY TAXES AND SURTAXES*

Present Provisions:
The following temporary taxes and surtaxes applicable to the taxable

years 1955 and 1956 were imposed in the special session of 1955:
Corporations: Surtax of 1 per cent of taxable income
Banks: Surtax of 1 per cent of taxable income
Individuals: Surtax of 5 per cent of normal income tax liability
Iron Ore Occupation: Surtax of 1.65 per cent of taxable value of ore

(15 per cent of normal tax of 11 per cent)
Royalties: Surtax of 1.65 per cent of taxable royalties (15 per cent of

normal tax of 11 per cent)
.Annuity premiums: Included in base of 2 per cent gross premiums tax

for 1955 and 1956
Tobacco products: 15 per cent tax on wholesale price of tobacco

products other than cigarettes.

Recommendations:
That all the temporary surtaxes and taxes be continued as a regular

part of the state tax system.

Reason:
To provide the revenue required to meet growing state expenditures

and at the same time to finance the urgent program of personal property
tax relief recommended by the Committee will require the continuance
of these taxes and surtaxes.

Revenue Effect:
Continuation of the above taxes will provide approximately $11,200,000

per annum for the various funds to which they are allocated.

*Several of the taxes covered here are the subject of special recommendations
made elsewhere in this report but are also included here for summary purposes.
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THE PERSONAL PROPERTY TAX REPLACEMENT ACCOUNT

Recommendations:
(a) That the revenues from the following state taxes be credited to a

new and separate account, the Personal Property Tax Replacement
Account:
( 1) The two existing 5 per cent surtaxes on the personal income

tax combined into a single surtax of 10% of the normal tax
(after adjusting the 5 per cent Veterans' Compensation surtax
in accord with the Committee's recommendation that it be
computed after, rather than before, allowance of personal
credits).

(2) The existing surtaxes on corporations and banks and the recom
mended additional one percentage point tax on the net income
of corporations, amounting in all to 2.3 per cent of net income

of corporations and to 1.4 per cent of net income of banks.
(3) The gross earnings tax on telephone companies.

(b) That during the 1957-59 biennium, there be distributed from this
Account to the counties (and apportioned by them according to
actual revenue losses sustained by the counties and their subdivi
sions) an amount sufficient to make a dollar-for-dollar replacement
of the revenues lost to the counties and local units in consequence
of the recommended personal property tax reduction program, ex
cept that only one-half of the losses due to the elimination of the
tax on household goods be replaced. I The annual loss of revenue
to each county and local unit is to be measured by the 1956 taxes
(payable in 1957) levied on the affected classes of personal prop
erty on the basis of the assessed value established as of May 1, 1956.

(c) That, effective in the 1959-61 biennium, while still providing a
dollar-for-dollar replacement of lost revenues as a minimum distribu
tion to each county and local unit, the legislature begin the transition
to a formula method of distributing the revenues listed in (a) above,
such formula to take into account other factors in addition to the
direct revenue loss under the personal property tax reduction pro
gram.

(d) That the formula be so drawn as to give progressively less emphasis
to the direct replacement factor and progressively greater emphasis
to such dynamic factors as population and assessed valuations (on
an equalized or 100 per cent market value basis), which will recog
nize different rates of local growth and at the same time provide an
equitable distribution among local units.

IDuring the 1957-59 biennium, only 1~ years' losses will need to be replaced
(calendar year 1958 and the first half of calendar year 1959), thereby permitting a
modest balance to be built up in the Replacement Account to help meet the higher
replacement liabilities in the 1959-61 biennium.
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Committee Report
(e) That the legislature appropriate from the General Revenue Fund

to the Personal Property Tax Replacement Account such amounts as
may be necessary to supplement the revenues from the above taxes
in order to carry out the dollar-for-dollar replacement to every
county and local unit during the 1959-61 biennium.

(f) That the "stop-loss" guarantee to the counties and local units be
eliminated fOf 1962 and succeeding years and the final stage of the
distribution formula be put into effect no later than 1964.

Reasons:
While action to reduce or eliminate taxes on the recommended classes

of personal property must be taken by the legislature, the impact of the
reduction is almost entirely on the local units which lose somewhat more
than one-third of their personal property tax base.

