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Chapter One 
 

Introduction 

 

In the 1960s-1970s, the Minnesota Legislature passed a series of local 

government tax reform legislation that became known as the “Minnesota Miracle.”1 This 

legislation shifted the focus of the state’s tax legislation paradigm away from promoting 

competition for revenues between local units of government, which had been the priority 

since statehood, towards regulating urban development and city finances.* This 

legislation lessened the tax burdens of homestead owners,† and gave the state government 

greater fiscal control over city finances. This study focuses on the effect of this tax 

legislation for the Twin Cities metro area. It examines the income-generating difficulties 

of cities and taxpayer burdens over the past half-century from a different and perhaps 

needed perspective for the state’s most important economic region.  

In recent decades, cities have been struggling to balance their budgets and to meet 

their taxpayer’s demand for services. Some state legislators and scholars have long 

presumed that these problems are the product of the revenue-generating inequalities 

between individual cities, but I argue that they have consistently privileged economic 

data in their analyses over the last 40 years without critically examining the underlying 

problems. I argue that the problems cities face generating tax revenues are the product of 

                                                 
* A legislation paradigm is a consistent pattern of laws that build upon previous legislation without 

replacing it. Most tax laws develop through what scholars have called “disjointed incrementalism,” 

meaning that legislatures make small changes to existing tax laws over long periods of time, with wholesale 

reforms coming only in reaction to significant changes in the economy, or sometimes not at all.   
† Minnesota Statutes 273.124 defines a “homestead” as “residential real estate that is occupied and used for 

the purpose of a homestead by its owner, who must be a Minnesota resident, is a residential homestead.” 

This term will have a longer history for readers familiar with U.S. land settlement and farming in the 19th 

and early 20th centuries, but I do not refer to those homesteads when I use the term. The Minnesota 

Legislature specifically defines them as agriculture homesteads.      
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an increasingly unequal distribution of income between taxpayers. A study of state tax 

legislation, urban development, city budgets, and income distribution reveals that the 

fiscal control paradigm, appropriate when it was initially implemented, has served to 

mask an underlying problem of weak effective demand, the ability or willingness of 

taxpayers to pay for an unprioritized list of services they need or want. 

Demonstrating that effective demand is the major financial problem facing metro-

area cities requires that this study be modest in its breadth, while simultaneously 

conveying an immense amount of detail. My analysis demonstrates that the fiscal control 

paradigm guiding Minnesota’s tax legislation has led to political platforms and scholarly 

studies that do not fully acknowledge the true economic and social cost of owning real 

property, hereafter just called “property,” for households and businesses in the metro 

area.2 This disconnect between the perception and the reality has resulted in taxpayers 

being generally misinformed about the individual and social costs of underestimating the 

cost of property ownership—a homestead or business—and the tax-generating difficulties 

cities face that inevitably affect the quantity and quality of services they can provide. 

Legislative debates about local government finances focus too heavily on the 

extent of state fiscal control of cities (through legislation such as revenue sharing, Local 

Government Aid (LGA) and tax levy limits) and regulating urban development. These 

debates often come at the expense of considering whether or not residents have the 

requisite income levels to make state fiscal control an effective paradigm. In focusing on 

supplying public services to the general population at a reasonable cost, and largely 

ignoring the ability of the population to pay for those services, state legislators have 

missed the forest for the trees. If legislators had chosen to consider local government 
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services through the lens of effective demand, they would surely have enacted different 

legislation.  

The failure of legislators to use a more appropriate paradigm for local tax 

legislation means that discussions of property tax issues are either overly philosophical 

about the “fairness” or “equitableness” of taxation, or glossed over with tired 

catchphrases like “economic progress.” What is missing from the conversation is a 

practical assessment of when or why a paradigm and the resulting legislation is, or is not, 

appropriate to achieve a specific social goal. Such a discussion requires attending to both 

the services the city need to supply and, equally if not more importantly, the ability of the 

city residents to afford those services. Philosophical discussions about taxes are usually 

disconnected from the lived experience of driving down streets with potholes, riding a 

city bus to a job interview, walking a stroller through a park, taking a child to the local 

library, or calling emergency services and police force for help. These physical activities 

comprise everyday life, and are usually taken granted by individuals living in today’s 

cities. The local services that make them possible, however, derive from complex 

financial systems. To facilitate productive conversations about how to provide and pay 

for them requires attending to effective demand, and so paying more attention to the 

ability of taxpayers to pay for them.  

My argument, that effective demand needs to carry more weight in state tax 

policy, as well as in discussions of such policy by property owners, is based upon an 

historical analysis of tax competition in the Twin Cities metro area, an examination of the 

financial environment in which cities operated leading up to the Great Recession of 2003-

2013, the state responses to the revenue-generating difficulties that cities faced during 
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that period, and, finally, a review of the geography, law, and urban planning theory that 

undergirded state tax legislation up to and through the Great Recession.3 This analysis 

demonstrates that tax legislation to date has failed to promote economic progress in cities 

in the metro area because it is based upon an outdated paradigm and not on economic 

reality.  

The remainder of this chapter consists of six sections each of which provides the 

background to frame the later chapters in this study. The first section describes the 

specific questions this study addresses. The second section provides background 

information about how cities generate and spend revenue in the Twin Cities, including 

what services they provide, and a brief description of the socio-economic assumptions 

about public services implicit in the remaining chapters. The third section offers a short 

description of Minnesota Miracle tax legislation and the fiscal control paradigm reflected 

in it. The fourth section contains a description of the methodology of the project. The 

fifth section presents a brief outline of the remaining chapters in this study. And, finally, 

the sixth section is a brief conclusion. 

1.1 – Research Questions 

 It is now forty years since the Minnesota Legislature enacted its tax policy for 

cities, during which time it has grown into arguably the most complex web of local fiscal 

controls in the country. Few critical studies of the strengths and weaknesses of this 

control have been undertaken by geographers since John Borchert.4 Certain groups of 

scholars, principally regionalists, have isolated specific aspects of the state's fiscal control 

for study and potential reform, but knowledge about the suitability and utility of this tax 

legislation from a more comprehensive perspective is limited. Barbara VanDrasek, for 
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example, was the last scholar to write a thorough description of the dynamics of city 

finance and the provision of public services in Minnesota,5 and that study was fifteen 

years and two national recessions ago. Concluding that the Twin Cities metro area 

suffered from a mismatch between efficiently produced local services and their 

consumption by the general population, she wrote: 

The shift back to localism, minimal government, and public policy support 

for private sector development put the region at risk for increasing 

inequalities in the provision of public services, and in the prospects for 

accumulating of wealth through property appreciation, especially through 

home ownership. This shift away from privileging homeownership within 

public policy, and away from the redistribution functions of the public 

sector, represent a fundamental reordering of the social contract.6 

 

This study, though not fully accepting all of the assumptions in that statement, builds 

upon it and asks the following questions:  

1) “How did the history of urban development and city finances in the Twin Cities 

lead to a paradigm of fiscal control legislation?” 

2)  “How has the paradigm shaped the state’s response to changes in the financial 

environment in which cities operate?” 

3) “How have scholars contributed to the development of the paradigm that led to 

fiscal control legislation?”  

4) “How suitable is the state’s fiscal control of cities in the metro area today?”  

In addressing these questions, this study describes; how the state governs the finances 

of metro-area cities and the general ambivalence the state has historically shown 

towards its own fiscal control legislation, how the state government and its tax 

legislation is disconnected from city budgets from 2003-2012 (a period which I am 

calling the “Great Recession” for metro-area cities), and, finally, how the mismatch 
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between homestead property production and household income is the underlying 

cause of long-standing city revenue shortages, and household wages are the cause of 

the rather weak effective demand for local public services. These descriptions utilize 

an enormous volume of data, which can be found in the charts, graphs, and tables in 

the Figures Section and the data tables in the Appendices. 

1.2 – City Taxation in the Twin Cities 

The Twin Cities metropolitan area, hereafter referred to as the metro area, has 183 

cities in the seven counties of Anoka, Carver, Dakota, Hennepin, Ramsey, Scott, and 

Washington (Fig 1.1), governments “that most efficiently provide governmental services 

in areas intensively developed for residential, commercial, industrial and governmental 

purposes.”7 The state authorizes these governments to provide a variety of services that 

include public works, such as roads and bridges, public improvements, sidewalks, 

hospitals, sewers, public utilities, cemeteries, libraries, museums, public markets, and 

parks.8 The state also authorizes cities to provide general services, such as snow and dirt 

removal, general maintenance, health inspections, police and fire protection, garbage 

collection and disposal, and road and sidewalk traffic control, entertainment, general 

public health nuisances, animal control, disorderly conduct, development control, 

planning and the location of different land uses.9 Metro-area cities, however, do not 

provide these services to the same degree, indeed they cannot. Residents and businesses 

in different cities have different needs and different effective demand for public services.              

The state requires all local units of government in Minnesota, including cities, 

counties, townships, school districts, and watershed districts to raise the bulk of the 

revenues they need through property taxes.10 The calculations for these taxes are very 
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complicated, but can be condensed into a four-part process. 1) The metro area comprises 

several different types or classes of property (Figure 1.2), and Minnesota state law limits 

how much cities can tax these classes of property—the “marginal” class tax rate.11 The 

marginal class tax rate for homesteads with assessed values under $500,000 is 1 per cent, 

and 1.25 per cent for homesteads with values over $500,000 and all apartments.12 

Commercial and industrial properties are marginally taxed at 1.25 percent for the first 

$150,000 of value, and 2 per cent for any value over $500,000.13 Exemptions or 

exclusions are then subtracted from property values to change their “effective” class tax 

rate. For example, the state limits the marginal tax rate on a homestead to 1 per cent, but 

then may exempt or exclude $25,000 from the assessed value, thus reducing the effective 

class tax rate of that property to .95 percent. Cities multiply the appropriate effective 

class tax rate by the value of individual properties within their jurisdictions, creating a 

unique individual tax capacity for each property, and 2) then add all the tax capacities 

together to create a total tax capacity. 3) Cities then set levy or the amount they need to 

provide services for a year and then divide it by the total tax capacity. The resulting 

percentage is the city tax rate. 4) Cities, finally, multiply the city tax rate by the unique 

tax capacity of each property, which gives each property owner their tax bill for that year. 

Basic formulae for property taxes would be: 

1) SCR*(AV-E) = ITC 
        n 
2) ∑ITCi = TTC 
           i=1 
3) L/TTC = CTR 

4) CTR*ITP = Tax Bill 

 
[Where SCR is the state class rate; AV is the assessed value; E are any exemptions and exclusions; ITC is 

the individual tax capacity; TTC is the total tax capacity; L is the city tax levy; and CTR is the city tax 

rate.]  
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 Cities can add monies to their levies to make up for the losses from exemptions 

and exclusions, or to meet increases in the amount of property taxes needed, unless the 

state imposes a statutory limit on the amount of property taxes a city can raise.14 Cities 

can also lower the amount of their levies if they run a surplus. Cities regularly raise and 

lower their local tax rates in this way, creating an “adjusted” tax rate from year to year. In 

the Twin Cities metro area, the effective state tax rate for all classes of property usually 

stays within about 0.5 per cent of the marginal tax rate, but adjusted rates can vary widely 

from year-to-year by individual city. 

Cities also have two additional ways they can collect property taxes. One is tax-

increment financing or TIF, a financial agreement between a city and a private property 

owner to develop or redevelop a parcel of land—a public-private partnership—in which a 

city suspends the assessed value of a property for a limited period of time, often 8-25 

years, depending on the type of TIF district,15 and then exempts a percentage of any rise 

in the market value of the property from taxation for the duration of the agreement, or the 

city issues bonds on behalf of the developer to cover some of the funding of development 

or redevelopment cost.16 The property owner is supposed to invest their property tax 

savings into constructing and/or improving the infrastructure of the property, or to pay on 

the debt that financed the construction or improvements.17 Once the TIF agreement 

expires, the property owner will pay property taxes in the normal way.18 TIF was initially 

used for investing public monies in distressed, underdeveloped, or underutilized—

“blighted”—parts of a city with a dwindling tax base. It since has evolved into a tool 

broadly used by cities to capture the value of redeveloped properties by indirectly 

investing public monies in them.    
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The other way cities can increase property tax revenue is through special 

assessments. They are one-time property taxes imposed upon a class of property for a 

particular service that benefits the owners of those properties.19 The most typical use of 

special assessments are capital outlays or major maintenance programs. Cities often use 

them to finance large-scale repairs for streets, curbs, and sewers in industrial districts or 

private neighborhoods, generally locations where the general public uses few services or 

has limited access to them.20 Businesses pay special assessments more frequently than 

homestead owners in the metro area, with the exception of a few cities whose wealthy 

homestead owners prefer to periodically pay special assessments for capital outlays and 

maintenance expenses rather than pay higher property taxes every year.21       

Cities try to build their tax base, and so maximize their revenue streams, by 

regulating how much of each type of property exists within their boundaries. Ultimately, 

the financial success of each city in the metro area depends upon its ability to provide the 

services required by state law that not only satisfy existing residents and businesses, but 

also attract new residents and businesses within the metro area to grow the tax base. The 

competition between cities to increase the tax base is fierce, and has resulted in extensive 

urban development. Figure 1.3 shows that in 1974 the Twin Cities had about $82 billion 

of taxable property and personal property, and added about $266 billion or 324 per cent 

of additional taxable property in just under 40 years.22 When property values collectively 

peaked in 2010, individuals and business owned over $348 billion of taxable property, or 

about $92 million per square mile, despite only recently emerging from the Great 

Recession and housing market bubble. The state and local public finance literature argues 

that this stability means local property taxes are the most reliable and collectable source 
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of revenue, and the reason the state has not changed its fiscal paradigm.23 

1.2.1 – Other Revenue Sources 

Most metro-area cities raise revenues from a variety of bonds, local sales taxes, 

and fees fines, and user charges (FFUCs), which allows them to mitigate reductions in the 

value of their tax base and the effective demand of taxpayers. Taxpayers in different 

cities naturally have different perceptions about how much their cities should use each of 

these revenue streams, so each has its own financial and political drawbacks as a means 

of augmenting property tax revenue.  

Cities borrow money by issuing bonds. The revenues derived from bonds are, of 

course, fixed once cities issue them. Bonds generally fund large capital outlay 

expenditures—new or expanding public works, such as roads and bridges, public 

improvements, sidewalks, hospitals, sewers, public utilities, cemeteries, libraries, 

museums, public markets, and parks—or TIF districts if cities do not fund them through 

property taxes.24 Bonds are a common method for extending the payment for expensive 

projects over many years, and to attract investments from people living outside the city. 

Bonds help cities keep their adjusted tax rates low, while still funding important projects 

that may have immediate public benefits. Today, the general debt threshold for cities with 

less than 10,000 people is 2 per cent of the total value of their property, and 3.66 per cent 

for cities with more than 10,000 people.25  

The major drawback of bonds is obvious. Cities can accumulate considerable debt 

that becomes a burden to taxpayers. Cities sometimes must raise their adjusted tax rates 

significantly over several years to make the payments on maturing bonds, and sometimes 

the services cities produce are no longer worth the value of the bonds, especially public 
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works that depreciate over time. Cities must be careful not to overpay in the long-term to 

save local taxpayers money in the short-term. It affects their creditworthiness and the cost 

of future bonds, so the state limits the ability of cities to overspend by setting debt limits 

and making other funding available.26     

The revenues from sales taxes and FFUCs can vary widely from year-to-year 

because, although the rates are fixed, the revenue stream depends upon the everyday 

economic activities of taxpayers. Cities can use local sales taxes to fund a specific public 

service, rather than the general services they provide (through special approval from the 

legislature).27 Sales taxes can be a consistent source of income for cities with strong 

economies, but they are a questionable substitute for property taxes and bonds. Sales 

taxes can introduce dissonance to how public services are shared between communities. 

There is a generally mismatch between taxpayers and users of public services, discussed 

in greater detail later in this chapter, but sales do not necessarily accurately align users of 

services with those paying for them.28 Sales taxes are simply a de facto personal property 

tax. They can alleviate the tax burden from property owners, spreading it to a wider 

group of consumers, but ultimately the sales tax is just a tax on another type of property.     

Fees, fines, and user charges are the most diverse form of government revenue. 

Cities can apply FFUCs can be applied as permits for various kinds of building and 

professional services, tickets for petty, anti-social behaviors, and user charges for 

services, such as public utilities, roadways, and police and fire protection.29 Most cities 

tend to use them sparingly, unless they need to counteract a budget shortfall or pressure 

from taxpayers to keep property taxes low. FFUCs are highly unpopular with segments of 

the population, especially poor people, and can introduce uncomfortable relationships 
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between taxpayers and police officers. In cities that aggressively generate fines, police 

officers play a dual and incompatible role as protectors of local taxpayers and tax 

collectors.30 The over-use of FFUCs as a source of revenue often indicates that a city is in 

fiscal distress.  

If cities cannot raise enough revenue, they cannot adequately provide services and 

will, in all probability, lose commerce and perhaps residents, prompting a further decline 

in their ability to raise revenue and provide services. Less commercial activity and fewer 

residents means a generally diminished capacity to raise revenue and often necessitates 

much higher adjusted tax rates to compensate. Bonds, sales taxes, and FFUCs can help 

slow any revenue decline, and keep adjusted tax rates from rising too high, but they can 

also intensify the decline if a city’s capacity to raise revenue through property taxes is 

greatly diminished. Cities in fiscal distress can have much higher adjusted tax rates, bond 

repayments, and high sales taxes and FFUCs, and still run large deficits compared to the 

cities with which they are competing to provide many of the same basic services.   

Fiscal distress is highly problematic when the benefits that all taxpayers receive 

from the city do not closely match the cost to all individual taxpayers because it calls into 

question the values of a community. As Kleinbard said, “Fiscal policy—the objects of 

our collective spending, and how we choose to finance those activities—is a window into 

our fiscal soul.”31 In other words, what kinds of services cities provides, who pays for 

them, and how much they pay for them is one of the primary ways in which in 

communities express their economic and social values.32   

 Some services provided by cities possess two characteristics that make discussing 

the provision of such services difficult. They are non-excludable—meaning people who 
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have not paid for a service cannot be prevented from using or enjoying it--and their 

consumption is non-rival--meaning its use or enjoyment does not use it up or preclude 

another's use or enjoyment of it. Most people use and pay for the public services in the 

city they live. They also use, but do not pay for services in cities where they work or that 

they visit. Services allow people to move freely and access businesses and other kinds of 

economic activity across many local borders, without paying for that access every day, 

but it also means that cities cannot accurately match users to taxpayers.      

This arrangement is economically useful, but financially cumbersome for cities. 

Suppose I live near the border of two cities in which the nearest grocery store, 

recreational parks and facilities, and highways are on my side of the border. My 

neighbors who live across the border in the adjacent town benefit from access to my city's 

roads, parking lots, parks and facilities, sewer system and public utilities without paying 

for them. If I ask my neighbors to contribute property taxes for the use of my public 

services, they will almost certainly decline, although they may agree to a small user fee 

for recreational facilities. We both know my neighbors need these public services, and 

would be willing to pay at least something to have them nearby, but often they are 

required to pay anything.  

 The neighbors get a "free-ride" on my public services because they are non-

excludable and non-rival. My city could threaten to put up toll booths for the use of our 

roads, convert the free parking lots into paid parking for all non-residents, and require a 

much higher user fee or proof of residence to use the parks and recreational facilities, but 

that is expensive and impractical. It might actually induce my neighbors to drive across 

their own city to use their own public services, which sounds ideal, except that it reduces 
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the amount of capital spent in my city, and this arrangement might actually deter 

businesses from opening new stores. There is simply no way to make my neighbors 

actually pay for the benefits they receive from using the services in my city, which of 

course is unfair, but there is a presumption that I probably benefit equally from their 

economic activities and maybe even their services in some other way. 

Cities must provide services in order to attract commercial activities and residents 

and must maintain or even increase them to remain functioning local marketplaces that 

can benefit a diverse population regardless of who pays. The non-excludable and non-

rival use, however, can cost more money than an individual city’s taxpayers can afford on 

their own. If an individual city cannot maintain services because of weak effective 

demand, the state can redistribute tax revenues to different cities across the metro area to 

make up the difference.33 

1.3 – The Minnesota Miracle 

Trying to understand the Miracle, and the paradigm on which it was seemingly 

based, without a general understanding of local tax policy and its everyday effects is 

impossible. Competition between cities to increase their tax bases has led to generally 

cheaper local government services for taxpayers through property development in the 

metro area as a whole, but it has caused financial inequalities between individual cities 

and taxpayers. In 1967, John Borchert, a geographer, found in one particularly 

compelling study that the mean personal income in the state's wealthiest county was more 

than double that in its poorest county, and in the wealthiest county the taxable property 

value per capita in its richest city was four times that in the poorest city.34 Such 

significant financial disparities between taxpayers and the amounts of taxable property in 
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cities, he argued, produced many poor and high cost local governments for the state's 

budget to balance over the long-term and  he called on Minnesota legislators to take 

seriously the need for tax reform, because, as he later reflected, “adaptation requires not 

only individual action, but also collective action.”35 

During the next decade, the Minnesota Legislature took control of finances of 

cities, in the metro area, where the majority of Minnesotans live, changing how cities 

could fund services to meet taxpayer’s effective demand. One way the legislature did this 

was by creating the Metropolitan Council in 1967. The Council, under the authority given 

it in the Metropolitan Land Use Planning Act, required cities to develop comprehensive 

plans identifying areas of existing and necessary water and wastewater services and 

infrastructure and submit them for its approval.36 The Council encouraged cities to plan 

for denser development in areas close to places of employment, shopping centers, 

schools, mass transit, affordable housing and other private business centers to the extent 

feasible.37 The first plans raised important questions about how smaller cities on the edge 

of the metro area should grow as fledgling marketplaces, and how such growth might 

impact the urban development, transportation and infrastructure needs of existing cities. 

 Five years after Borchert’s study, Gerald Christenson found a negative link 

between urban development patterns in the metro area and the ability of some school 

districts to generate property tax revenue.38 Deemed the “only Ph.D. thesis in history to 

be used as a practical matter for anything useful” by then Governor Anderson,39 

Christenson's statistical work framed the tax generating problems of school districts so 

convincingly that successive legislatures assumed more responsibility for funding 

schools, and enacted more fiscal control over cities, despite fierce opposition from cities 
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and taxpayers that had achieved some relative prosperity under the competition-based tax 

legislation.  

State fiscal control has since molded city governments in the metro area into an 

economic bloc through a suite of incentives: revenue sharing, financial aid, and property 

tax breaks. The state continues to enforce a set of highly complex corrective formulas that 

allow it to move state and city tax revenues between cities for various reasons it deems 

necessary to match benefits with taxpayers. These corrective formulas are the most 

controversial aspect of the Miracle because they were at odds with the traditional 

competition-based tax paradigm that existed Figure 1.4 shows a diagram of the 

movement of these monies from public revenue sources through city expenditures and 

taxpayer benefits.                

1.4 – Chapter Two Description 

This chapter surveys the competitive economic landscape for cities in the metro 

area in theory and practice from early tax legislation through today. This survey 

illuminates the initial exigency for taxes and property classification, the changes wrought 

by zoning and suburban growth in the post-war era, as well as the changes prompted by 

the Miracle and the subsequent growth of a fiscal control paradigm. This detailed 

historical-economic analysis demonstrates that the Minnesota Legislature has shown a 

remarkable ambivalence toward funding cities through its tax legislation and advancing 

the fiscal control paradigm. Much of the legislative debate and decision-making over the 

last 40 years at the State Capitol has focused on whether or not city finances are a “state” 

or “local” issue, and whether or not fiscal control is appropriate within that context. The 

evidence provided in this historical analysis, however, demonstrates that this focus may 
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be a little too narrow. The economic environment in which cities operate today is 

different than it was in the 1960-1970s. The difficulties that cities have in generating 

revenues and providing services today do not fit within the paradigm of fiscal control, 

and yet current legislative decision-making is firmly attached to it. This chapter provides 

the necessary framework for assessing metro-area city finances and tax legislation in 

more detail during the 2000’s, which is the focus of Chapter Three, and the limits of the 

fiscal control paradigm, which is the focus of Chapter Four. 

1.4.1 – Chapter Three Description 

This chapter describes the financial environment and tax legislation in which 

metro-area cities operated from roughly the early-1990s until 2012. The first-third of the 

chapter focuses upon the ultra-competitive stimulus cycle that developed in the 1990s and 

early 2000s. The state actively shifted the property tax burden from homeowners to 

commercial/industrial property owners. This shift drove cities to finance speculative 

commercial/industrial developments to grow and/or maintain their tax base, and 

collectively put metro-area cities in poor financial shape to weather the Great Recession. 

The middle-third of the chapter examines the budget crises facing metro-area cities 

during the Great Recession years of 2003-2012. To do this, the chapter presents an 

analysis of a cross-section sample of metro area city budgets from 2003 to 2012. 

Analyzing the city budgets in this sample reveals that smaller, poorer and wealthier cities 

were generally able to balance their budgets from year-to-year, for a variety of reasons - 

not all of which indicate good financial health - but larger cities faired poorly and 

collectively ran enormous deficits during the Great Recession. The final-third of this 

chapter describes in greater detail the legislature’s response to city budget deficits during 



18 

the Great Recession. Tax legislation reached a point of stagnation and entrenchment. 

Most of it fell within the boundaries of what I have called the fiscal control paradigm, 

and very little of it had a positive impact on city budgets. The legislative response to 

budget deficits largely reflected clashing political ideologies over fiscal control in the 

absence of a long-term objective for tax legislation. In order to discover possible 

solutions, state legislators must move outside of a fiscal control paradigm that treats city 

finances as a local and/or state funding issue. To do so, however, they must consider the 

various geography, law, and urban planning theories that give credence to the fiscal 

control paradigm that continues to strongly influence tax legislation.  

1.4.2 – Chapter Four Description 

The chapter surveys studies in geography, law, and urban planning by an 

influential group of scholars loosely know as regionalists, who have taken as their focus 

patterns of urban development, fiscal control, demand for regional housing, and 

economic mobility disparities between taxpayers. These studies have often employed a 

very narrow focus and tended to privilege evidence that has confirmed that fiscal control 

is the best paradigm for addressing financial disparities between cities and between 

taxpayers. This chapter, however, identifies many of the economic limitations for 

effective demand within this paradigm, and then re-considers the “unmet” demand for 

services within the context of taxpayer income. From 1960s through the 1990s, fiscal 

control was an appropriate paradigm to understand disparities in city tax revenues and 

expenditures, and dealing with pockets of taxpayers’ unmet demand for local services, 

but today it is showing signs of being ill-fitted for the tax generating problems of cities in 

the metro area. The evidence from the last two-decades points to a much larger general 
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income deficiency as the likely cause for public service disparities today. 

1.4.3 – Chapter Five Description 

This final chapter uses the insights of the historical, political, economic, and 

budgetary analyses in order to propose several starter solutions for the current financial 

disparities between localities in the Twin Cities metro area. The chapter builds upon the 

insights and deficiencies of previous studies of regionalists, as well as the economic data, 

to suggest legislation and other policies that could close the current disparities gap. Since 

the problem is both an economic and a political one, this chapter proposes some initial 

ideas for overcoming the political barriers to instituting the kinds of economic reforms 

and a paradigm that would create greater effective demand in the metro area. The 

suggestions would lay the foundation for greater changes to the income structure in the 

future, and perhaps place the legislature on better political footing with the public on tax 

legislation. 

1.5 – Research Framework and Methods 

Trying to answer questions about tax legislation and the state’s fiscal control of 

cities in an accessible narrative with reliable data presents the most challenging aspect of 

this study. Governments do not have unlimited resources to make all of their financial 

activities accessible to the public. The amount of information local governments and state 

agencies produce on city finances is voluminous, and spread across departments. One 

aspect of this study that should become readily apparent to the reader is the hodgepodge 

of available fiscal data for cities.  

 For this study, I have collected and analyzed data on the metro area's city finances 

produced by the I.R.S., U.S. Census Bureau, the U.S. Department of Labor Statistics, the 
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U.S. Bureau of Economic Analysis, the Minnesota Department of Employment and 

Economic Development, the Minnesota Legislature, the Minnesota Office of the Auditor, 

the Minnesota Department of Revenue, The Metropolitan Council, each of the seven 

Metropolitan counties, and the League of Minnesota Cities. Some of these statistics 

simply cannot be reduced from the state, metropolitan area, or county scales to individual 

cities and vice-versa, so pulling data from government databases presents unique 

challenges to the researcher trying to frame an accessible narrative fastened with 

economic data.40   

 Unlike macro-economic data produced by the federal government, 

however, micro-economic data in Minnesota is neither collected nor processed by one 

state agency or only states agencies. It is collected and processed by several state 

agencies and county and city governments. The agencies and local governments do not 

always collect the same data consistently year-to-year, nor are the data sets produced by 

them always congruent even if they are collecting similar data.   

In 2011, the Minnesota Department of Revenue began collecting data on the 

market value of property in cities (defined as assessed market value plus income/property 

tax exemptions and exclusions), but did not include statistical information about how 

much property tax exemptions and exclusions reduce the taxable market value from the 

total economic market value for any other years. It simply subtracted exemptions and 

exclusions in its general calculations for the taxable market value from 2003-2010, which 

may be suitable for the general public and casual researchers, but it makes tracking the 

effects of a particular exemption or exclusion on the economic market value of individual 

cities or townships impossible. I had to add back the individual types of exemptions and 
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exclusions after requesting that information from the Department of Revenue, whose 

generous researcher provided all the available data that I had requested, but even then the 

numbers did not add up. The Department of Revenue does not calculate every type of 

exemption or exclusion over time. It collects information over time for only the major 

exemptions and exclusions, which suffices as an approximate figure, so one must delve 

perilously into the county archives to make a more exact calculation for exemptions, 

exclusions, and any other micro-data the Department of Revenue does not collect.    

 Counties are a wealth of information for property tax statistics, but they do not 

provide well-organized or extensive on-line archives, nor do they have a standard method 

of organizing tax data and publishing it. Collecting, archiving and publishing data are 

rather idiosyncratic to the individual County Assessor's office. Even a limited amount of 

data can become laborious for the tax accountant and researcher alike. In many instances, 

the non-standardized data collection process for county governments often places firm 

limits on what can be used as definitive evidence. Hennepin County, for example, 

provides some of the missing statistical information about exemptions and conclusions in 

its annual Assessor's Report, but these reports include only several major exemptions and 

exclusions and largely omit more minor reductions to the tax base without informing the 

researcher. Making accurate measurements of total exemptions and exclusions by 

individual city is difficult.  

 Hennepin County deserves credit for providing the most complete dataset free of 

charge from which researchers can accurate estimates about city tax bases. I contacted the 

assessor's offices of the other metropolitan area counties to gain access to what data they 

have stored, but no guarantee existed that they would still have the original data for the 
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tax exemptions and exclusions. One of the noticeable limits with all county archives is 

how quickly datasets begin to disappear before 2006. Most counties in the metro area 

store complete information for exemptions and exclusions after this year, but only 

Hennepin County can provide a complete data-set for the years before. Anoka, Ramsey, 

Carver, Dakota, Scott, and Washington counties can only provide some incomplete data 

prior to 2006 (which means the average voter or researcher must know exactly what 

exemption and exclusion data they want) but its laborious retrieval may come with a 

substantial fee and incomplete data. These fees limit the access of the public to city 

financial information, especially when the fees range anywhere from one hundred dollars 

to thousands of dollars for the same, very small amount of data across different 

jurisdictions.  

 One can create a complete dataset for specific tax information with a little time, 

effort and money, but I should emphasize that the fragmented collection and archiving of 

tax data, and the idiosyncratic method of publication, means that the general public and 

social scientists will have difficulty organizing the information into a single-integrated 

framework. I find it improbable that anyone at present can accurately estimate the effects 

of different tax policies on the tax base for individual cities across the metropolitan area, 

and certainly not for any type of property within a city, without creating an entirely new 

set of data from many different sources that the researcher must assume are compatible, 

or try to revise them to be so. Since tax legislation determines the general economic 

structure of the marketplace in the metropolitan area based upon this kind of data 

collection and revision, I question how much we actually know about the effects of these 

policies collectively and what kinds of knowledge we can produce about them. 
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 The statistical information that I provide as evidence for my claims about city 

finances in this study come in two general forms, all of which have been adjusted for 

inflation. I use metropolitan-area financial statistics to make larger, more general claims 

about the political economy of the Twin Cities that apply to longer periods of time, and 

budget data from individual cities for more specific claims that apply to shorter periods of 

time. I have collected data for a cross-section sample of 28 cities in the metro area, four 

in each county, with populations over 1,500. Of these four cities, one had the largest 

property tax base, one had the smallest property tax base, one had the greatest largest 

property tax base on a per capita basis in 2012, and finally one had the smallest property 

tax base on a per capita basis in 2012. I chose these 28 cities because they collectively 

contain 1.09 million people, represent the variety of territorial sizes, government 

organizations, budget compositions, development patterns, concentrations of population, 

concentrations of resident and business income. This sample represents an enormous 

amount of financial complexity in a small geographical area. These cities are also divided 

into two meta-categories of largest/smallest taxes bases and largest/smallest tax bases per 

capita to compare the effect of the Great Recession based upon geographic size and 

wealth. These groupings allow me to demonstrate a main contention that there is a 

disconnect between the state’s tax policy and city budgets based upon different amounts 

of total property wealth and different amounts of property wealth on a per capita basis. 

The weakness of effective demand becomes most visible in the former meta-category. 

Much of the data presented was initially produced for governments by 

governments. I have revised the data to fit the smaller and larger scales, but the revision is 

not always smooth. The reader may notice that the years for different charts and graphs 
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do not exactly line-up. Important correlations may not be lost or become inconspicuous in 

the narrative when the dates of the data do not match exactly, but I have limited my use 

of data only to complete sets for the purpose of general reliability. This study therefore 

provides as close to a unified interpretation of different economic data, but the reader 

should wary that this interpretation is not one of hard facts, and year-to-year comparisons, 

but one of accurate approximations. The data they contain provides the foundation for all 

of the claims in the chapters. 

1.6 – Conclusion 

 This study attempts to communicate that what I have done, over several years of 

study, anyone of us could do; or could do if we made up our mind to do it. This study is a 

large but simple piece of knowledge intended for the general public. It does not provide 

the reader with the “truth” about city taxation in the Twin Cities; instead, it provides one 

perspective or interpretation of city taxes and fiscal control based upon assumptions and 

supporting evidence that can and should be questioned. I am therefore not a theorist, but 

rather I am an investigator. All researchers select the readers with whom they wish to 

communicate by choosing a particular approach to their research, and in choosing those 

readers erects barriers against “other” readers at one and the same time. All of the subtler 

laws of style have their origin at this point: They keep away, create a distance and forbid 

“entrance” to understanding. I do not want either my plain-spoken language or visuals to 

foreclose the interest for my academic readers, but one must know from the outset that, 

like Nietzsche, I approach deep problems like cold baths: quickly into them and quickly 

out of them.41 One does not get to theoretical depths of problems in this way, not deep 

enough down to satisfy abstract formulations, but it still tests them with vigor and brevity. 



25 

                                                 
1 TIME Magazine, “Minnesota: A state that works,” May 13, 1973 (1973): 24-35. 

2 Minnesota Statutes 273.02 defines real property as a parcel of land and “all 

buildings, structures, and improvements or other fixtures on it…A building or structure 

shall include the building or structure itself, together with all improvements or fixtures 

annexed to the building or structure, which are integrated with and of permanent benefit 

to the building or structure, regardless of the present use of the building, and which 

cannot be removed without substantial damage to itself or to the building or structure.” 
 

3 As the reader will learn in Chapter Three, the Great Recession for cities in the metro 

area started earlier and lasted longer than the nation-wide Great Recession of 2007-2009. 

Recessions at the local and national scales do not generally occur within the exact same 

timeframe. 

 
4 John Borchert, “American Metropolitan Evolution,” Geographical Review, Vol. 51, 

No. 1 (1967): 301-322. 

5 Barbara VanDrasek, "Municipal Finance and School District Finance in the 

Minneapolis-St. Paul Metropolitan Region: Uneven Development Beyond the Core 

Cities." Ph.D. Thesis, University of Minnesota (2001). 

6 Ibid: 201. 

7 Minn. Stat. Ch. 414.01, Sec. 1a (2015). 

8 Minn. Stat. Ch. 428-472b (2015). 

9 Ibid 

10 Minn. Stat. Ch. 272 (2015). 

11 Minn. Stat. Ch. 273.13 (2015). 

12 Steve Hinze, “Property Tax 101: Property Tax Variation by Property Type,” 

Minnesota House Research Department, Short Subjects (September 2016). 

http://www.house.leg.state.mn.us/hrd/pubs/ss/ssptvart.pdf 

13 Ibid 

14 Minn. Stat. Ch.275.70-275.74 (2015). 

15 TIF districts comes in 6 types: Redevelopment, Renewal and Renovation, 

Economic Development, Housing, Soils, and Compact Development. Almost half of 

them are Redevelopment districts, one-quarter are Housing, and one-eighth are Economic 

Development.   

 



26 

                                                                                                                                                 
16 Joel Michael, “Tax Increment Financing,” Minnesota House Research Department, 

Short Subjects (June 2014). http://www.house.leg.state.mn.us/hrd/pubs/ss/sstif.pdf 

17 Ibid 

18 Ibid 

19 Karen Baker and Deborah Dyson, “Special Assessments,” Research Department, 

Minnesota House of Representatives (Sep. 2008). 

http://www.house.leg.state.mn.us/hrd/pubs/specasmt.pdf 

20 Ibid 

21 Ibid 

22 Personal property is a very small percentage of total taxable property in the metro 

area. In 2012, it comprised only 1.38 per cent of the total. 