We have agreed that, with respect to the replacement of the revenues
to the local units arising from the recommendations of the Committee
for changes in the personal property tax, during the first stages of such a
program the replacement should have as a minimum the complete
matching dollar-for-dollar of revenue losses to the counties, except for
the lost household goods tax revenues (see below), and that the formula
for redistribution within the counties to the subdivisions should follow
the same principle.

The reduction in the classification rate of household goods to zero
is in a somewhat special category because of the fact that this tax has
been so expensive for the local units to assess and collect, relative to the
revenues actually received. Because of these substantial cost savings to
the units, we have recommended that only 50 per cent of the revenue
lost to the local units from household goods taxes be eligible for inclu
sion in the amount to be replaced dUling the years the "stop loss" pro
vision is to be in ·effect.

We also feel that, as time goes on, the distribution of state funds for
this purpose should shift to a formula that will be more equitable and
realistic in view of the changing conditions facing the local units. Since
the property tax base being removed from the local units will in itself
grow, although in divergent patterns, the replacement formula must be
one which takes into account these growth elements in the lost tax base
unit by unit.

The formula should of course be one which is, at least in its final
stage, relatively simple to compute and easy to administer, and yet
which contains factors that adequately recognize changes and growth
elements in the structure and size of the local unit.

Since the tax revenues to be credited to the Personal Property Tax
Replacement Account contain substantial growth potentials, the growth of
the economy of the State will itself result in increasing flows of funds
to the local unit from this source. During the ten years, 1947-1956,
revenues from theJhree designated sources more than doubled.
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REVENUE IMPACT ON MAJOR STATE FUNDS

Revenues and expenditures of the State of Minnesota flow through a
series of clearly defined "Funds". Those which are directly affected by
the Committee's revenue recommendations are the Income Tax School
Fund, the General Revenue Fund, and the Veterans' Adjusted Compen
sation Fund. Summarized below are (1) the nature of those Funds, (2)
the impacts of the Committee's proposals on their revenues, and (3)
Committee recommendations for certain inter-Fund transfers. Funds
whose revenues are not affected or are only indirectly affected by Com
mittee recommendations - such as the Highway Fund, State Building
Fund, the Game and Fish Fund, the Permanent Trust Funds - are not
included in this summary.

Present Statutes:
Income Tax School Fund: The basic revenues currently assigned to this

fund are: (1) all of the individual and corporate normal income taxes,
excluding surtaxes; and (2) 40 per cent of the iron ore occupation tax and
surtaxes (excluding the 1 per cent levy for the Veterans' Compensation
Fund), on the basis of Amendment Number 3, approved at the election
of November 6, 1956.

Expenditures from this fund include: (1) State school aids (net of
a small portion financed by interest from the Permanent School Trust
Fund); (2) administrative costs of the State Departments of Taxation (in
part) and Education, the Youth Conservation Commission and various
state institutions; and (3) several miscellaneous aids, etc.

General Revenue Fund: The basic revenues currently assigned to this
fund are: (1) all of the telephone, railroad and related gross earnings
taxes, insurance gross premiums taxes, the iron ore royalty tax and sur
taxes (excluding the 1 per cent Veterans' Fund levy), and the tobacco
products tax; (2) 45 per cent of the iron ore occupation normal tax and
50 per cent of the surtax (excluding the 1 per cent Veterans' Fund levy),
plus another 10 per cent of each assigned to the University of Minnesota;
(3) the State's share of the liquor taxes, cigarette tax, and inheritance and
gift taxes; (4) a varying share (currently 2.94 mills1

) of the State property
tax mill levy (currently totalling 9.15 mills); (5) the 5 per cent surtax on
the individual income tax, together with the 1 per cent surtax on cor
porate and bank income, enacted in 1955; and (6) grain inspection fees,
departmental receipts and other miscellaneous receipts.

Expenditures from this fund include the State departmental and high
er education expenditures, e.g., costs of welfare programs, University
maintenance, Teachers' Colleges, which are not covered by the Income
Tax School Fund, Highway Fund, and other special funds.

lTheCommittee has assumed that the mill levy for the General Revenue Fund
will continue at approximately the present rate.
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Committee Report
Veterans' Adjusted Compensation Fund: revenues currently assigned

to this Fund include the special surtaxes on income, iron ore, and alco
holic beverages summarized in the statement, "Veterans' Adjusted Com
pensation Surtaxes", page 79 above.