 
23 Property also has the added benefit that it increases in value during times of 

speculation (or intense periods of people rapidly buying and selling private property at 

ever-higher prices) but its value can never be totally lost during times of depression or 

recession. Property is a physical and durable object, whatever its form, unlike general 

employment, which is a set of intersecting economic activities. 
 

24 Minn. Stat. Ch. 474 (2015). 

25 Minn. Stat. Ch. 475 (2015). 

26 Ibid 

27 Minn. Stat. Ch. 497.A99 (2015). 

28 For instance: I stop by a store in a neighboring city and purchase $200 of taxable 

items. The store applies a modest 3 per cent local sales tax to my purchase. For that 

purchase alone, I will pay $6 in taxes, and yet I will not use $6 worth of public services in 

making the purchase. Furthermore, I may never benefit from that tax if my neighboring 

city purposefully spends its sales tax monies on services that I cannot benefit from, such 

as a new City Hall building or senior living center. If the city uses local sales tax revenues 

to fund projects that do not benefit most non-residents, the local sales tax no longer 

matches users of public services with those who pay for them. In the most extreme cases, 

local sales taxes can be a kind of government-sanction fleecing of non-residents. 
 

29 See supra note 8 

30 Stephen Loomis et al, “How local cops are becoming tax collectors,” KCRW 

interview (August 17, 2016).  http://www.kcrw.com/news-culture/shows/to-the-



27 

                                                                                                                                                 

point/how-local-police-became-tax-collectors 

31 Edward Kleinbard, We Are Better Than This: How Government Should Spend Our 

Money, Oxford University Press (2013): 412. 

32 What would it suggest about the taxpayers or the community if some benefit so 

much more than others, while some pay so much more than others? What does that say 

about who they “are” as a community? These are deep philosophical questions rooted in 

identify politics, which are outside the scope of this study, but they lend credence to the 

need for this study and the conclusion drawn here that taxpayers need to understand how 

public services fit into everyday life in theory and practice. 

 
33 Taxpayers in the Twin Cities metro area sometimes conflate the redistribution of 

tax revenues with welfare politics and policies, but this conflation is inaccurate, except in 

the most abstract sense. The redistribution of tax revenue is fundamentally about 

preserving public services across the metro area. And this is, in part, what the State of 

Minnesota did. 
 

34 See supra note 4 

35 John Borchert, “Geography and State-Local Public Policy,” Annals of the 

Association of American Geographers, Vol. 75, No.1 (1985): 1. 

36 Minn. Stat. Ch. 473.895 (1976). 

37 William Johnson and John Harrigan, “Innovation by Increments: The Twin Cities 

as a Case Study in Metropolitan Reform,” The Western Political Quarterly, Vol. 31, No. 

2 (June 1978): 206-218. 

38 Gerald Christenson “A study of the relationship between selected educational cost 

factors and differences in adjusted maintenance costs in six Twin Cities metropolitan area 

school districts,” Ph.D. Thesis, University of Minnesota (1972). 

39 Steven Dornfield, “The Minnesota Miracle,” Minnesota History (Winter 2007-

2008): 313. 

40 Take household net worth or personal income for example. Both statistical 

measurements could be very useful for explaining how people and businesses have fared 

financially over time. These are complex calculations for household and individual 

incomes that include all assets and debts, but neither measurement is available at the level 

of the individual city or even the county. The former measure is only available at the 

federal or state scale, published by the Bureau of Economic Analysis, while the latter can 

be reduced to the metro-area scale but no further, because the Department of Revenue did 

not produce the data for local governments. 
 

41 Friedrich Nietzsche, “381 – The Question of Being Understandable,” The Gay 



28 

                                                                                                                                                 

Science (org. 1882), Vintage (1974). 



29 

Chapter Two 
 

City Finance in Theory and Practice 

  

This chapter describes how the disparity in the tax bases between many cities in 

the Twin Cities metro area originated from competition among cities to develop their tax 

bases. Minneapolis, St. Paul and the first-ring suburbs of Columbia Heights, Richfield, 

Robbinsdale, Crystal, Brooklyn Center, Golden Valley, St. Louis Park, Edina, Mendota, 

North St. Paul, West St. Paul, and New Brighton saw a virtually unregulated development 

of residential and commercial/industrial property from the 1870s to the 1920s. This 

immense growth of property strained the budgets of older cities by the 1940s, as they 

began to struggle to provide the wide breadth of services needed for a hodgepodge of 

land uses in relatively close proximity. By the 1950-1970s, widespread suburban 

migration exacerbated the budget strain of older cities. Commuters living in the suburbs 

but working in Minneapolis, St. Paul and the first-ring suburbs, used the services of these 

cities to such a degree that they created demand gaps, or pockets of “unmet” demand, in 

which older cities could not adequately produce the services needed for everyday 

economic activities commensurate with the ability of local taxpayers to pay for them.  

In response, some cities cut services, others ran significant deficits, but most 

raised their levy and adjusted tax rates to pay for them. The last response, of course, 

meant that taxpayers in older, fiscally poor cities were often paying a greater percentage 

of their income for the same services than their counterparts in newer, wealthier cities.1 

Many the older cities fell into general economic decline, especially St. Paul, Richfield, 

Columbia Heights, Brooklyn Center, North St. Paul, West St. Paul, and South St. Paul 
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while others became financially less competitive. 

Newer suburbs, such as Eagan, Eden Prairie, Roseville, Bloomington, 

Maplewood, Maple Grove, Shakopee, Woodbury, Chanhassen and Blaine among others, 

however, controlled the development of residential and commercial/industrial property 

with zoning laws in the mid- to latter-part of the 20th century. Zoning law helped these 

cities more closely match the public benefits that taxpayers received from services by 

creating more uniform land uses. Newer suburbs favored high-value, low-cost residential 

and commercial/industrial land uses, and thereby offered lower adjusted tax rates to 

individual property owners and better kinds of property tax "deals" to current and 

prospective owners. Several of these newer suburban cities became prosperous, 

especially Eagan, Bloomington, Maplewood, Shakopee, Woodbury, Chanhassen and 

Blaine, while others have become more financially competitive than the older cities. 

In 1960-70s, the Minnesota Legislature responded to the development of fiscal 

disparities between cities enacting tax legislation focused upon cities. Under this 

legislation, the state assumed greater fiscal control of cities through revenue sharing, 

local government aid (LGA), levy limits, and tax exemptions, exclusions, and refunds for 

taxpayers. Although this legislation has received plaudits over the last 40 years, historical 

economic data suggest that state legislators have been ambivalent about it for at least 35 

years. Revenue sharing has become about as robust as it probably will become, while 

LGA funding, levy limits and the amounts of exemptions, exclusions and refunds became 

hot political issues, especially during the Great Recession, when the state's ambivalence 

toward fulfilling its financial commitments to cities really became apparent.   
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2.1 – Theoretical Overview of Tax Competition and Redistribution 

The Minnesota Legislature’s tax legislation for the Twin Cities metro area has 

been based on two fundamental economic tenets that have received little attention in 

public discourse. From 1857 to the present day, the state government has applied, 

knowingly or not, the basic tenets of Ricardo's Taxes on Houses and for Comparative 

Advantage.2 Ricardo stated that the state bore the responsibility for making property tax 

rates as equitable, or as fair and impartial, as possible, with careful consideration for the 

taxpayer’s means. If the state taxed some property too heavily, it would create a property 

market rife with speculation, rather than a property market in which property would be 

used for its highest economic purpose. 

The burdens of the state should be borne by all in proportion to their 

means: this is one of the four great maxims mentioned by Adam Smith 

that should govern all taxation. Rent often belongs to those who, after 

many years of toil, have realized their gains and expended their fortunes in 

the purchase of land and houses; and it certainly would be an infringement 

of that principle which should ever be held sacred, the security of property, 

to subject it to unequal taxation.…And if it be considered that land, 

regarded as a fit subject for exclusive taxation, would not only be reduced 

in price, to compensate for the risk of that taxation, but in proportion to the 

indefinite nature and uncertain value of the risk would become a fit subject 

for speculation, partaking more of the nature of the gambling than of sober 

trade, it will appear probable that the hands into which the land would in 

that case would be most apt to fall would be the hands of those who 

possess more of the qualities of the gambler than the qualities of the sober-

minded proprietor, who is likely to employ his land to the greatest 

advantage.3 

  

Urban property in the Midwest during the mid-19th century was particularly 

susceptible to speculation in this way, as Homer Hoyt demonstrated in his famous 

study of land values in Chicago.4 In the 1830s, limited land near the business 

district, high and inequitable property taxes, and few people who could actually 
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afford to develop and maintain or improve land, saw its prices rise and fall 

rapidly, and exchange hands for many years without being put to any particular 

use. Property would need to be developed in a greater quantity spread over a 

greater number of people, according to Ricardo, for widespread and productive 

property ownership to become a reality: 

 Commodities which are monopolized, either by an individual or 

company…fall in proportion as the sellers augment their quantity, and rise 

in proportion to the eagerness of the buyers to purchase them; their price 

has no necessary connection to their natural value; but the prices of 

commodities which are subject to competition, and whose quantity may be 

increased to any moderate degree, will ultimately depend not on the state 

of demand and supply, but on the increased or diminished cost of 

production….5 He concludes, “value depends not on abundance, but on 

the difficultly or facility of production….6 By constantly increasing the 

facility of production, we constantly diminish the value of some of the 

commodities…and not only add to the national riches, but also to the 

power of future production.7 

           

The quantity and quality of public services, such as streets, parks, hospitals, community 

services, emergency and police services, sewers, and public utility systems, would 

become the primary support for productive land uses and make widespread property 

ownership, both commercial and homestead, useful and affordable in early Minnesota 

cities.8 These services were initially expensive to property owners in the area that would 

eventually become the Twin Cities metro area, but decreased over time as cities produced 

larger and larger quantities of services, the cost of which was divided among greater 

numbers of property owners. The base cost of these services over time has been largely 

determined by counties and cities competing to provide the highest quantity and quality 

services with the least amount of taxes. If individual property owners have disliked or 

have not been able to afford the adjusted tax rate in their current county or city, they have 
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had the theoretical freedom to move to a county or city that better fit their financial needs 

or wants.9  

Property tax rates do not take the property owners' “ability-to-pay” into 

consideration, as a general rule, and are somewhat at odds with Ricardo’s tenets. They 

can easily become inequitable to property owners if state sets tax rates that favor some 

types of property owners more than others, or if the state allows cities to set locally 

adjusted tax rates that favor some types of owners more than others. The general 

disconnect between property owners’ ability-to-pay and tax rates is the reason the 

property tax is regressive,10 meaning the tax burden can fall upon those least able to pay 

it. The property tax implicitly assumes if one has the financial means to own property, 

one also has the financial means to pay taxes whatever the state rate or locally adjusted 

rate might be. This assumption should seem familiar to the readers in Minnesota because 

it underlies most of what they know and experience of property taxes and tax rates in 

their daily life. 

 From 1967 to the present day, the state government has also applied, knowingly 

and unknowingly, the basic tenet of John Maynard Keynes' “effective demand,” first 

proposed in The General Theory of Employment, Interest, and Money.11 He stated that the 

price of services is not simply an effect of low-cost production, but it is an effect of the 

income distribution of taxpayers and consumption needs of a community. In Keynes 

tenet, it is possible for cities to fall into a financial decline with high adjusted tax rates, 

even if the services are limited and have a relatively low total cost, simply because the 

taxpayers are poor and consume public services at a faster pace with less reinvestment 
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than wealthier communities. 

The amount a community spends on consumption depends (i) partly on the 

amount of its income, (ii) partly on the other objective attendant 

circumstances, (iii) partly on the subjective needs and the psychological 

propensities and habits of the individuals composing it and the principles 

on which the income is divided between them (which may suffer 

modification as output is increased).”12 But, he continued, “the richer the 

community, the wider will tend to be the gap between its actual and 

potential production; and therefore the more obvious and outrageous the 

defects of the economic system. For a poor community will be prone to 

consume by far the greater parts of its output…If in a potentially wealthy 

community the inducement to investment is weak, then, in spite of its 

potential wealth, the working of the principle of effective demand will 

compel it to reduce its actual output, until, in spite of its potential wealth, 

it has become so poor that its surplus over its consumption is sufficiently 

diminished to correspond to the weakness of the inducement to invest…13 

The State will have to exercise some guiding influence on the propensity 

to consume partly through its scheme of taxation, partly by fixing the rate 

of interest, and partly, perhaps, in other ways…If the State is able to 

determine the aggregate amount of resources devoted to augmenting the 

instruments and the basic rate of reward to those who own them, it will 

have accomplished all that is necessary. Moreover, the necessary measures 

of socialisation [i.e. fiscal control] can be introduced gradually and 

without a break in the general traditions of society.14 

         

Keynes’ tenet helped explain how intense financial competition between metro-

area cities might financial weaken some the cities to the point that they cannot provide 

services that actually match the needs of their property owners.15 This mismatch between 

production and needs explained why local adjusted tax rates also were often significantly 

higher in fiscally poor cities. Taxpayers in these cities possessed a chronic condition of 

weak effective demand following the widespread diaspora of middle-to-high income 

taxpayers and manufacturing and retail businesses to the suburbs during the latter half of 

the twentieth century.16 City revenue sharing, local government aid, levy limits, and a 

host of exemptions, exclusions and refunds, explained later in this chapter, alleviated 
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some of the tax burden for taxpayers with weak effective demand, while exerting more 

fiscal control over cities. The latter function, in particular, was supposed to correct some 

of the long-term imbalances between the revenues of counties, school districts and cities, 

and better preserve the value and utility of property in the metro area as a whole.17 

2.2 – The Evolution of Early Tax Competition, 1850s-1920s 

 State-imposed class tax rates on property in Minnesota have encouraged cities to 

become competitive since 1858. What marks a city as fiscally wealthy is the amount of 

public revenue it can collectively raise from its property in relation to the amounts it 

needs to spend on public services for each year—generally slightly more than $1 of 

public revenue raised in property taxes for every $1 dollar it spends. This mathematical 

balancing act from local government helped Minnesota develop fledgling agricultural, 

industrial, rail and river shipping markets by pushing Minneapolis, St. Paul and the first-

ring suburbs of Columbia Heights, Richfield, Robbinsdale, Crystal, Brooklyn Center, 

Golden Valley, St. Louis Park, Edina, Mendota, North St. Paul, West St. Paul, and New 

Brighton to collect large amounts of revenue, at far higher rates than we consider 

acceptable today, from property owners.18 Cities built as many public works as possible 

from these monies for greater property ownership in the short-term and with a view 

toward long-term fiscal wealth.19  

 The state required each city to estimate a budget, the revenue needed to provide 

necessary services, and then divide that money by the assessed valuation of its taxpayers’ 

real and personal property.20 City administrators then divided these monies into several 

different categories—the general fund, road and bridge fund, permanent improvement 
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fund—which funded the draining of swamps for land development—poor fund, library 

fund, park fund, water and light fund, bond fund, and special or miscellaneous fund, 

placing most of the monies into the general fund, road and bridge fund, bond fund and 

special or miscellaneous fund.21 The bond fund, in particular, was an important fund in 

the development of Minneapolis, St. Paul and the first-ring suburbs in all seven counties. 

The local indebtedness of the two counties, which includes Minneapolis, St. Paul and 

their suburbs, reached about $2,921 per person by 1933, which comprised over 50 per 

cent of the total indebtedness of local governments in the state.22 The cost of providing 

services and owning property was obviously high.  

 Cities that produced the appropriate kinds of services given their location and type 

of marketplace thrived so long as the agricultural, shipping or industrial markets 

performed tolerably well, leaving plenty of personal property to tax locally at the end of 

the year, and property taxpayers had the means to redeem the bonds issued to finance 

public services. As historian Norman Gras has stated, the Twin Cities “rose to 

prominence with little or no help from government politics...but with an unequal 

distribution of the products of social effort.”23 Rivalries between cities for property 

development played a significant role in the general location of different types of 

property. Minneapolis became a hub of commercial and industrial property used for flour 

milling, lumber milling, hardware manufacturing, general banking, and residential 

properties for business owners and their skilled workers; while St. Paul became a center 

for wholesaling, warehousing, farm banking, and also residential properties. Of course, 

many cities suffered badly from low cash flow and credit distress during and after the 
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Great Depression, but over the long years most cities survived and property developed at 

an exponential rate in the metro area. Figure 2.1 shows the cities that became strong and 

wealthy local marketplaces of tourism, homesteads, industry, manufacturing and 

commercial retail centers, creating the general mosaic of land uses in the metro area by 

the 1930s.24 Minneapolis and St. Paul are still the dominant locations for the most 

densely built of all types of property. 

In the mid-1920s, however, the Minnesota Legislature initiated a monumental 

shift in urban development and the composition of city tax bases by shifting the source of 

revenue for roads. Financing highways, for example, shifted from the state's internal 

improvement fund and a small property tax to a much larger state property tax and state 

gasoline taxes, while the Federal Aid Primary and Federal Aid Secondary were also 

involved, with the federal gas tax and federal planning beginning in 1916.25 By the 

1930s, these taxes had given the state the financial means to connect county seats and 

specified cities with almost 6,900 miles of paved roads.26 These roads increased 

commercial traffic, and the general movement of people with the means to own a car, 

allowing cities to be more selective about the types and locations of property they would 

permit within their jurisdiction once they were on the automotive transportation grid.27 

2.3 – The Evolution of Modern Tax Competition, 1930s-1970s 

 City administrators in newer second- and third-ring suburbs during the 1930s-

1950s began to aggressively pass zoning ordinances, describing the physical and 

economic characteristics of property types by specifying lot sizes, land uses and their 

locations, housing densities, street widths, and water and sewer capacities. Each of these 
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characteristics multiplied over many parcels of property, and then added together on 

aggregate, gave newer cities far more uniform land-uses, properties, and orderly services 

than what had existed before the Great Depression. As a result, property owners could 

collectively maximize their income and public benefits, while city administrators could 

also balance their budgets without cutting the public services that made property 

ownership an attractive financial investment.28 

The combination of mobility, roadway access and zoning ordinances accelerated 

the movement of property owners away from Minneapolis, St. Paul and the older suburbs 

toward Eagan, Eden Prairie, Roseville, Bloomington, Maplewood, Shakopee, Woodbury, 

Chanhassen and Blaine among others. These cities lured prospective businesses and 

residents with better “deals” for their factories, warehouses, retail malls and eventually 

single-family homesteads.29 In some cases, evidence suggests that businesses and people 

located in these cities even though they had higher adjusted tax rates. Higher tax rates 

apparently did not matter that much if local and regional spending helped businesses 

maximize their profits or homeowners maximize their property values beyond what they 

would have saved in property taxes elsewhere.30 This kind of variability suggests that 

cities in the metro area focused more on making land-use decisions based upon real estate 

markets and controlling real estate values, and hopefully finding a balance between 

property taxation, FFUCs and sales taxes, rather than particular rates of taxation.31 Tax 

deals allowed cities to capture the value of property by attracting new residents and 

businesses with different wants, while initially taxing the owners more than they would at 

a later date.32  
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Large- and medium-size manufacturing/industrial plants in the metro area, for 

example, accumulated in cities along the interstate corridors after the opening of I-35W 

(1959), I-35E (1961), I-94 (1964), I-694 (1965) and I-494 (1959), where the land zoned 

for its use was vacant, cheap and plentiful.33 Cities often exempted the capital outlays 

(e.g. the cost of new land development, facilities, equipment, parking lots, et cetera) of 

these businesses from property taxes for a defined period, and raised property taxes rates 

for other property owners or FFUCs to make up the difference. The roadways businesses 

needed were connected to federal highways, and most initially had relatively little 

residential traffic.34 Cities easily connected high capacity water and sewage lines to the 

existing system of public works, and a relatively small amount of other 

commercial/industrial land uses were permitted.35 All of this allowed relatively low urban 

wages to compete with median-to-average rural wages for semi-skilled workers.36 These 

public benefits made manufacturing/industry a good financial deal for new operations, 

even after the property tax exemptions expired. 

 Setting up this kind of financial arrangement for owners of different types of 

property within a single city, what Teaford has called its “self-determination,”37 obviously 

takes considerable economic planning. It also required undeveloped land, which many of 

the cities incorporated before 1930 simply did not have. Minneapolis, St. Paul, and their 

first-ring suburbs were already tightly constrained by the existing property development 

of previous generations of businesses and property owners, and their property owners 

were being taxed according to those earlier choices.38 These older cities increasingly 

spent tax monies to provide services for different types of property that generated less 
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revenue than they cost.39 Newer suburbs thereby built a serious comparative advantage 

over older cities, and one still affects the cost and quality of public services for over a 

million people in the metro area today. 

 By late 1940s, the uneven distribution of fiscal wealth began to take its toll on 

many cities, and ambivalence began to creep into the economic thinking of state 

politicians. Governor Luther Youngdahl (Republican) noted in his 1949 budget speech 

that both schools and cities were struggling to adequately pay higher post-war service 

costs through higher property taxes.40 He advocated for the state to assume the 

responsibility for funding education and, somewhat reluctantly, to increase state aid to 

cities. Youngdahl told the legislature he understood that state assistance was necessary 

sometimes to help cities become wealthier, but he wondered if “the time hasn't come 

when we should attempt to examine this problem of state and local fiscal policies and see 

if services aren't being financed by the state which can be financed better locally.”41 The 

ever-present rise in the post-war inflation, however, ensured that neither Minneapolis, St. 

Paul, nor the first-ring suburbs would actually provide property owners with the 

mythologized good “deal” on their own after the first two waves of suburban migration in 

the 1950s and 1960s, or any time thereafter.42 

Minneapolis, St. Paul, and the first-ring suburbs of Hennepin and Ramsey 

counties also faced a relatively new challenge of providing adequate services for a large 

proportion of the metro-area population that did not own homesteads within their 

jurisdictions. Roy Blakey, Professor of Economics at the University of Minnesota, 

considered their relative financial position to be “uncomfortable” if not “strained.”43 
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None of the cities had been incurring large deficits, but they did have substantial bond 

debt. Minneapolis, for example, had $647 million in bonded debts by 1946, and 

significantly raised its adjusted tax rates and fees, fines, and permits to pay for maturing 

bonds.44 These costs put Minneapolis, St. Paul and the first-ring suburbs into a financial 

straight jacket in which they could not match taxpayers who paid and used services with 

those who broadly used services for employment.45  

 Figure 2.2 and 2.3 show the financial effect that an increasing number of 

commuters has had on Minneapolis, St. Paul and the first-ring suburbs. The amount of 

wages earned by people living in these cities but working outside of them (earnings 

inflows) pales in comparison to those wages earned by those living outside of these cities, 

but working within them (earnings outflows). This lopsidedness shows a clear division 

between the amount of economic activity in Hennepin and Ramsey counties versus the 

suburban counties, and an exodus of available money to pay for the services that 

accompany that activity. Residents in the cities and townships of Anoka, Carver, Scott, 

Washington, and especially Dakota County became the unrivaled users of city services in 

Hennepin and Ramsey counties from the 1970s-1990s, according to Elvin K. Wyly and 

John S. Adams,46 and have continued to do so in recent decades without paying their 

share for them.  

 Property owners in Minneapolis, St. Paul, and the first-ring suburbs of Hennepin 

and Ramsey counties also paid in several ways for people living in newer suburbs or 

urban townships within their own counties.47 Young suburbs and urban townships often 

struggled to meet the services demands of residents. Their limited commercial/industrial 
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tax base and small populations meant they had to rely on assistance from other cities in 

meeting the basic service needs of their businesses and residents. Property owners in 

older, established cities subsidized suburban city services, such as parks, streets, and 

community centers, when young suburbs and urban townships could not adequately 

finance them.48 Township developments often required cities to retrofit sewer systems to 

meet new zoning standards at a considerable expense. The environmental costs incurred 

when septic systems pollute water are often borne at the county level. If city residents did 

not subsidize at least the water infrastructure of townships, however, they may actually 

have accrued even higher tax bills than they would have otherwise.49 

 Some metro-area cities have become wealthy by accumulating certain 

combinations of property over a long period of time, and purposefully or inadvertently 

using other cities' services. But the obligations to maintain public services have not 

disappeared for other cities; they have simply become more expensive for their property 

owners. Competition-based city development became a negative sum game for 

Minneapolis, St. Paul, and the first-ring suburbs cities, but, as Figure 2.4 shows, it 

produced several wealthy and politically powerful suburban cities by the 1970s that had 

been little more than villages 30 years before. 

2.4 – The Benefits of Modern Tax Competition 

 One of the untold victories of the early competition-based city development is 

how much competition between cities actually drove down the base price of government 

for property owners. All metro-area property owners since at least the 1930s onward have 

benefited in various degrees from the Ricardo's basic tenets that guided the state’s early 
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tax legislation. City competition for property is just as intense today in the metro area as 

it was by 1930, but it costs property owners significantly less. The base price of city 

services for a homestead with a value or equivalent value of $200,000 in 2012, for 

example, has fallen in the metro area by 88 per cent in 82 years, or about 1.07 per cent 

each year.50 This drop is remarkable when one considers this region of the state has the 

most active land markets and highest per person property values. It comprises 88 per cent 

of all individual earnings from property and rentals units, along with 56 per cent of the 

total market value of all property in Minnesota, but only 5 per cent of the total land 

area.51 

2.5 – Concerns About Modern Tax Competition 

 The resounding victory of Ricardo tenets in the state’s tax legislation between 

1857 and 1967 is something of a curiosity and a mystery. It must have been due to a 

complex suitability in the doctrine to the settler environment into which it was projected. 

The competition for taxes resulted in outcomes far beyond from those expected, which 

probably added to its intellectual prestige. The relative ease with which it was adapted to 

carry a vast but not quite predictable economic structure in the state has given it a kind of 

attractiveness. It explained tax reductions, financial inequality and apparent indifference 

to individual property owners as an inevitable consequence of competition, and implied 

government intrusion would likely on the whole to do more harm than good, which 

vaulted it to authority. The state's tax legislation also afforded a measure of justification 

for the free activities of the individual property owners to seek the best “deal” from their 

city government, and thereby attracted the support of the dominant social force of free-
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market legislation behind its authority.  

 In the early 1960s, state legislators began expressing serious concern about high 

adjusted property tax rates and underfunded cities within the metro area.52 Large 

differences in tax rates among cities correlated with differences in the levels of local 

services in these cities,53 and economic literature of the time strongly suggested that 

metro areas needed more coordinated economic planning for private property 

development to correct the imbalance of zoning.54 To ensure an economic cataclysm did 

not occur in the metro area, where the population density and dispersion of economic risk 

is much greater than in rural Minnesota, the state government ultimately decided the 

metro area needed help. New tax legislation amended existing tax policies, transforming 

property taxation in the metro area into a semi-closed, micro-economy of more 

centralized revenue collection and decentralized services. Minnesota legislators 

introduced a number of subsequent proposals for property tax reform they thought would 

better fit the complexity of modern urban economics, and slow down the intraregional 

migration of people that occurred after WWII, but in the end they debated only three 

proposals in earnest. 

 Minnesota legislators considered creating a single metropolitan government that 

would effectively merge all counties, school districts, cities and townships in the 

metropolitan area into a single regional government.55 By conglomerating all the 

jurisdictions into a single, complex jurisdiction with a huge tax base and the public 

services responsibilities of both cities and counties, the state could redistribute tax 

revenue. This proposal was radical, although it has antecedents in the Five Boroughs of 
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New York and Miami-Dade County in Florida, where the state legislatures of New York 

and Florida merged the cities with the counties because the jurisdictions of these 

governments oversaw the same geographic territory.56 Minnesota legislators would have 

found the prospect of following New York and Florida difficult for the Twin Cities metro 

area. Only Ramsey County was fully urban in the 1960s, so trying to merge over one 

hundred ill-fitting urban and rural general purpose governments with idiosyncratic budget 

needs, for an estimated 2 million people, into a single government would have been 

politically difficult and a monstrous organizational challenge for distributing monies. 

 In the 1960s, Minnesota legislators considered setting a single property tax rate 

for all commercial/industrial property in the metro area and then distributing the money 

back to the cities and towns through some type of formula.57 This approach would allow 

the state to regularly redistribute about 25 to 30 per cent of the total monies raised from 

property in the metro area to the benefit of poorer cities having little 

commercial/industrial property. This option would spread financial risks associated with 

fiscal disparities more evenly among cities. The cities that had achieved their wealth 

through commercial/industrial and personal property taxes would no longer be able to 

rely on them to maintain their wealth in the event of a recession in the housing market, 

and it might even substantially raise tax rates on homesteads if the state lowered the 

commercial/industrial tax rate.        

 Finally, the Minnesota Legislature considered imposing a uniform tax levy on all 

property in the metro area and distributing the revenue back to local governments by 

some formula.58 Doing so would allow the state to uniformly tax all property, favoring no 
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particular kind of taxpayer, and allowing the state to generate more tax revenues from 

wealthier cities with high-value homesteads and little commercial/industrial property. It, 

too, would spread the risk of fiscal disparities more evenly among cities. The cities that 

achieved their fiscal wealth through high-value homesteads would no longer be able to 

rely on it to maintain their wealth during a general economic recession or depression that 

greatly affected commercial/industrial properties and general employment. Treating all 

property equally in this way might seem fair, but it ignored the effective demand of 

different types of property owners. Commercial/industrial property owners generally 

have greater amounts of capital available to pay for the services they consume than 

homeowners.       

 No consensus evolved supporting any of the proposals as preferable in theory, but 

legislators did seem to generally agree on one point—eliminating the political autonomy 

that wealthier cities achieved through competition was highly undesirable. The state’s 

policies for greater financial over cities would have to work around its tax policies that 

fostered competition.59 All of these former policies removed substantial decision-making 

authority from taxpayers over how their cities would evolve financially as local 

marketplaces, since a conglomerate, metropolitan government or state would effectively 

make those decisions by redistributing between 25 to 100 per cent of the property tax 

revenues raised. But they would not address the underlying problem with growing fiscal 

disparities within the property tax base. Governor LeVander (Republican) openly 

admitted in early 1967 that cities and villages on the whole were already “straining their 

local taxing powers and yet unable to meet municipal needs,” and what they needed were 
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elements of tax reform that provided a “greater return on the part of the state to the local 

levels of government.”60 He then specifically qualified himself by stating he was not 

advocating for another increase in property taxes, or by favoring poorer cities over 

wealthier cities, but rather he was advocating for “a different method of collecting and 

distributing [property taxes].”61 In the end, a fourth and far more complex option 

emerged. The state would try to slow down the movement of property tax payers in the 

metro area by limiting the effects of economic competition and weak effective demand 

rather than eliminating it through a new form of local government or wholesale fiscal 

control.62 Over a six-year period, from 1967-1972, the state passed a series of tax 

legislation that included a regional planning organization, city revenue sharing, a more 

robust local government aid program, and a slew of new exemptions, exclusions, and  

refunds.   

2.6 – Negating the Cost of Modern Tax Competition 

 The Minnesota Legislature began building its fiscal control of cities by creating 

the Metropolitan Council in 1967.63 Council would become an oversight board to help or 

direct metro-area cities to coordinate infrastructure plans and make economic 

development decisions.64 Today, it loosely controls territorial growth by coordinating city 

transportation networks and deciding if new developments in townships and exurbs will 

receive access the metropolitan sewer system. Under the Metropolitan Land Use Planning 

Act,65 the Council requires cities to develop and submit comprehensive plans for its 

approval that identify areas of preference for infrastructure that would encourage the 

denser development of residences, businesses, shopping centers, schools, mass transit, 
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affordable housing and other public and private service centers to the extent feasible.66 

These plans raised important questions about how townships and smaller cities on the 

edge of the metro area should grow as fledgling marketplaces, and how such growth may 

impact the development, transportation and infrastructure needs of existing cities. They 

were, and still remain, a proficient way for the state to coerce city administrators to think 

about their property tax base over the long-term, but without forcing cities to develop 

uniformly by limiting the variability they might achieve through competition.   

 One hundred eighty-three incorporated cities means considerable variance in 

comprehensive plans, and presumably in their implementation. The Minnesota 

Legislature did not give the Metropolitan Council the authority to punish cities that did 

not closely implement their comprehensive plan, except to deny the permit needed to 

expand of the sewer system or bring city administrators before an administrative judge.67 

The former punishment obviously has political, if not economic limitations, given the 

expense a denial has for the financial stakeholders involved in the new development 

without a sewer system, while the latter punishment has never actually happened in the 

Council's 50-year history. The Metropolitan Council has brought many townships and 

cities before an administrative judge over the unlawful annexations of property under 

another city's jurisdiction, but never for not implementing a comprehensive plan. These 

plans have largely served as guidelines for economic development over the last 40 years, 

reflecting how the Metropolitan Council has favored a regional growth strategy for 

certain land uses rather than trying to control the spatial extent of development. The 

comprehensive plans and the Council have been a general cost-saving measure for the 
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state because its revenue-sharing program and local government aid have been paying for 

problems associated with the previous policy promoting tax competition. 

2.7 – Revenue Sharing  

 In 1968, the Citizens League, a nonprofit public affairs association, wrote a 

proposal, at the urging of local bond expert, Warren Preeshl, that the state should develop 

policies through which local governments could access some of the region’s property 

wealth without significantly reducing local decision-making authority over land-uses.68 

The 1971 Minnesota Legislature and Governor Wendell Anderson (DFL) passed his bill 

with only slight variation in a much debated Omnibus Tax Bill.69 This act effectively 

dismantled what remained of the “separate but equal” doctrine of public education 

finance in Minnesota. It authorized the legislature to increase the state’s total share of K-

12 operating budgets from 43 per cent to 65 per cent, and reducing total property taxes in 

the state by 18 per cent.70 The state funded its new obligation by increasing individual 

and corporate income tax rates by 22 per cent, increasing the alcohol and beer tax rate by 

25 per cent, increasing the sales tax rate by 3.5 per cent, and increasing the tax on 

cigarettes sold by 5 cents per pack.71 

 The passage of this Omnibus Tax Bill marked the end of a ten-year transition 

period during which the state became permanently responsible for funding the majority of 

public education costs. It was to the liking of everyone.72 Local property taxes had 

increased over 17 per cent each year since 1967, and many Minnesotans did not want to 

pay the additional taxes need to fund schools.73 Many people protested against the act, 

but the neither the legislature nor the governor relented. Governor Anderson had already 
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preempted the arguments of opponents claiming that,  

Minnesota will not progress until we face the basic truth that the price of 

progress is high. Minnesota has a single tax system, and the taxes all 

ultimately come from one source—your pocketbook!...If we continue to 

force local communities to bear most of the burden of financing education, 

we will in effect be increasing the property tax....which [is] literally 

driving Minnesotans from their homes.74 

 

The legislature and the governor thereafter decided to give some cities more fiscal 

autonomy back through a more controversial means.75 In the same legislative session, the 

state began providing robust financial aid to cities through city revenue sharing in the 

Twin Cities metro area. The Department of Revenue collected a portion of the total 

commercial/industrial tax revenue in the metro area, and then redistributed it by a 

mathematical formula to cities with commercial/industrial values lower than the metro-

area average.76 Although revenue sharing was modest in the beginning, the state 

government has steadily increased the percentage of the total commercial/industrial tax 

monies from 6.7 per cent in 1975 to 40 per cent in 2012, and also increased the 

percentage of the total property taxes shared from 2.1 per cent in 1975 to 11.4 per cent in 

2010 (Figure 2.5).77  

 Revenue sharing effectively entrenched the existing “uneven” quantities of 

commercial/industrial property between cities, and then compensated some cities for it. 

In 2010, for example, 64 per cent of households in the metro area lived in a city that 

received more from the pool than they contributed (Figure 2.6).78 Revenue sharing 

obviously does not acknowledge the financial differences or relative spending needs of 

individual cities, but it does encourage the formation of tenuous political coalitions 

between recipient cities having varying degrees of wealth and poverty.79 These coalitions 
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appear to give the revenue-sharing program greater durability than it would probably 

have otherwise. 

 The revenue-sharing program is a broad work-around for the lack of property 

diversity within some metro-area cities and inconclusive empirical evidence supporting 

“economic” zoning.80 Economic models generally suggest zoning can be a formidable 

legal barrier to economic diversity within a city,81 but more empirical or anecdotal 

evidence supports this negative consequence of zoning than statistical evidence.82 If cities 

strictly enforce zoning laws that effectively circulate state or regional monies into high-

value, low-cost commercial, industrial, and residential land uses, then zoning can become 

a significant barrier to taxpayer mobility in the metro area. It would limit the types of 

businesses, jobs and housing available to workers, and thereby eliminate portions of the 

labor force from living and working in strictly zoned cities.  

 Scholars have described empirical or anecdotal evidence of economic zoning 

across the United States, including the Twin Cities metro area, but such evidence tells an 

incomplete or narrower story.83 How cities enforce their zoning ordinances is a game of 

city politics. Some cities in the metro area enforce them strictly, but others enforce them 

with strategic exceptions. Economic models cannot prove the widespread consequences 

of zoning in the Twin Cities except by on a city-by-city basis.84 Perhaps more importantly 

for the state’s fiscal control of cities, then, was the statistical evidence that zoning creates 

large economic blocs of uniform land uses that are highly susceptible to downturns in the 

general economy.  

Moreover, the over-development of one type of property can paradoxically 
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produce long-term fiscal wealth but substantial short-term poverty for individual cities. 

Many smaller, poorer or wealthier cities, for example, reject or limit many types of 

businesses and residential land uses, particularly if they lose commercial/industrial 

revenue through revenue sharing, even if they are not necessarily better off financially. 