Expenditures from this Fund are all directed toward repayment of
the bonds which were issued to pay the World War II Veterans' Bonus.
By July 1, 1957, sufficient taxes will have been collected to payoff the
bonds in full and leave an unencumbered balanc.e of several million
dollars.

Recommended Transfers Among Funds:
(a) The Committee recommends that the State Teachers' Colleges be

shifted from the General Revenue Fund to the Income Tax School
Fund for their support.

(b) As outlined in the preceding statement (pages 81 and 82), the Com
mittee recommends' the setting up of a Personal Property Tax Re
placement Account, to which shall be credited the proceeds of the
10 per cent surtax on the individual income tax, the 2.3-percentage
point corporate income surtax, the l.4-percentage point bank excise
surtax and the telephone gross earnings tax. To the extent that these
sources do not meet the full estimated replacement quota in the
1959-61 biennium, the remainder should be appropriated from the
General Revenue Fund.

(c) The Committee also recommends that there be made available for
General Revenue Fund purposes those Adjusted Compensation sur
taxes which remain after the Committee's other recommendations
are put into effect, namely, the 1 per cent occupation and royalty
surtaxes on iron ore and the 10 per cent surtax on alcoholic bev
erages, except that it may be deemed advisable to place 40 per cent
of the occupation surtax in the Income Tax School Fund. (See
p.79.)

Revenue Impact on the Major Funds:
Income Tax School Fund: The Committee's various recommendations

for adjustment and improvement of the individual and corporate income
tax would bring into the Fund net additional recurring revenues of
nearly $10,000,000 per annum in addition to a one-time gain of
$4,500,000 in the 1957-59 biennium through speed-up of collections of
corporate income tax liabilities (on the pattern of the federal "Mills
Plan"). These additional revenues, together with its existing revenues
and iron ore tax proceeds, will enable the Income Tax School Fund to
absorb the support of the State Teachers' Colleges (which are closely
allied to the educational endeavor supported by State aids from this
Fund) and at the same time leave room for a modest increase in state
school aids, if desired.
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Recommendations
General Revenue Fund: As compared with revenues flowing into this

Fund during the present biennium, the Committee's recommendations
would (1) add $2 million a year through increased collections from in
surance premiums and tobacco and (2) add $3.5 million per year by
transferring the existing Veterans' Compensation surtaxes on iron ore
and alcoholic beverages into the General Revenue Fund (less $0.9 mil
lion if the occupation surtax is shared with the Income Tax School Fund).
The transfer of Teachers' Colleges to the Income Tax School Fund would
remove perhaps $4 to $5 million of expenditures from the General Reve
nue Fund. Against this would be the withdrawal of (1) some loss in prop
erty taxes under the property tax reduction program; (2) about $5.5
million a year in corporate and individual income surtaxes enacted in 1955
to be continued but transferred to the Personal Property Tax Replacement
Account; and (3) about $6.4 million a year in telephone gross earnings
tax transferred to the Replacement Account. The resulting net with
drawal from the General Revenue Fund can, according to the Commit
tee's calculations, be financed from the current revenues and opening
balance on July 1, 1957 and still permit a very substantial increase in
expenditures on activities financed from the General Revenue Fund.

Veterans' Adjusted Compensation Fund: The Committee makes no
recommendations concerning the disposition of the unencumbered bal
ance of this Fund on July 1, 1957. Under the Committee's tax recom
mendations, no further revenues would accrue to this Fund after that date.
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SUMMARY OF CHANGES IN TAX BURDENS
ON VARIOUS GROUPSl

(as compared with burdens under taxes and surtaxes in effect in 1956)

The Committee's specific tax recommendations would result in the fol
lowing increases and decreases in tax burdens on various groups (on an
annual basis) as compared with their tax burdens under the taxes and sur
taxes which are currently (1956) in effect: 2

(in millions)

Recommended Tax ChangeS

Increased
Revenues in

Annual Incr~ase (+ ~ 0: ?ecrease (- )volving No In-
m Tax LiabilIty crease in Tax

Individuals Business Agriculture Liabilities

PERSONAL INCOME TAX
Remove $5.00 annual filing

fee ("head tax") - $ 5.0
Convert 5 per cent bonus surtax

to after-credit basis 1.5
Joint husband-wife returns + 4.5
Child care allowance .... . . . . 0.9
Conform medical expense al-

lowance and sick-pay exclu-
sion to federal basis .... . .. + 1.0

Eliminate 150-day rule for
non-residents + 0.8

Adopt withholding and pay-
as-you-go .