They often approve the over-development of single-family homesteads, artificially 

inflating the value of homesteads and limiting the diversity of the tax base. This strategy 

can stave-off local commercial recessions, as it did in the 1980s, but it is vulnerable to 

downturns in the national housing market unless owners have significant equity in their 

homes. In the old lake-resort city of Lakeville, for example, homesteads make up 82 per 

cent of all private land, and consequently the total value of private property fell by more 

than $1 billion during the housing market collapse of the mid-2000s.85 Lakeville would 

have had to raise its adjusted tax rate on homestead properties by more than just 7 per 

cent between 2003-2012 if not for the extra few million dollars it received from revenue 

sharing each year during the same period.86 

 State analysts in the Department of Revenue cannot know if Lakeville's particular 

over-development of homestead properties is an economic zoning problem, or just an 

historical product of comparative advantage, nor can it know the same for the other 183 

individual cities in the metro area, so revenue sharing allows the state to hedge its bets on 

the impact of zoning on urban development (from the budget information the Department 

of Revenue generates each year). While this arrangement is not equitable to businesses or 

net-contributing cities to revenue sharing, particularly for those with average to lower-

than-average per person property values, it has worked well enough to last for forty years. 
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Longevity has become the hallmark of revenue sharing in the Twin Cities rather than a 

narrower definition of “equitableness.”   

2.8 – Ambivalence Over Local Government Aid 

 In the event that revenue sharing fell short of meeting the budgetary needs of 

some metro area cities, the state developed a limited financial safety net. In 1972, it 

introduced more robust Local Government Aid (LGA), which effectively replaced a 

portion of city own-source revenue with state income and sales tax revenue. Governor 

Anderson said these funds would primarily serve to reimburse cities for revenue lost from 

tax-exempt property, for services provided to commuters, and for the new tax levy limits 

that capped how much cities could increase the amounts they collected in property 

taxes.87 These aids primarily targeted rural cities designated as “regional centers,” and 

provided intermittent aid to all other cities originally based upon a “grandfather” aid 

formula. The “grandfather” LGA (also known as base aid) formula distributed state 

monies to cities based upon individual levels of public spending. Some city 

administrators under this legislation purposefully raised their property taxes rates and 

increased the cities revenue intake, irrespective of the taxpayers' effective demand, so 

their city would receive a bigger share of LGA than their competitor cities.88  

This formula obviously missed the mark for fiscal control. The state eventually 

amended it in 1979 and 1985 to correct this contradiction, but these amendments did not 

have a much impact.89 The formula increased an individual city's aid as its spending 

increased, while setting a cap on the amount the aid could increase year-to-year, and 

ensuring that the aid amount never decreased. The amended formula allowed cities with 
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strong effective demand to cut adjusted property tax rates because doing so did not affect 

the LGA amounts, but the caps did not increase fast enough to reflect the real revenue 

intake needs of the central cities and older suburbs.90 As a 1995 report noted:  

A distinguished group of national experts studied our state’s system and 

concluded that the allocation to cities is almost random. That is, those 

cities most in need—with little property to tax, or with especially serious 

crime or poverty—were barely more likely to receive as much state aid as 

did many more prosperous cities. The current program is wasteful; a fairer 

distribution could be achieved with less money.91  

 

LGA evidently encouraged superfluous public spending and speculative property 

development in outer-ring suburbs and urban townships as much as it helped the central 

cities and older suburbs meet their obligations to provide services.  

 In 2003, the state government substantially reformed the LGA formula, phasing 

out the “spending” formula for a new “unmet” needs formula.92 The new formula 

generally favored cities with housing built before 1940; consistent population declines 

over ten year periods; with a higher percentage of road accidents; a smaller household 

sizes; a greater number of jobs; densely populated but small cities with over 2,500 in 

population; and those formally designated as “rural.”93 The state capped aid at a 10 per 

cent increase of an individual city's total budget from the previous year, and limited 

decreases in aid by a city's size and the negative impact to its total budget from aid 

received in the previous year. These new specifications together have shrunk metro-area 

LGA significantly over the past decade. Figure 2.7 shows that between 1986 and 2012, 

the state's LGA contributions to metro-area cities with populations over 2,500 dropped 

from $318 million to $74 million.94  

Minneapolis and St. Paul received 85 to 90 per cent of LGA funds.95 Their share 
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of metro-area aid has grown from 63 per cent in 1986 to over 88 per cent in 2012, while 

the total number of cities no longer receiving aid has grown from 3 to 64 cities—in which 

over 1 million people reside.96 According to Pat Dalton, a legislative analyst with the 

House Research Department, LGA is now at an historical low point in terms of its 

percentage as a total of city budgets.97 This reduction has made the LGA program more 

efficient by all accounts, but it is an efficiency built on a questionable premise that the 

state can help cities do more with less tax revenue.  

 The statistical results from revenue sharing and LGA suggest they have a 

noticeable effect on the relative financial disparities between school districts and counties 

in particular. From 1971 to 2001, the per person spending between the richest and poorest 

school districts reduced from $50/1 to $12/1, or 76 per cent, and the per person spending 

between the richest and poorest counties reduced from $16/1 to $3/1, or 81 per cent.98 

These narrowed spending gaps have more than justified the development of revenue 

sharing, but questions still remain about its effectiveness for cities. The property value 

per person between the richest and poorest city in the state's wealthiest county was $4/1 

before sharing, but this disparity has grown substantially to $9/1, or 225 per cent, from 

1971 to 2013. Due to revenue sharing and local government aids, however, this growth is 

not accurately reflected in the budgets of Wayzata and Brooklyn Center for example. The 

difference in spending per person would be $3.10/1 without revenue sharing and local 

government aids, but with them the difference is $2.50/1, which is a modest 20 per cent 

reduction.99 The state’s tax legislation for the metro area has failed to adequately address 

the growing tax base disparities between cities. It has achieved some success in abating 
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the negative effects of cities competing to build their tax base, but it has not improved the 

ability of poor cities to generate tax revenues despite redistributing billions of taxpayer 

dollars.  

2.9 – Growth of Exemptions, Exclusions, and Refunds 

 In response to the greater tax burden born by property owners in poorer cities, the 

state government also began to directly subsidize them. The state’s tax legislation did not 

allow for individual exemptions or exclusions prior to the early 1970s—indeed, only 

publicly-owned and non-profit properties were exempt from property taxation. The 

dramatic increase in exemptions was initially justified by Governor Anderson because 

they included a general tax reduction for homeowners, a tax credit for senior citizens 

whose savings had been eroded by inflation, and a refund for renters to match the federal 

and state mortgage interest deduction received by homeowners.100 State property tax 

relief then grew exponentially under successive state governments with similar 

justification. Governor Quie (Republican) probably best summarized the expanding need 

for more and more property tax relief in 1981. Harking back to an earlier period of 

ambivalence, but with a more fully developed “more-for-less” attitude about the 

production local public services, he firmly stated that state and local government budgets:  

…must strike a balance between the need and value of [the] services and 

the level of taxation to support them. Moreover, that balance must be 

achieved in the context of the economic circumstances confronting the 

workers, farmers and industries of this state...In simple terms, government 

should not insist on providing its citizens more services than they can 

afford.101 

 

The governor was referencing a noticeable trend that total personal income and wage 

earnings were no longer keeping pace with the growth of property and personal property 
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(see Figure 2.8), even if he placed the blame on increased public spending rather than on 

an expanding property market. The latter explanation in itself was probably enough 

justification for some tax relief, but the former allowed to state to make its tax relief 

measures into a permanent policy.  

 Between 1971 and 2013, the state added or altered exemptions, exclusions, and 

refunds eighty-three times, which is more than five times as many alterations made from 

1904-1970.102  The tax code now includes statewide property tax relief for disabled 

homeowners and disabled veterans ($1.5 billion), non-profits ($3 billion), hospitals ($5 

billion), green acres ($4.5 billion) and rural preserve ($122 million); general homestead 

exemptions ($29.3 billion); tax increment financing ($221 million); non-profit business 

incubators ($38.4 million); machinery and equipment for manufacturing (no data); 

elderly living centers ($203 million); children's homes ($6.7 million); unfinished sale or 

rental developments (no data); and tax refunds for senior citizens ($1.1 million); 

homeowners ($300 million) and renters ($187 million) based upon income or, 

occasionally, a property tax increase of more than twelve per cent in one year.103 

 These subsidies, although well-intended, have only superficially addressed the 

loss of income for immobile households and businesses in poorer cities in the metro area. 

Although the State of Minnesota has exempted and excluded over $149 billion in 

property value in the metro area between 2002-2012, or over $745 million in tax monies 

as a conservative estimate, households or businesses often do not make enough income 

for state subsidies to make a significant financial difference. Households in the metro 

area that make $10,000-$45,000 per year still paid about 3.6 per cent of their income in 
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property taxes after receiving 2.6 per cent of their income back in refunds, compared to 

the 2.3 per cent paid households that earned $90,000 or more per year and received no 

refunds in 2012.104 These subsidies are an expensive method for making regressive 

property taxation into a purportedly less regressive flat tax, and, furthermore, they are 

highly problematic methods of dealing with unevenly distributed services because they 

have eroded the property tax base of poorer cities. 

2.10 – Bleak Future? 

 City administrators in the metro area had a fiscal luxury during the 1960s and 

1970s. Good economic conditions allowed them to collect revenue from a variety of 

different property types, even though the extraordinary levels of tax relief reduced 

revenue collection levels below inflation. As early as 1983, Governor Perpich (DFL) 

criticized the financial indulgence of the Miracle, stating that “[s]tate revenue should be 

targeted to equalize property tax burdens across jurisdictions and to prevent those unable 

to pay from being overburdened...Beyond that, [legislators] should play a limited role in 

setting property taxes. Minnesotans must understand that property taxes are a local tax 

determined to a great extent by local officials.”105 Cities had collected on average 28 per 

cent in state aid, 20.5 per cent in property taxes, 20.5 per cent in revenue sharing, 13 per 

cent in special assessments, 12 per cent in federal aid, and 6 per cent in fees and user 

charges by 1980, but under Governor Perpich and Governor Arne Carlson (Republican) 

the state relaxed its fiscal control of cities and pushed them back towards own-source 

revenue. City administrators in the metro area collected on average 24 per cent in state 

aid, 31 per cent in property taxes, 23 per cent in revenue sharing, 6.5 per cent in special 
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assessments, 4 per cent in federal aid, and 11.5 per cent in fees and user charges by 

2000.106 If this statistical shift can serve as definitive evidence, the state once again 

became ambivalent about assuming responsibility for funding cities and advancing the 

fiscal control paradigm at least three years before the Great Recession began for cities, 

and continued though the decade that followed. 

 The Great Recession battered the finances of the state government, pushing it 

from a general state of ambivalence to fully rescinding some of its promised financial 

commitments to cities. Governor Pawlenty and the legislature reduced city aids and 

credits in 2003, 2004, 2008, 2009, and 2010, and by about $590 million or 24 per cent 

from 2003-2012, in order to deal with the state's own budget crisis.107 Cities raised their 

adjusted tax rates by about 29 per cent over the decade to fill the gaps in their budgets, 

but these raises only had a limited effect.108 A 29 per cent increase in the rate of property 

taxation was only sufficient to maintain city revenue intake for inflation, and any 

increasing funds were prohibited by the state government through a series of levy limits 

on cities during the Great Recession. Dane Smith, President of Growth & Justice, said 

this increase in property taxation showed that “our cities have adapted to economic and 

political hardship," but added that "[l]ocal government is not growing out of control, in 

fact, not growing at all.”109 These limits ensured that cities would run deficits if their 

expenses, which may have been accrued many years earlier for maturing bonds, did not 

keep pace with the limited amounts of additional revenues they could collect under state 

law. Although many politicians on the political left and League of Minnesota Cities were 

highly critical of these limits, because the legislature could have made cuts elsewhere to 
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fund city aids, no one argued that metro area taxpayers could actually afford to keep 

paying higher adjusted tax rates during this period.     

 Cities had limited flexibility to work around levy limits and stagnant growth 

during the Great Recession. As the economy in the metro area contracted and the 

property-tax bases shrank, nervous investors stopped buying city bonds. Under ordinary 

market recessions, including the Great Depression of the 1930s, the city bond market is 

usually a safe-haven, where investors can draw a low but reasonable return investing in 

public services. The Federal Reserve’s interest rates were so low, however, that they hurt 

city bond sales instead of being a boon to them as administrators might have expected. 

Federal monetary policy essentially depreciated city, state-backed Aaa bonds into an 

unattractive investment. The risk to investors slowly increased as the tax base of cities 

declined, and many cities could not issue the highest rated (and therefore cheapest) bonds 

to which their taxpayers had become accustomed.110 

City income to debt ratios are a strong indicator of insubstantial funds from over-

spending or lack of available income. All cities in the state combined to generate $5.6 

billion in property tax revenues and public service enterprises in 2012, but they had 

already accumulated a total of $7 billion in debt, roughly $4,300 per household by 

2011.111 Even with the roughly $2.5 billion in federal, state and county property tax aids, 

and a 16 per cent decrease in overall spending, cities were still adding roughly $150 

million of debt each fiscal year, which is both too little debt in the short-term and maybe 

too much debt in the long-term to balance budgets.112 Even exceptionally wealthy metro-

area cities, such as Wayzata, Minnetonka, Vadnais Heights and Maplewood—several of 
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the major net contributors to the fiscal disparities pool—recently issued long-term 

obligation bonds were rated Aab, or rated Aaa with additional warnings for investors that 

these cities might be healthy only in the short-term. Moody's cited declining home values, 

too much long-term debt or consecutive deficits, too much reliance on state aid, not 

enough income diversity, and not enough land left for new commercial/industrial 

development as reasons not to invest in the long-term bonds of metro-area cities.113  

 Attracting bond investors is a good fiscal strategy for cities in their long-term 

future, but they can greatly increase city spending from year-to-year as bonds mature, and 

can cause spikes in spending if several long term, low interest rate and short-term, high 

interest rate bonds mature at the same time. If they mature at a poor time in an economic 

cycle (e.g. right after the housing-market market burst in 2007), they can become a 

significant drag on producing services in the future. Payments due to investors holding 

old and new bonds can push cities into long periods of consecutive deficits for basic 

spending needs if their taxpayers cannot afford to pay them in a single year, so the 

argument against their use always has some merit. When public debt becomes a game of 

professional gambling, in which the odds are set by current economic conditions, and the 

highest total pay-outs depend upon the continuing good economic fortunes of taxpayers 

and good city administration for as much as thirty years, cities have much to lose if the 

economic fortunes of its taxpayers takes a relative turn for the worse for more than a few 

years.114    

 Increasing public expenditures though issuing bonds, however, may be the only 

source of money for capital-outlays during recessions. They can provide a lump-sum of 
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capital for rebuilding roads, repairing or rebuilding local bridges, redeveloping wasting, 

decrepit or contaminated buildings, land purchases for new commercial, residential or 

recreational land uses, building new schools and a host of other public works projects that 

can employ local workers, and, furthermore, can provide money to refinance previously 

issued bonds at lower interest rates. Bonds can undoubtedly enrich metro-area cities 

despite the risks and luck involved in issuing them, but only if investors and, even more 

importantly, the credit agencies think metro-area cities can make their long- and short-

term payments.115 When one couples risker bonds with Moody's credit downgrade of 

Minneapolis116—the median city in the disparities formula and the metro area's financial 

superpower—city bonds appear to be a highly questionable fallback option for cities 

during recessions in the future, and the long-term future of city budgets in the metro area 

seems fragile in comparison to the state's budget. 

2.11 – Conclusion  

 The state was not blind to the systemic revenue raising problems facing city 

administrators during the Great Recession. While it could only partially assume 

responsibility for systemic shortfalls, due to its own fiscal shortcomings during the 

Recession, it shifted some income tax funds into two refund programs to help 

homeowners and businesses withstand the property tax hikes. The state government used 

a portion of the funds to increase the maximum refund for all qualifying property owners 

by 27.5 per cent, and by expanding the number of homeowners eligible for the credit with 

incomes over $74,210.117 These changes increased the annual appropriation for the 

program from $20 million to $25 million. The other portion of the funds went to cities 
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but were earmarked for investments in private businesses.118 The state government 

required businesses to set higher minimum wage levels in order to be eligible for 

investments. If a city invested more than $25,000 but less than $150,000 in the 

development of a private business, the business now had to establish wage floors for the 

new jobs it created.119 Unfortunately, the state did not actually enforce the latter 

provision, but Governor Pawlenty and state legislators thought the combination of the 

two smaller investments would at least indirectly help cities. These investments would 

give taxpayers more money to directly pay their property taxes, and without substantially 

increasing aids or strengthening effective demand beyond pushing the lowest-income 

earners above the threshold for welfare wage-subsidies.120  

 The current governor, Mark Dayton, has taken this approach one step further by 

asking the legislature to restore local government aids to cities and further increase 

exemptions, exclusions, and refunds for households from $200 million to $600 million.121 

Whether the state can actually afford this increase in spending is debatable. It recently 

created a new tax bracket for higher-income households to raise an extra $20 million, and 

will raise the minimum wage to increase the effective demand of its poorest taxpayers, 

but, the state was still trimming its city aids, by another 1.8 per cent, in 2012 according to 

the State Auditor.122 The state's method of tax administration now seems to be looping 

back upon itself. Its policies for the shortcomings it identifies in the metro-area property 

taxation have become an expansion of the same policies that only worked sustainably 

during generally good economic times. Only this time, it starts in a much worse financial 

climate following the Great Recession, but with greater aid obligations than when it 
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developed it tax legislation in the 1970s. The state legislators and metro-area cities now 

seem more like captives to the state’s fiscal control paradigm than administrators of and 

participants in it. 
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Chapter Three 
 

The Plight of Cities During the Recession 
 

This chapter provides a more focused examination of the financial environment in 

which cities carried out business in the decade leading up the Great Recession, and the 

disconnect between the state’s tax legislation and the budget problems faced by cities 

during the Great Recession. The state deliberately shifted the property tax burden from 

homeowners to commercial/industrial property owners for fear of tax revolts.1 In 

response, many cities began to use more creative and business-friendly public-private 

financial partnerships to develop their tax bases, especially through tax increment 

financing (TIF), and this practice spread quickly across the metro area as cities began to 

compete intensely for new businesses developments. By 1999, metro-area cities had over 

620 TIF districts that made up almost 8 per cent of the total tax base.2  

The competition between cities, however, did not take place on an even playing 

field. Minneapolis, St. Paul, Richfield and several other of the first-ring suburbs risked 

their futures by financing the redevelopment of commercial/industrial properties. Such 

ventures succeed only if the businesses prosper over a long period and eventually 

contribute to the property tax base. If the businesses fail, the taxpayers will not only 

receive less than a full return on their investment through increased property taxes, but 

may actually pay for maintaining abandoned or underperforming small- to mid-size 

commercial/industrial properties. As chapter one noted, Minneapolis, St. Paul and the 

first-ring suburbs already had strained budgets coming into the 1990s, so they did not 

have much leeway to mistakenly finance businesses that would fail.    
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Several of the newer suburban cities that had thrived in the 1970s and 1980s, 

however, had a distinct advantage over older cities. Bloomington, Chanhassen, Shakopee, 

Woodbury, Blaine and Maple Grove successfully attracted businesses for new and very 

large commercial/industrial properties, much of which were devoted to big-box retail, on 

previously undeveloped land. These cities tried to maximize the potential by spending 

less on land development, and using zoning ordinances to specifically target businesses 

that would not only grow the commercial/industrial tax base, but also increase the general 

sales tax revenues of the state.3 These public-private partnerships, of course, posed as 

great a risk to the taxpayers of large suburban cities as they did to Minneapolis, St. Paul 

and the first-ring suburbs. The only difference between them was that large suburbs had 

greater means to assume the financial risk in search of much larger returns.    