Full use of federal returns .
---

Subtotal - $ 1.1

CORPORATE INCOME TAX
Remove filing fee and mini-

mum tax .
Allow business loss offset

on federal basis5 •...••••••

Allow accelerated depreciation
on federal basis5 ••••••••••

Eliminate property-payroll
credit .

Eliminate alternative alloca-
tion formula .

Eliminate $500 credit
(exemption) .

Speed up corporate tax
payments .

Additional tax of 1% .
---

Subtotal .

+$ 3.54

+ 0.54

+$ 4.0
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lWhile the dividing lines between "individuals", "business", and "agriculture" are
not precise, this classification is a useful and widely accepted one in comparison of
tax burdens.

2Re-enactment of temporary taxes is not counted as either an increase or decrease.
General or indefinite recommendations (as in the case of gross earnings taxes, alco
holic beverage taxes, etc.) are not included in this tabulation.

3Classified under tax heading where the major impact occurs.
4Increased collection resulting from more effective tax enforcement.
5Also provides some tax benefit for agriculture.
0A one-time gain in 1958.
7These revenue loss figures represent 1956 levies on 1955 assessed valuations. The

Committee's recommendations call for replacement of the 1957 levies on 1956 valua
tions, which will probably involve a small net increase in the over-all loss figure.

8Several items now included in manufacturers' inventories (lumber and building
materials, petroleum products, coal, and other inventories included in classes 20, 21,
22, 24, and 25 on the personal property tax return) include a certain amount of
dealers' inventories. When information permitting a more detailed breakdown be
comes available, the $9.5 million figure for manufacturers will be reduced accordingly,
while the figures for wholesalers and retailers will be increased. The net effect will be
a small decrease of the revenue loss, since wholesale and retail inventories will still
be subject to tax at the reduced 20-per cent classification.

-$ 6.1 +$ 4.0
(recurring)

+ 4.5
(non-recurring)

+$ 1.2

+ 0.5

+$ 1.7

- $10.4

(in millions)

Increased
Revenues in

Annual Incr~ase (+ ~ o~ ?ecrease (- )volving No In.
m Tax LIabl1ity crease in Tax

Individuals Business Agriculture Liabilities

PERSONAL PROPERTY TAXi

Remove tax on manufacturers'
inventories8 .

Remove tax on farm inven-
tories and livestock .

Reduce tax on wholesale in
ventories by 40 per centS ...

Reduce tax on retail inven-
tories by 40 per cent8 .

Remove household goods tax .. -$ 3.5

Subtotal - $ 3.5

Recommended Tax Change3

OTHER TAXES, ETC.

Insurance tax - include
exempt premiums .

Tobacco and cigarette tax
changes +$ 0.4

Subtotal +$ 0.4

GRAND TOTAL ,. - $ 4.2



LONGER RUN PROBLEMS AND POLICIES "

The tax reform program outlined in the specific recommendations for
immediate action, including the implementation of the personal property
tax reduction program and the provision of replacement revenues to the
counties and local units through the Personal Property Tax Replacement
Account, can be accomplished within the framework of the tax resources
flowing from this program only with some drawing down of existing
balances in the General Revenue Fund for the bienriium 1957-1959.

Beyond this biennium, however, such balances can not be counted on;
additional revenue would be needed for the General Revenue Fund.

The pressure to provide necessary and desired additional services for
a growing population is certain to increase the already serious fiscal prob
lems of local units of government. In the large cities it is now evident that
this is a problem of immediate concern, both to the cities and to the whole
State. With the present wholesale dependence of the local units on the
property tax, we face, then, a situation in which rapidly growing expendi
ture needs depend upon a tax base that will grow rather slowly, and which
should not be burdened too much, lest the result may be a depressant to
economic expansion; and create an inequitable burden on property.

Because of the limitations of time and of research resources, this Com
mittee has not been able to make detailed studied of prospective local
revenue and fiscal problems.

One of the guiding principles of American democracy is to encourage
each level and unit of government to levy the taxes necessary to support its
functions" and services. The alternatives to so doing are to have greater
distributions from the state," ill which case the state frequently controls the
manner in which the funds shall be expended, or to have the state assume
local functions and services.

It is clearly apparent that the time is near at hand in this State when the
legislature must grant local communities authority to levy new non-property
taxes of substantial revenue potential, or local governments will have to
appeal to the legislature for further and substantial grants-in-aid, or for
further sharing of state-collected taxes, or both.

Finally, the expenditure demands for state functions and services, and
for support of shared functions at the state level, may well outstrip (as our
research report forecasts) the revenue resources of the tax structure at the
levels of rates embodied in the present structure, even as changed in ac
cordance with our Committee recommendations.

If these were the only elements visible on the horizon, then one could
rather confidently predict a fairly immediate need for very substantial
sources of new revenue, but there are other possible and even prospective
elements which might substantially modify this forecast, both as to the
magnitude and the timing of the future general fiscal problems of Minne
sota's governmental units.
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In the first place, if the substantial changes we have recommended '
to improve the incentives and the environment for economic growth turn
out (as we hope) to be positive and effective stimulants of such growth, they
will greatly enlarge the economic base of our whole tax structure, both
state and local, and raise substantial revenues with our present rate struc
ture. Only time will tell the extent of such growth, however, and one would
be overly optimistic to expect this alone to solve the fiscal problems of the
future.

Secondly, we have high expectations that the substantial improvements
in the basic structure and the administration of the general property tax
will greatly strengthen this major element of our tax structure. If this pro
gram succeeds in removing the major inequities now so evident in this
basic tax, it may, by so doing, make it a capable and acceptable means of
raising some of the additional revenue needs now forecast, particularly
at the local level. However, since continued major dependence on this
source for additional revenues may not be a policy that is likely to establish
favorable conditions for economic growth, this source should not be relied
upon too heavily.

Finally, the patterns and extent of federal aid programs in welfare, high
ways, and education are now not clearly predictable in pattern, extent,
or timing. Thus, while they may be a major modifying element in the future
fiscal picture of state and local governments, they cannot presently be
predictably taken into account.

We are left, then, with a rather uncertain basis for judging the magnitude
and the immediacy of the need for additional state and local revenues.
Because of this, and because of the above mentioned limitations of time
and of research resources, the Committee has been unable to establish a
detailed analysis of these longer run problems and has not, therefore, de
veloped a detailed and specific program of recommendations.

We are convinced, nevertheless, that certain principles and priorities
should guide the State in devising further changes or additions to our tax
structure to best meet the determined revenue needs as they develop.

First, the present tax structure should be continually strengthened and
adjusted to keep it effective, equitable, and contributing to the economic
progress of the State. Our studies have persuaded us that we do not now,
nor will we in the immediate future, face the necessity of adopting new
taxes, provided that we make full and intelligent use of our present tax
system. Our principal reliance should continue to be on a truly progressive
personal income tax and a well-balanced corporate income tax, keeping in
mind that a reasonable share of increased burdens should be assigned to
the iron are, gross earnings, selective excises, and other existing taxes.

When the present structure, with such adjustments and increases in rates
as may be put into effect, reaches the point where new revenue sources must
be looked fOI, then we recommend consideration of the alternative taxes
and revenue sources outlined in the Research Report by the Staff of this
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Committee in Chapter XXII, Alternative Tax Policies, and the detailed
studies and analysis contained throughout the whole Research Report.

In working through these problems of future revenue needs at both
.state and local levels as they arise, the legislature and the people of the
State should keep to the fore certain basic principles that guided this Com
mittee in its study of the needs of the present and more immediate future.

Any major changes in structure, substantial increases in the effective
rates, or the addition of new taxes must be tested against the following
standards in order to insure the selection of the best of alternative possi
bilities.

(1) Do they develop the incentives and environment for the expansion
of economic activity in the state, and do they maintain a reasonable com
petitive position with respect to other statt?s, to keep and attract economi
cally desirable individuals and firms that have wide freedom of choice as
to where they will locate?

(2) Do they fairly allocate the increased tax burden among business,
agriculture, and individuals, and do they equitably allocate the burden
among the individuals who are the ultimate taxpayers?

(3) Do they meet the need for efficient administration and effective and
even-handed enforcement?
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