Public-private partnerships were not without skeptics. Some local officials in 

other wealthier suburbs were highly skeptical of the long-term return from them, and 

thought that investing taxpayer dollars in business developments was not a wise choice.4 

As it turns out, they were probably right. When the first of two nation-wide recessions 

reached Minnesota in 2001, Minneapolis, St. Paul and the first-ring suburbs, along with 

large suburban cities, that had used TIF excessively, found themselves in financial trouble 

that would last over a decade and change the revenue composition of their budgets. As 

the data shows from my sample cities, many of them balanced their budgets from year-to-

year, but collectively they ran enormous deficits. In Minnesota, cities are technically 

prohibited from running operating deficits in their account reporting. The state, however, 

does not require cities to count debt service payments and capital outlays as expenditures 



75 

in their yearly budget reports, so they can run deficits in practice, even though their 

accounts will not show it.5   

Successive state budget deficits from 2003 to 2012 saw state legislators and the 

governor squabble over tax legislation. They engaged in fierce philosophical and political 

posturing during each legislative session, often gridlocked in old debates about fiscal 

control, with little substantive tax legislation and few practical benefits for metro-area 

cities. As already described, the state reduced the amount of financial assistance to cities 

after it began to run its own budget deficits. This chapter uses a cross-section sample of 

metro-area cities during the Great Recession to demonstrate the disconnection between 

the legislative tax proposals and city budgets. It describes how the Great Recession 

affected budgets across these cities, how they collectively ran deficits without the 

necessary funds for capital-intensive projects or bond payments, and how many cities 

reverted toward other streams of income after breakdowns in state support. 

The purpose of this chapter, however, is not to provide an overly critical 

perspective of the state's legislative sessions during the Great Recession, but to 

demonstrate just how stagnant the state's approach to tax legislation had become. Even 

the most radical tax bills that failed to pass during the decade were based upon a very 

narrow understanding of the economics of city finances that did not include them as part 

of a larger, long-term social objective for the state’s economy. The evidence suggests that 

the state treated fiscal control as an isolated issue about local and/or state funding. An 

argument can be made that metro-area cities should fend for themselves since property 

taxation is largely a “local” financial issue, but this argument is often unreasonable 
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because it assumes that the financial struggles of Minneapolis, St. Paul and some older 

suburbs are not emblematic of all metro-area cities. Despite the suggestions that only 

certain cities are living beyond their means, the degree to which they are spending in 

excess of a collectively balanced budget suggests a larger problem.   

3.1 – The Financial and Political Environment for Cities 

Commercial businesses owners in the various jurisdictions in the metro area have 

paid a larger share of their property value in property taxes for about three decades. In 

2003, when cities across the metro area began to have trouble raising enough funds for 

their budgets, owners of commercial/industrial property, which comprised about 19 

percent of the total appraised market value of all classes of property, paid about 30 per 

cent of all property taxes.6 In contrast, owners of residential properties made up 67 per 

cent of total market value of property, but paid only 55 percent of the total property 

taxes.7 The average annual growth rate of all property values was about 7 percent 

between 1995 and 2000, while the average appraised homestead in all Minnesota cities 

increased by 88 per cent, from $77,386 to $145,225 between 1993 and 2003, or about 8 

to 9 per cent per year.8 Total homestead values furthermore increased by 92 per cent 

between 1989 and 2003, but homeowners have not been forced to assume a greater 

percentage of the tax burden despite this growth.9  

The 88 per cent increase in the value of homesteads would have increased an 

individual owner's property tax bill only by a few hundred dollars at most. However, it 

can mean millions of dollars in potential tax revenue to a city. Why cities did not tap into 

these additional funds more aggressively is not entirely clear, but owners of single-family 
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homesteads are somewhat notorious in the United States for revolting against property 

taxes. California and Massachusetts are the best-known historical examples of successful 

populist tax revolts, but homestead property owners have waged campaigns against 

property taxes in at least half a dozen states, including Florida, Michigan, New Jersey and 

Texas.10 Minnesota has not experienced such turmoil at the state or regional level, but a 

campaign against high adjusted tax rates by low-income property owners was key in a 

mayoral election campaign in St. Paul in 1993, and actually resulted in a change of 

mayor, who froze adjusted property tax rates for eight years despite inflation increasing 8 

per cent.11 

The threat of property tax revolts is ever-present in state and city politics. 

Homestead property taxes are more visible than income taxes (i.e. mostly deducted from 

employee pay and never seen) or retail sales taxes, or gasoline taxes, which are not so 

visible and paid in small amounts added to each purchase. Property taxes, paid by check 

or added to monthly house payments in much larger sums per payment, are much more 

visible to taxpayers. This visibility creates enormous political pressure to keep those 

taxes low, even if it does not necessary make economic sense. For example, the 

Minnesota Legislature passed the Market Value Homestead Credit (MVHC) program as 

part of the Omnibus Tax Bill in 2001.12 It established a program that deducted a certain 

percentage of property taxes from each property owner with a homestead valued under 

$414,000, despite the fact that both the median household and per capita income in the 

metro area reached a forty-year peak at $75,000 and $36,000.13 The credits gave tax relief 

to homeowners of all income levels, at least half of which were not in economic need of 



78 

relief. Moreover, MVHC was not an aid to cities. It reduced the property tax receipts of 

cities and the state promised to reimburse cities for lost revenues although that money 

was not guaranteed.14   

Business property owners were not as likely to the threaten tax revolts as their 

homestead counterparts. They can lobby for changes to the legislation more easily than 

individual homestead owners can, and their profits depend upon a stable and predictable 

tax environment. Although they predictably grumbled that cities taxed their properties at 

a rate more than double that levied for homestead properties during the 1980s and 1990s, 

according to Jeff Eaton, a vice president at United Properties in Bloomington, the 

increased taxation allowed business owners to demand more business-friendly 

expenditures at the state and local level. "I think you would be hard-pressed to find 

anybody who likes their property taxes,” said Eaton. “The current system hasn't served 

anybody well, but we made some good progress the past few years.”15 This “progress” 

probably deserves greater scrutiny and criticism than it has received, beyond concerns 

about upscale commercial/industrial development and city gentrification, because public-

private partnerships influenced urban development for a decade leading into the recession 

years of the 2000s. 

3.2 – The Commercial/Industrial Stimulus Cycle 

 In 1993, the Minnesota Legislature repealed the limits on the amounts cities 

could raise through property taxes that had been in place since 1971. The tax levy limits 

had previously required cities, towns, counties and school districts to reduce their annual 

property tax levies by the amounts they received from revenue sharing.16 This legislation 
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freed metro-area cities to tap into a huge increase in commercial development between 

1980 and 2000. Many cities, especially large or wealthier cities, had collected increasing 

tax revenues from business properties during the 1990s, and then circulated a portion of 

those funds back to businesses in the form of competitive and increasingly speculative 

finance deals. The state and its various agencies encouraged cities to provide additional 

funds and tax relief to fill the funding gaps that they could not do previously.17  

In 1997, for example, St. Paul’s mayor and city council had frozen property taxes, 

but the city still accounted for Minnesota's top three public-private finance deals. The city 

spent about $60.5 million aiding commercial development. The Science Museum of 

Minnesota, a non-profit corporation, topped the list with a total of $46.1 million in public 

financing, including a $31.2 million grant from the state and $13.8 million in local tax 

increment financing (TIF).18 The money was allocated for acquiring land, preparing the 

site, and for changing the public infrastructure to accommodate the new facility for 

building more parking and increasing road, sewer, and water usage capacity. The total 

project cost was estimated at $105 million, so the city financed about 13 per cent of the 

estimated total cost.19 The popular appeal of funding a large non-profit for child 

education is easy to understand, so perhaps the expense was easy to justify. 

St. Paul also spent $10.4 million toward financing the Williams Hill 

redevelopment project, including a $583,000 grant from the state, $5.5 million in tax 

increment financing and general obligation bonds, and a $1.1 million city grant.20 The 

project also received $544,000 from the Saint Paul Port Authority, a $1.2 million federal 

grant and $1.5 million from the Department of Trade and Economic Development and the 
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Metropolitan Council.21 The site had been used for a wide variety of industrial activities; 

to store borrow and demolition material; to store and stage road construction equipment; 

and as an industrial waste dump from the 1880s to the 1990s.22 Many of these activities 

resulted in soil and groundwater contamination, so the same money helped finance the 

remediation, clearance and pollution cleanup. The city developed six commercial/light 

industrial parcels in the Williams Hill Business Park between 1998 and 2000 with the 

help of Port Authority, and these parcels have produced about $735,000 in property taxes 

annually.23 

Similar deals were common in metro-area cities throughout the 1980s and 1990s. 

As cities competed for commercial ventures, the volume of finance deals bloomed for 

those that had the money to spend, and were simply willing to risk it. Bloomington, for 

example, had a successful high risk, high reward strategy. It provided TIF and bond 

financing to its ten largest commercial/industrial property owners by the end of the 

1990s, including about $101 million over 15 years for the Mall of America.24 TIF helped 

cover 17 per cent of the mall's $650 million development cost during its construction in 

1992. When the mall’s owners announced a $335 million expansion in the mid-2000s, 

Bloomington provided another $31 million in TIF. Some of Bloomington’s developments 

were excluded from revenue sharing by legislative action, totaling $250 million over 21 

years.25 Many of these speculative investments eventually paid off. The City of 

Bloomington’s top-ten most valuable business properties, all of which were financed to 

greater or lesser extents, provided about $28.5 million in property tax revenue in 2013, 

which equated to over 20 per cent of the city's total budget.26  
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Nonetheless, concerns remained about the long-term benefit of public-private 

partnerships with big businesses, such as the Mall of America, but they were not 

necessarily heeded by city councils or the state. St. Paul and Bloomington had enormous 

success with their huge finance deals, and many smaller and less wealthy cities tried their 

hand at them, too. In the 1990s, the small, older suburb of Richfield began an aggressive 

redevelopment program as it sought to reverse the negative effects of population decline 

on its tax base.27 Most of the new or redeveloped shopping centers, office buildings, 

condominiums and apartment buildings had only small public investments. In 2000, 

however, Richfield tried its hand at providing a major investment. Best Buy sought help 

to build a $160 million, 1.6-million square foot corporate headquarters in the city. The 

company asked the city to provide $23 million in TIF over 24 years, and to acquire buy 

or condemn all private property in the forty-three-acre redevelopment area.28 The city 

successfully performed the two requirements with a surprisingly heavy hand toward its 

own property owners, which incurred a short court case, an $18.5 million settlement (half 

paid by Richfield and half by Best Buy), and a slap on wrist from the court for the 

improper use of eminent domain.29  

Tom Grundhoefer, attorney for the League of Minnesota Cities, noted the court 

case, Walser Auto Sales v. City of Richfield,30 was "a pretty big deal" because cities would 

"have to be a little more cautious" about the financial risks from suits by former property 

owners.31 Those risks, however, were small in comparison in annual property taxes paid 

by Best Buy, which generated over $7 million in tax revenue for the city in 2003, or more 

than 10 times as much revenue as the previous property owners had generated in 2000.32 
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City officials said the campus initially gave a big boost to an aging community that had 

been steadily losing population since the 1970s. Unfortunately, its construction coincided 

with a decade of financial struggles for Best Buy. In 2013, it began shedding workers in a 

$725 million cost-cutting program, and the retailer's long-term future in Richfield remains in 

doubt.33  

Nagging concerns about the long-term benefit of public-private partnerships with big 

businesses, of course, remained. Whether or not the Best Buy deal ultimately pays off for 

Richfield, small business owners and economists around the metro area thought that cities 

could have spent the money on different developments. In 2008, Gloria Freeman, who 

operates six group homes in Minneapolis, Brooklyn Park and Robbinsdale, reflected that 

small business owners wondered “why [weren’t] they getting a piece of the pie,” adding 

that small businesses just “[didn’t] get those types of breaks.”34 Joseph Bailey, owner of 

Millennium Connect, a wireless communication store, reiterated Bryant’s opinion. “If 

they [big businesses] are going to provide more jobs, of course, you have to support 

expansion. [But] if [the state and local governments] are going to give money to them, 

there should [have been] the same amount of funds for the smaller guys,” adding that he 

wanted small businesses to receive financing for their first five years in business.35   

Some cities financed smaller commercial endeavors. Shakopee, for example, 

offered Seagate Technology about $4.25 million in TIF to relocate from Bloomington.36 

Coon Rapids, likewise, reportedly offered Lund Enterprises $500,000 in TIF to stay in 

the city, but Anoka offered the company $1.1 million in incentives, including $800,000 in 

TIF, and Lund Enterprises relocated there instead.37 In fact, Anoka offered 18 other such 
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property tax deals worth about $4.4 million in total. Mendota Heights approved a TIF 

deal of $336,510 to Career Education Corporation—the corporate parent of the Brown 

Institute—as a successful incentive to relocate from Minneapolis.38 Liberty Property 

Trust also purchased nearly 250,000 square feet of office space, more than 627,000 

square feet of industrial space and 155,000 square foot office building in Minnetonka 

with the help of development monies provided by the city. Brooklyn Park provided $1.4 

million for the Crossroads North Business Center. First Industrial built a 143,000 square 

foot Midway Business Center in Minneapolis and the 126,300 square foot Park 2000 

Southwest in Shakopee with financial help from the respective cities.39 These small 

investments, in fact, are only a few examples of the dramatic increase in public-private 

partnerships leading into the 2000s, but with no apparent net benefit to the community in 

exchange for the subsidies. 

However successful the stimulus cycle may have been for some governments and 

businesses involved in them, these public investments did not always guarantee that the 

businesses receiving them would succeed. The Twin Cities metro area is littered with 

vacant or underutilized buildings where businesses that had received state or local 

financing to create or merely relocate jobs no longer exist. The best-known examples are 

probably “Block E” in downtown Minneapolis, the “World Trade Center” and the Macy’s 

store in downtown St. Paul, and the State Farm Insurance building in Woodbury. Arthur 

Rolnick, an economist and retired senior vice president of the Federal Reserve Bank of 

Minneapolis, has long criticized governments for investing in private businesses. Very 

often, Rolnick said, state and local governments were asked to provide money “for at-risk 
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projects that the market wouldn’t do on its own. There are so many of these that don’t pan 

out.”40 For bigger cities, like Minneapolis, St. Paul, Bloomington, and Woodbury, the risk 

was of these ventures not working out was particularly problematic. They often issued 

bonds to pay for the public financing of commercial/industrial property owners, and to 

pay to expand existing public services, such as roads, sewers, and emergency services, for 

which their taxpayers were financially responsible even if the development did not work 

out over the long-term. Cities thus entered their Great Recession with large debt 

payments and capital outlays from a decade of heavily financing commercial/industrial 

real estate speculation, and these “investments in the future” would become a serious 

drag on public spending. 

3.3 – The Great Recession 

The Great Recession for the cities in the Twin Cities metro area began with the 

national recession in 2001 and the end of the legislature's eight-year run of budget 

surpluses.41 Governor Ventura’s “Big Plan” initiative from 1999 had made cities even 

more reliant on taxing the continual rise in commercial property values, as the state 

pushed cities to rely less on state subsidies. Ventura sought to eliminate waste and 

duplication in public spending between levels of government, and to avoid the kind of 

regional competition that he believed bogged down cities and wasted tax dollars.42 The 

governor was particularly critical of state-borrowing to fund the capital projects of cities, 

and wanted to borrow only $400 million to aid cities, even though cities had made an 

estimated $1.4 billion worth of such requests in 2001.43 “The day of the state being there 

to do every feel-good bonding thing has come to an end,” said Ventura. “We cannot 
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afford to go out and give every little community; in short, they're going to have to learn 

to bond themselves. And not be reliant necessarily on the state of Minnesota to carry the 

ball for them.”44 The Minnesota Legislature set tax levy limits to keep cities from greatly 

increasing the adjusted property tax rates of commercial property owners, and also cut 

general-purpose aid to cities by almost 10 percent across the state.45 As a result, 464 

cities, most of which were in the metro area, lost about $88 million in aid in 2001, while 

390 cities gained $40 million in aid.46 The cities that gained the most aid were mostly in 

rural Minnesota, and very dependent upon state aid, while those cities that lost the most 

aid generally relied on property taxes. 

 The decade that followed marked a period of city budget deficits and high debt 

payments, especially for cities with large tax bases and populations, while state 

legislators developed no new tax legislation that addressed those financial difficulties. 

Legislators used city revenue shortcomings to posture during this difficult time. However, 

only when cities’ financial needs became dire did legislators compromise to help them. 

The state was so busy dealing with its own budget crisis, and using proposals for changes 

in tax legislation and fiscal control for political posturing, that it missed the signs in the 

economic data indicating that cities needed not only major finance reform, but the tax 

base need dramatic changes. 

3.4 – An Economic Analysis of Sample Cities During the Recession47 

Figure 3.1 and 3.2 identifies 28 cities in the metro area, four in each county, with 

populations over 1,500. Of these four cities, one had the largest property tax base, one 

had the smallest property tax base, one had the greatest largest property tax base on a per 
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capita basis, and finally one had the smallest property tax base on a per capita basis in 

2012. I chose these 28 cities because they collectively contain 1.09 million people, 

represent the variety of territorial sizes, government organizations, budget compositions, 

development patterns, concentrations of population, concentrations of resident and 

business income. Although they provide most of the same public services to taxpayers, 

they are on the margins of their respective categories. These cities are also divided into 

two meta-categories—largest/smallest taxes bases and largest/smallest tax bases per 

capita—to compare the effect of the Great Recession based upon geographic size and 

wealth. The appendices show the complete budgets data for each of these cities. They 

show that the Great Recession in the metro area lasted from 2003-2012, and had a 

considerable impact upon the income that cities generated and spent.48 The data tables 

also show how much each city raised through property taxes, TIF, sales and excise taxes, 

fees, fines and user charges, state aid, county aid, bonds, special assessments, and federal 

aid for each year from 2003 to 2012, and then further totals the amounts in each category 

from all the cities for each year and for all years combined. The tables additionally show 

the total expenditures of each city for each year from 2003 to 2012 (labelled as “Total 

Expenditures”), and the amount of money spent on providing public services minus debt 

service payments and new capital outlays (labelled as “Minimum Expenditures”), and 

then, finally, subtracts the total expenditures from the total revenues raised by each city 

for each year and for all years combined.      

Property taxes provided about 31 per cent of all income for all cities from 2003 

and 2012 (Figure 3.3). As already described, some cities had used TIF so extensively in 
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the 1990-2000s that it had assumed a greater singular importance than sales taxes, bonds, 

and special assessments as a source of revenue in 2003. TIF income, however, decreased 

by almost $30 million, or 29 per cent, between 2003 and 2012. Special assessment 

income slowly took the place of TIF during that time, and became more important than 

city bonds and federal aid by 2012. This shift toward more traditional own-source 

revenues49 correlated with significant reductions in state aids, which fell from 22 percent 

of revenues in 2003 to only 11 per cent of revenues in 2012 (Figure 3.4 and 3.5). Property 

taxes and sales and excise taxes largely replaced state aids, keeping the revenue for all 

cities fairly consistent from year-to-year, and saw own-source revenues increase from 56 

per cent of all income in 2003 to 70 per cent of all income in 2012. This proportion of 

own-source revenue suggests that local taxation did not became the “local” issue that 

Ventura and Perpich had touted it to be until the state reduced or withheld its financial 

support. 

3.4.1 – Property Taxes 

The rise in the proportion of the cities’ total revenue derived from property taxes 

during the Great Recession is probably the most notable aspect of city budgets. As 

previously explained in Chapter One, the state spent billions during the 1970s-1990s to 

reduce property taxation as the primary form of income for metro-area cities. Despite all 

of these efforts, however, property taxes increased from 26 per cent of all city income in 

2003 to 37 per cent of all income by 2012. This 11 per cent increase in the total share of 

city budgets meant that sample cities also increased their property taxes by about 3.5 per 

cent each year between 2003 and 2012 (Figure 3.6). This amount is less than the 39 per 
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cent increase in sales taxes, and the 73 per cent increase in special assessments, but 

property taxes increased city revenues by more than $128.5 million by the 2012, and 

accounted for 61.5 per cent of all revenues increases. By comparison, sales and excise 

taxes and special assessments combined added about $67 million, and accounted for 32 

per cent of all increased revenue. The new composition of city budgets in 2012 was a 

marked change from the Miracle tax and TIF policies of the state in previous years, once 

again reflecting the state government’s ambivalence about funding cities. 

3.4.2 – State and County Aid 

State aid to cities plummeted almost 51 per cent between 2003 and 2012 (Figure 

3.7). This decrease was somewhat softened by a modest 6 per cent increase in county aid 

over the same period, but cities lost over $1 billion dollars in state aid. This amount was 

equal to about 4 years of city funding for 26 of the 28 cities in the sample, and 

represented a 48 per cent decline in state and county funding for them by 2012. 

Minneapolis and St. Paul fared a little better on paper than the other cities, receiving 

about $2.3 billion out of the $2.5 billion in state aids given to metro-area cities from 

20013-2012. However, this amount still represented a 47 per cent decline in their state aid 

and county aid by the end of the Great Recession. The slight difference in the decline in 

funding for Minneapolis/St. Paul and their suburbs was a result of the state’s LGA 

formula, which favored Minneapolis and St. Paul over the other sample cities. In 

response, suburban cities increased their property tax revenues from year to year and 

turned to other sources of revenue, such as fees, fines and user charges (FFUCs), sales 

and excise taxes, special assessments, and bonds, many of which were more volatile from 
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year to year.   

3.4.3 – Fees, Fines, and User Charges 

 FFUCs are arguably the least progressive source of revenue cities can collect 

from taxpayers, because they cannot be graduated to account for the varying abilities of 

taxpayers to pay them. FFUCs comprised only about 6 per cent of total city revenues in 

the metro area in 1980, but increased to 11.5 per cent in 2000, and then further increased 

to 14 per cent in total for the years between 2003 and 2012 (Figure 3.8). FFUCs during 

the Great Recession were particularly volatile between 2008 and 2009. Minneapolis, for 

example, increased its FFUCs following five years of large budget deficits, and an 

inability to raise its adjusted property tax rate to keep pace with lost state aids. Cities 

collected about $2.1 billion in total FFUCs between 2003 and 2012, but those funds 

actually declined by about 10 per cent from year to year. Since the sample cities could 

apply FFUCs only as a temporary burden on non-property owners from year to year 

during the Great Recession, other forms of regressive taxation, such as sales or 

consumption taxes, also became much more important and permanent income streams for 

them. 

3.4.4 – Sales and Excise Taxes 

Local sales taxes, which are taxes can apply to the retail sales of most services in 

Minnesota to fund a particular service, were the second fastest growing source of income 

for cities during the Great Recession. They grew 39 per cent between 2003 and 2012, 

adding an additional $36 million to city budgets, and helping cities collect about $1.2 

billion (Figure 3.9). Businesses collect the local sales tax due on items and services sold 
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at retail on behalf of the city, state, and federal government. Local sales tax can apply to 

almost all general retail items, buildings, construction materials, computer software and 

equipment, telecommunication services, machinery, motor vehicles, car rentals, tobacco 

(excluding cigarettes), utilities, lodging, entertainment, and liquor sales among others. 

The major items excluded from this list are those the state has deemed to be “life 

necessities,” including clothing, food, shelter, and energy sources used for heat during the 

winter months.50  

Local sales taxes, like FFUCS, are volatile and generally considered to be 

regressive. General city sales taxes are only 0.5 per cent and lodging taxes do not exceed 

3 to 6 per cent, so cities must have steady commercial activity to generate a steady 

income from these sources from year to year. The cities that heavily relied upon them 

were Minneapolis and St. Paul, collecting over 94 per cent of such taxes collected in the 

sample. Cities that collected the remaining 6 per cent did so when the bond market failed 

to provide an alternative source of income, when state aid was not forthcoming, or when 

cities could not raise property taxes. 

3.4.5 – Bonds 

Perhaps the greatest indicator of the financial predicament faced by cities was a 

dearth of income from new bonds, combined with the necessary payments for existing 

bonds and new capital outlays over the same period.51 The Great Recession was not a 

period in which cities added large amounts of new debt. Cities generated over $70 

million when the Recession began in 2003, after which that sum fell by 121 per cent to 

$31 million in 2012 (Figure 3.10). Bonds concurrently fell from 4 per cent of total 
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revenues to 2 per cent during the same period, but cities paid a significant portion of their 

total budgets toward paying the interest and principal on bonds previously issued and 

capital outlays. Subtracting debt payments and capital outlays from the total expenditures 

of cities, as in the graph below, the weight of the financial burden from debts accrued 

during the 1980s and 1990s becomes readily apparent. 

The minimum expenditures for city government, or the expenditures for all 

current city services, excluding all debt payments and new capital outlays, were about 

$13.2 billion on aggregate. If the debt payments and capital outlays are added to re-

tabulate the total, then city expenditures increased about 30 per cent to $19.2 billion 

between 2003 and 2012 (Figure 3.11). This $5.8 billion in bond debt and capital outlays 

was largely the difference between the all cities in this sample coming close to balancing 

their budgets from year to year, or maybe collecting a very small surplus after 

expenditure cuts, or running a large deficit while still making expenditure cuts. Metro-

area cities raised over $16 billion in revenues, about $3 billion more than the minimum 

expenditures, and yet they still collectively ran a deficit of $2.7 billion, or almost two 

years of total city revenue for all the sample cities combined.  

3.4.6 – Revenues vs. Expenditures 

A $2.7 billion deficit is not unmanageable, nor even necessarily unhealthy. Larger 

revenue intakes and restrained or disciplined spending during economic booms can help 

erase a persistent deficit within a few years.52 It did result, however, in substantial 

volatility in city spending from year to year. Cities reduced their spending by about 3 per 

cent each year on average, but increased it as much 14 per cent from 2005-2006 and 
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2010-2011, and decreased it by as much as 13 per cent from 2004-05, 2006-2007 and 

2011-2012, with a standard deviation of 11.5 per cent (Figure 3.12). It is difficult to 

balance a budget when collections remain relatively consistent, but spending increases 

and decreases with irregularity. If the data are further broken down by year, the sample 

cities collected a surplus only in 2009. It was a modest $8.5 million. The smallest deficit 

by contrast was a little over $24.5 million in 2010. Money was evidently in very short 

supply for cities across the metro area even during its best year. If the sample cities are 

divided into their meta-categories to compare the effect of geographic size vs. wealth, I 

found that the Great Recession had a similar effect among cities in both categories, but 

with very different results.   

3.4.7 – Data for Cities with Largest/Smallest Property Tax Bases53 

The cities with the largest and smallest property tax bases experienced the largest 

drop in the total value of the tax bases between 2003 and 2012, but tended to have larger 

tax bases in 2012 than they did in 2003 (Figure 3.13). Eight of the fourteen cities had a 

larger tax base by the end of the Recession. Among the cities with the largest tax bases, 

six of the seven grew their property tax base. Blaine, Chanhassen, and Shakopee emerged 

from the Recession in the best shape having grown their tax bases more than 10 per cent, 

while only Eagan lost 10 percent of its tax base among those cities. Among the cities with 

the smallest tax bases, five of the seven had a smaller tax base in 2012 than they did in 

2003. Maple Plain lost about 23 per cent of its tax base, South St. Paul and Lauderdale 

lost more than 10 per cent of theirs, while Cologne grew its tax base by 30 per cent, and 

Elko New Market grew its tax base by about 65 per cent.  How far each city's property 
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values fell or did not fall had largely to do with how much homestead real estate they had 

relative to commercial/industrial real estate. Those cities that were more heavily reliant 

on residential property taxes lost a greater percentage of their tax base than those who 

could rely more heavily on commercial/industrial taxes.  

3.4.8 – Revenues vs. Expenditures for Largest/Smallest Property Tax Bases54 

The cities with the largest and smallest tax bases did not fare well during the 

Great Recession. They leaned upon their taxpayers more than in previous decades, while 

deeply cutting services. Figure 3.14 shows that the strategy did not keep them from 

running large deficits collectively, and they needed more help from the state to balance 

their budgets. Cities with the largest and smallest property tax bases relied less on 

property taxes than other cities, relying more heavily on sales taxes, state aids, local 

government grants, and federal funds (Figure 3.15). These cities increased property taxes 

by 31 per cent, sales and other consumption taxes by 38 per cent, and special assessments 

by 77 per cent. In contrast, their FFUCs fell by 10 per cent, state aids and county grants 

by 44 per cent, federal aid by 54 per cent, and revenue from bonds by 56 per cent. Figure 

3.16 shows that revenue intake consequently decreased by 4 per cent, with only six of the 

fourteen cities collecting more revenue in 2012 than in 2003. Most of the increases in 

revenue were modest with only Woodbury, Cologne and Lakeland increasing their 

percentage of revenue by double-digits. Chanhassen, Lexington, and Lauderdale by 

contrast had smaller revenue by the end of the Recession. Lauderdale’s revenue 

decreased by 67 per cent in 10 years, and is directly attributable to a 38 per cent in 

reduction in FFUCs, a 100 per cent loss in county aids, 37 per cent loss in special 
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assessments and large swings in bond revenues over the decade.  

The spending for cities with the largest/smallest tax bases was also hurt by the 

Great Recession. It was more volatile during the Recession than those cities with the 

largest/smallest tax bases per capita. Figure 3.14 showed that spending decreased 30 per 

cent between 2003 and 2012 for cities with largest/smallest tax bases, which is notable 

because Figure 3.16 showed that Woodbury, Lexington, Cologne, Elko New Market and 

Lakeland all had double-digit increases in their percentage of expenditures that were not 

offset by an increase in revenue. Only St. Paul, Shakopee, Maple Plain, and Lakeland had 

an increase in expenditures was off-set by an increase in revenue. Blaine, Chanhassen, 

Eagan, Minneapolis, and Lauderdale, by contrast, had double-digit decreases in 

expenditures. The cities made significant cuts to their services in response to drastic 

changes in income. Minneapolis, for example, cut its spending by 40 per cent, while also 

shedding 8 per cent of its income. Collectively, spending for cities with the largest and 

smallest tax bases had a standard deviation of 13 per cent, with notable increases of 15 

per cent from 2005-2006 and 2010-2011, and a decrease of 14 per cent from 2004-2005, 

2006-2007, and 2011-2012.  

How much Minneapolis and St. Paul raised in bonds and paid toward debt and 

capital outlays during the 2000s partially explains their relative instability in spending. 

Although bonds also only comprised 2 per cent of their revenue, it is notable that these 

cities paid about 30 per cent of their expenditures toward debt payments and capital 

outlays. The two cities combined to pay about per cent 93 per cent of the roughly $5.5 

billion spent on debt and capital outlays in this category of cities, while Woodbury paid 
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about 4 per cent, and all the other cities combined paid less than 4 per cent (Figure 3.17). 

Woodbury and Lauderdale, for example, paid more than 40 per cent of their budgets on 

debt payments and capital outlays during the Great Recession, while Minneapolis paid 32 

per cent, St. Paul paid 27 per cent, and Eagan and Cologne paid little more than 20 per 

cent. Minneapolis and St. Paul may have racked up high expenditures in total dollars, but 

those expenditures were not particularly high as a percentage of their budgets.  

Nevertheless, Minneapolis and St. Paul still ran a deficit of about $2.7 billion, spending 

17.5 per cent more than they collected, while the other cities in this category collectively 

ran a modest deficit of $68 million, spending only about 4 per cent more than they 

collected. 

3.4.9 – Data for Cities with Largest/Smallest Property Tax Bases Per Capita55 

On a per capita basis, the effect of the Great Recession was not quite as severe. 

The cities in this category were not able to balance their budgets from year to year, but 

the deficits they ran were very small (Figure 3.18). The cities with the largest and 

smallest property tax base per capita experienced a smaller drop in the total value of their 

tax bases between 2003 and 2012, but they also tended to have smaller tax bases per 

capita in 2012 than they did in 2003 (Figure 3.19). Nine of the fourteen cities had a 

smaller tax base by the end of the Recession. The distribution of these general gains in 

the value of the tax bases, however, were not distributed evenly between wealthy and 

poor cities. Five of the seven cities with the largest per capita tax bases grew a larger tax 

base. Wayzata emerged from the Recession in the best shape having grown its per capita 

property value by about 28 percent, while Mendota Heights lost 1 per cent and North 
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Oaks lost 6 per cent of their tax bases per capita. In contrast, all of the cities with the 

smallest per capita tax bases lost property value over the period. Only Jordan and St. Paul 

Park lost less than 10 per cent of their per capita value, while Brooklyn Center lost about 

$20,000, or 29 per cent, of its per capita property value. By 2012, the city had a little less 

than $50,000 in homestead property per person, which a little more than one-quarter of 

the average value of a home in the Twin Cities, despite over 60 per cent of households in 

Brooklyn Center owning their homesteads. 

3.4.10 – Revenues vs. Expenditures for Largest/Smallest Property Tax Bases Per Capita 56 

Cities with the largest and smallest tax bases per capita relied more on property 

taxes than the largest/smallest counterparts, and less upon sales taxes, state aids, local 

government grants, and federal funds (Figure 3.20). They raised revenues from property 

taxes by about 30 per cent, and sales and other consumption taxes by 100 per cent. In 

addition, federal aid increased by 152 per cent. State aids and county grants decreased by 

69 per cent, FFUCs fell by about 11 per cent, and special assessments fell by 54 per cent. 

Revenue from bonds remained roughly the same. Figure 3.21 shows that the revenues of 

most cities were still larger in 2012 than in 2003. Revenues only grew by about 2 per cent 

overall, but Mendota Heights, Afton, Watertown and Jordan increased their income by 

more than 20 per cent. Only Chanhassen, South St. Paul, and Brooklyn Center had 

smaller revenue in 2012 compared to 2003. Brooklyn Center was hit harder by the Great 

Recession than any other city in the sample. It lost a little over 29 per cent of its revenue. 

This decrease is directly attributable to a 66 per cent loss in TIF, 67 per cent loss in state 

aids, a 66 per cent loss in county aids, and large swings in bond revenues over the decade.   
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The spending for cities with the largest/smallest tax bases per capita were less 

volatile during the Recession than those cities with the largest/smallest tax bases. Figure 

3.18 showed that spending increased only 1 per cent between 2003 and 2012 for per-

capita cities, which is notable because Figure 3.21 shows that Columbus, Mendota 

Heights, Wayzata, Afton, Watertown, Jordan and St. Paul Park all had double-digit 

increases in their percentage of expenditures. Most of these new expenditures, however, 

were off-set by equal or greater increases in revenue. In fact, only Prior Lake, Mendota 

Heights, and St. Paul Park had a greater increase in expenditures than in revenue. 

Chanhassen, South St. Paul and Brooklyn Center were the only cities with fewer 

expenditures per year by the end of the Great Recession than at the start, as they made 

significant cuts to their services. Collectively, the per-capita cities had a standard 

deviation of 8 per cent in their spending from 2003 to 2012, with a notable increase of 10 

per cent from 2007-2008, and a decrease of 12 per cent from 2011-2012. 

How much per-capita cities raised in bonds and paid toward debts and capital 

outlays during the 2000s partially explains their relative stability in spending. They 

averaged only $3 million in new bond debt per year. The wealthy generally cities did not 

need them, and the poor cities could no longer afford them. Although bonds also only 

comprised 2 per cent of their total budgets, it is notable that these cities paid about 22 per 

cent of their expenditures toward debt payments and capital outlays. Brooklyn Center, 

which had the smallest tax base per capita during the Recession, paid about 62 per cent of 

all debt and capital outlay expenses in this category of cities, while the much larger Prior 

Lake paid 10 per cent, the only slightly wealthier South St. Paul paid 5 per cent, and all 
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the other cities paid less than 5 per cent. Afton, Brooklyn Center, and St. Paul Park 

individually paid more than 40 per cent of their own expenses on debt payments and 

capital outlays, while Prior Lake and Jordan paid more than 20 per cent. The cities with 

the largest/smallest tax base per capita thus paid less of their total income in debt and 

capital outlays, and were able to pay existing debt by leaning more on their taxpayers 

while cutting services. Figure 3.22 shows that the strategy nearly paid-off, too. The per-

capita cities ran a $16.5 million deficit on aggregate, spending only spent about 1.5 per 

cent more than they collected. Unlike their counterparts in the other category of cities, 

they did not necessarily need more help from the state, although a little help would have 

helped these cities provide higher levels of services with balanced budgets. 

3.5 – The State's Response to the Plight of Cities 

 Property taxation and declining public infrastructure that often required bond 

issues or capital outlays had been a major budgetary issues since the mid-1980s, when the 

state began scaling back its LGA program, following then Governor Rudy Perpich’s 

declaration that city finances were a “local” issue.57 City finances are hardly a local issue, 

however, as individual cities do not set the marginal and effective property tax rates. 

Cities are actually agents of the state possessing well-specified fiscal responsibilities 

within their charters, but, paradoxically, only have limited control of their own finances.58 

The relationship between the State of Minnesota and cities helps the state stay out of the 

messy politics of matching non-excludable, non-rival services with local taxpayers, but 

also regulate the finances of cities to greater and lesser extents.  

Legislatures and governors used this flexibility to fund, or not fund, cities 
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between 2003 and 2012, depending upon how much the state needed to balance its own 

budget. They maintained the double-sided proposition that city finances were both a local 

issue, needing to be dealt with by local officials, and a state issue requiring legislative 

oversight to keep cities from overtaxing businesses and homeowners through local 

adjusted tax rates. This duality characterized the city finance debates and tax legislation 

of almost every legislative session during the decade. It was a decade of intense political 

inertia. The political infighting over such a “local” issue was quite remarkable. The state 

left cities in a financial limbo during the Great Recession, while the legislature and 

governor fought to stalemates that hurt city finances, the level of local services provided 

to taxpayers, and did not decide if city finance was in fact a “local” issue. 

3.5.1 – 2003 Legislative Session 

 The 2003 legislative session was characterized by a forecasted budget deficit and 

discord about the state's tax legislation. In November 2003, Minnesota voters elected 

Republican Tim Pawlenty, as governor, along with more than 60 new legislators. Shortly 

before he took office, the governor-elect and finance commissioner, Dan McElroy, began 

to identify ways to trim the projected $356 million deficit from the previous legislative 

session.59 Together, they urged the outgoing Governor Ventura to withhold a portion of 

the payments of local government aid (LGA) and market-value homestead credit 

(MVHC) reimbursement, scheduled to be distributed to cities and counties shortly before 

the end of December, but their pleas were ignored. Governor Ventura blamed the 

Republican-held legislature for ignoring his warnings about an oncoming deficit in the 

previous year, and consequently was in no mood to help the new governor.60 His 
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administration paid the state-promised aids to the cities and counties, leaving the 

Pawlenty Administration and the legislature to solve a budget deficit. 

Several months later the new governor released details of his budget 

recommendations. The Department of Finance forecast a $4.2 billion budget deficit over 

the next year and a half. The governor sought to impose severe cuts on city LGA and 

MVHC to address the deficit, along with new one-year tax levy limits, and a new 

referendum process that would allow property taxpayers to challenge the budget and 

revenue spending decisions of city councils. The legislature accepted the first two 

recommendations with a few changes, but rejected the referendum proposal after cities 

heavily criticized all three recommendations as unnecessarily punitive. They argued that 

the financial resources the state shared with cities accounted for only about 5 per cent of 

the state's total budget, however, the governor’s proposed cuts accounted for more than 

10 per cent of the state’s budget cuts.61 The Minnesota Legislature enacted an Omnibus 

Tax Bill in the 1st Special Session that reduced the LGA program by $122 million, or 18 

per cent, and significantly altered the formula for distributing the funds. It limited 

possible increases and decreases in LGA from year-to-year, essentially freezing LGA 

state expenditures, as the legislature sought to wean cities off “grandfathered” aid by 

2007.62 The legislature also withdrew $20 million in state reimbursement monies for 

Market Value Homestead Credits, cutting the pool from $86 million to $66 million.63 

Consequences 

While homeowners continued to receive their full property tax deductions from 

the MVHC in 2003, many metro-area cities were not fully reimbursed for them by the 
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state, and so were not able to collect the total amount of income they had budgeted for 

2003. They had expected to receive a 5 per cent increase from the previous year but the 

legislature actually reduced state aid by 8 per cent.64 Cities tried to correct for this loss by 

increasing their adjusted tax rates by 9.7 per cent on average, but only six cities among 

the sample group balanced their budgets or had a surplus at the end of 2003. Woodbury 

collected the largest surplus at $716,000, and St. Paul Park collected an extra $368,000, 

but the rest balanced their budgets. For all the other cities in the sample that ran deficits, 

most of them overspent by at least $150,000, but outliers, St. Paul and Minneapolis, 

overspent by $33 million and a decade-high $600 million respectively. 

3.5.2 – 2004 Legislative Session 

 The 2004 legislature did not address metro-area city financial issues. Mercifully, 

legislators failed to pass an Omnibus Tax Bill. It simply allowed the property tax levy 

limits from the previous year to expire for larger cities and for all cities in 2005, and 

allowed cities to find their own means of dealing with the de-facto $20 million reduction 

in LGA because of the 2003 formula changes.65 The failed tax legislation contained two 

provisions, the Republican's' Taxpayer’s Bill of Rights and the Democratic-Farm and 

Labor's (DFL) $60 million restoration of 2003 LGA cuts,66 which in tandem would have 

created a fiscal paradox. The DFL’s bill would have given an ambivalent state 

government more responsibility for funding cities, while the Republican’s Taxpayer's Bill 

of Rights would have simultaneously limited the power of cities to raise own-source 

money.67 Oddly, many legislators on both sides of the aisle reportedly approved of this 

seemingly incompatible compromise behind closed doors, but voted against it from "peer 
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pressure" within their caucuses. "I'm not supposed to say anything about twisted arms," 

said Dan Dorman, R-Albert Lea, who favored the compromise, "but we all got 'educated' 

on this."68  

Consequences 

Despite these reductions in state aid, metro-area cities did not raise their property 

tax levies dramatically, nor did they even collect the maximum amount of tax revenue 

allowed under Minnesota state law.69 The average value of homes in cities throughout 

Minnesota increased slightly in 2004, which meant their metro-area cities increased their 

adjusted tax rates 1 per cent more for homesteads to make up some of the lost revenue 

from the previous year.70 This shift in tax burden, however, came with hidden costs to 

city taxpayers. Cities cut expenses by reducing the size of the city workforce, and cutting 

some public services.71 These cuts had a positive effect on cities with the smallest tax 

bases and largest/smallest tax bases per capita, but less so on the cities with largest tax 

bases. Only ten of the cities ran a deficit in 2004. Most of the cities in the sample ran 

deficits under $200,000, but St. Paul overspent by $25 million and Minneapolis by $566 

million. Eagan also overspent by a decade-high $10.5 million, but only after paying about 

$17.5 million of its $33 million budget toward debt service payments and capital outlays. 

Most cities balanced their budgets or collected a surplus of under $100,000, with the 

exceptions of Chanhassen and Brooklyn Center, which collected an extra $2.8 million 

and $2.9 million retrospectively.   

3.5.3 – 2005 Legislative Session 
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 The 2005 legislative session began with greater optimism for bipartisan 

cooperation than in the previous year, but ended with bickering and relatively ineffective 

tax legislation. The session opened with Governor Pawlenty inserting a “truth-in-

taxation” initiative into his biennial budget.72 The DFL legislators in the Senate Tax 

Committee resoundingly defeated the initiative, and the DFL legislators responded by 

introducing HF 785/SF 318, which would have frozen city, county, and school property 

tax levies until the legislature restored funding for state aid programs.73 The DFL 

legislators introduced HF 1264 to establish a property taxpayers’ trust fund by diverting 

1.25 cents from the state sales tax, which would normally go into the general fund, into 

the city aid fund.74 The money would have supplied about 55 per cent of the revenue 

needed to restore LGA, and about 45 per cent of the revenue needed to fund the direct 

taxpayer relief programs, such as the homeowners’ and renters’ property tax refunds.75 

Neither bill passed. In a special session, legislators passed an Omnibus Tax Bill adding 

$48 million in LGA, cutting $17 million for the following two years to the MVHC 

program, and extending the length of time for ending the limited market value program 

for another two years.76 

The limited market value program was of particular importance to homeowners in 

Minneapolis and St. Paul and several suburbs. A Department of Revenue study had 

shown that 80 percent of homesteads in St. Paul would have had higher property tax bills 

in 2005, and 79 percent of Minneapolis homeowners would have paid more, too, had it 

not been for the legislation.77 Jeanne LaBore, of resident of south Minneapolis, found that 

fiscal control worked to her advantage when her house jumped in value by 36 percent, 
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although that still left her with a projected 33 percent increase in her property tax bill. 

LaBore said that the department's findings seem unbelievable, but she also could not say 

whether the limited market program ought to be saved or not. "I'm not sure if the current 

[legislation] is fair, and I'm not sure, if we phase it out, it would be fair," LaBore said. 

"[The Legislators] have to ride a fine line between [legislation] that's relatively simple but 

is complex enough to be fair.”78 The Revenue Commissioner, however, said striking a 

balance would be difficult. Sixty-eight percent of homeowners statewide were paying 

more taxes than he contended they should, while 27 percent also qualified for relief under 

the limited market value program. In other words, he said, they thought they were getting 

a break, when in fact they were helping foot the bill for other homeowners whose values 

were rising even more sharply. "There are no easy solutions in the property tax," 

Commissioner Salomone lamented. "[Phasing out the LMV Program] seemed like an 

easy one."79 

 In the 1st Special Session, the legislature included provisions in the Omnibus Tax 

Bill for individual cities who were badly affected in the two previous years. Legislators 

voted to allow the City of St. Paul to use up to $3.5 million of its sales tax revenue to pay 

for existing bonds and to issue new bonds. This provision helped the city raise $7 million 

in new bonds but that amount was somewhat overshadowed by the city’s $45 million 

deficit.80 Approving raises in local sales taxes was a common provision in the tax bill for 

cities across the state. City administrators were apparently displeased with substantially 

cutting their workforce and services in the previous year, and were still looking to expand 

their budgets through means other than LGA.81 
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Consequences 

The average market value of homesteads grew by almost 14 per cent and the value 

of rental properties grew by an average of 20 per cent in 2005.82 This increase was a 

substantial taxable market growth compared with 2003 and 2004. Many cities that were 

not targeted by state legislation in the special session increased property taxes, new bond 

issues and increases in FFUCs to deal with the financial strain of the Great Recession and 

avoid further decreases in their services. Fewer cities reduced their workforce or made 

overall spending cuts in 2005, suggesting that many cities’ financial circumstances were 

less acute than in the previous three years.83 The share of cities making cuts to their 

workforces fell from 26 per cent in 2003 to 5 per cent in 2005, but it made a little 

difference.84 Only eight cities in the sample ran a surplus during 2005, with Brooklyn 

Center grossing the largest at $3.2 million. Most of the other cities ran deficits of under 

$150,000, but the outliers, St. Paul and Minneapolis, again overspent by $45 million and 

$229 million respectively. 

3.5.4 – 2006 Legislative Session 

 The 2006 legislative session was similar to the 2005 session. Although the press 

held high hopes that a cordial and amenable atmosphere would prevail with upcoming 

mid-term elections, the 2006 legislature did not pass any substantial tax legislation.85 The 

Omnibus Tax Bill simply maintained the MVHC reimbursement cuts and LGA funding 

stipulated in 2006, but changed the LGA formula that limited both increases and 

decreases from year-to-year.86 The steady LGA was a welcome relief to many city 

councils, but it did not necessarily improve their fiscal health. They were still looking for 
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ways to increase their property tax base with an eye toward re-developing properties that 

had been abandoned or were blighted, such as Richfield had with Best Buy.87 SF 2750 

pre-emptively redefined eminent domain over a fear of the looming court battles over 

property rights.88 Legislators decided that the public benefits cities might attain from the 

redevelopment of these abandoned properties—including the increase in the tax base—

did not by themselves qualify as a public use to justify cities “taking” abandoned 

properties.89  

The legislature instead tried to give cities an incentive to grow their tax base, 

allowing them to issue more general obligation bonds, but did not provide additional 

direct funding. It increased the amount of revenue a city could raise through a bond issue 

backed by state city street aid (MSA) from about 50 per cent to 90 per cent of the last aid 

amount received, and then repealed the five-year maturity limit so the bonds could be 

paid back slowly.90 The bill also increased the maturity for sewer and water system bonds 

guaranteed by the U.S. Department of Agriculture from 30 years to 40 years.91 These two 

measures were supposed to abate a short-term income shortage for cities by taking 

greater advantage of the bullish bond market, but made transportation infrastructure more 

expensive for cities over the long-term.92 

 What tax legislation the legislature did not pass in 2006 was actually far more 

interesting than what it passed. Republicans took an even harder stance on property taxes 

than in previous years. They again introduced a Taxpayer's Bill of Rights,93 and an 

increase in the market value homestead credit.94 In addition, they introduced draconian 

city levy limits95 and a repeal of the metro-area revenue sharing.96 The DLF also took a 
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harder line on property taxes. It re-introduced generous LGA formula changes,97 revenue 

sharing for local sales taxes,98 full funding of LGA99 and MHVC reimbursements100 in 

their own colorful show of political posturing. The result, perhaps unsurprisingly, was 

that the legislature enacted few financial provision with a net benefit for cities other than 

the tax bill. "We had all kinds of stuff in that bill," said David Tomassoni, DFL-Chisholm. 

"If the governor wants these things to happen, he needs to come down out of the skybox 

and get on the playing field.”101 The governor’s office gave short shrift to the inter-party 

criticism, stating that they were not a “priority” for democrats either.102 Although both 

parties may have satisfied their constituencies by reenforcing prosaic philosophical 

exchanges about the “nature” or “essence” of fiscal control with impassable bills, what 

they actually passed benefited few taxpayers, and neither position, of course, 

acknowledged the difficulty cities had in raising enough funds to balance their budgets.    

Consequences 

 The state’s ambivalence toward funding cities took a heavy toll on some metro-

area cities. The tax bases of metro-area cities grew by almost 12 per cent in 2006,103 and 

cities tried to make up deficit monies from the previous years by increasing their levies 

by about 8 per cent.104 These improvements, of course, were hardly a basis on which 

politicians could highlight their economic platform for the upcoming state government 

elections, and it showed in the voting results. Many cities still did not realize the full 

amount they had budgeted. Eight cities in the sample ran decade- or near decade-high 

deficits during 2006, for which Minneapolis topped the list at $474 million. Twelve cities, 

however, were able to balance their budgets or had a surplus, and several more cities, 
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including Chanhassen and Columbia Heights, ran their smallest deficits during the 

decade. 

3.5.5 – 2007 Legislative Session 

 The state elections that coincided with the federal mid-term elections dramatically 

changed the complexion of the Minnesota Legislature. At the start of the 2003, the 

Republicans controlled the House by an 81 to 53 margin, while the DFL controlled the 

Senate with a relatively slim 35-31 margin and one senator was elected as an 

independent. After the elections in the fall of 2006, control of the House switched to the 

DFL, which picked up 19 seats and entered the 2007 with an 85-49 majority, while in the 

Senate DFL control increased from 23 to 44. Governor Pawlenty was re-elected to a 

second term, as one of the few constants left over from the previous elections. These 

changes had significant effects on tax legislation in 2007. This new legislature suddenly 

had a unified purpose, but it also had a powerful political opponent in the governor, and 

he worked hard to slow the speed at which the legislature might reach its goals.105 

 The legislature set local tax relief as a high priority for the 2007 session. DFL-

legislators introduced HF 2294 to raise income taxes on the highest income earners, and 

allocate the extra monies for property tax relief for homeowners and renters in the 

Omnibus Tax Bill.106 The governor promptly vetoed HF 2294, which further fueled the 

legislature’s desire to provide property tax relief. The final Omnibus Tax Bill included a 

set of scaled-back property tax reductions, including $70 million in additional local 

government aid funding and $32 million in additional funding for homeowners and 

renter’s refunds. The governor again vetoed the bill, stating that it would put government 
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growth on “autopilot” because it factored inflation into the state’s budget forecasting. The 

governor’s reasoning, which was highly unpopular with legislators and many property 

taxpayers in the Twin Cities, was summarized by one particularly vociferous response in 

the Star Tribune:  

Governor Tim Pawlenty wantonly vetoes $125 million in property tax 

relief, $83 million in support for critical city and county services, just to 

preserve the right to forecast the state budget in a lopsided manner? What 

a remarkable insult to the people of Minnesota. Currently, state budget 

forecasts—and forecasts are forecasts, not "auto-pilot" appropriations—

are done assuming inflation in revenues and not in expenditures. If the 

governor objects to inflation in the forecast, then he should move to 

change the law to exclude inflation from both revenues and expenditures. 

He hasn't called for this. So that Pawlenty can claim phantom surpluses 

thanks to this fallacious forecasting method, we all face property tax hikes 

and strained core government services. That is not an even trade.107 

 

Jon Commers was only partially right. Without an Omnibus Tax Bill or additional 

appropriations legislation, all cities received MVHC reimbursements for the first time 

since 2002, and LGA was distributed by the general formula.108 In that respect, 

intragovernmental discord worked well for metro-area cities in 2007. The author, 

however, was right about the tax hikes and strained government services. 

Consequences 

The state had distributed almost all of the appropriated LGA funds through a 

general formula in 2007, but the subsequent upswings or downswings in these aid 

payments created budgeting challenges for cities that required additional funding. Annual 

growth in the total market value of city property slowed by more than 30 per cent over 

the course of the year.109 From 2006 to 2007, total market value grew 11 per cent, but 

from 2007 to 2008, it increased only 7 per cent, adding only a little new property wealth 
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to tax.110 The decrease was modest given the market conditions at the start of 2007, and 

the marked decline in the growth of homestead values.111 They increased by only 5 per 

cent, which was by far the lowest of all classes of property.112 Homeowners’ proportion 

of the total property wealth shrunk by another 2 per cent in 2007, reflecting the steep 

decline in the housing market in Minnesota.113 

Cities confronted the decline of the housing market rather ineffectively. The 

mortgage foreclosure issues, in particular, resulted in decreased taxes, property 

abandonment and maintenance issues, and delinquent property taxes for homestead 

properties, all of which reduced revenues and brought additional costs. Cities had to 

increase public safety services to help maintain property values by preventing break-ins 

and copper theft in vacant homes, and addressing neglected maintenance, such as snow 

shoveling and garbage removal.114 Cities generally drew from their budget reserves, once 

again, to offset some of the new cost, and increased FFUCs or residential property taxes 

to offset the rest. This latter raise was somewhat limited, however, because the value of 

homes increased so little. Only seven of the sample cities actually managed to balance 

their budgets or collect a surplus in 2007, with South St. Paul collecting the largest 

surplus at $304,000. Most of the cities ran a deficit of over $200,000, including Shakopee 

and St. Paul Park at roughly $2.5 million, St. Paul at $10 million, Minneapolis at $188 

million, and, finally, Woodbury overspent by $18 million after paying over $37 million to 

bondholders and capital outlays. 

3.5.6 – 2008 Legislative Session 

 The 2008 Minnesota Legislature met their city finance challenges with more 
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direction than in the previous year. The DFL-controlled legislature convened in early 

February to face a projected $935 million budget deficit for the 2008-2009 biennium, 

requiring the legislature and the governor compromise on property taxation from the 

outset. The Omnibus Tax Bill included a provision for levy limits that would increase 3.9 

per cent per year for the next three years, increased LGA for cities by $42 million, and 

promised to increase state aids by 2 per cent in 2010 and 4 per cent in 2011.115 None of 

these changes provisions made a substantial difference to most cities already running 

deficits, cities needed more from the state to make up for financial losses in previous 

years  

The legislature tried to give cities this help by improving the attractiveness of city 

bonds. HF 3722 changed the guaranteed building-debt statute for counties to include 

cities. The legislature hoped giving cities $500 million of guaranteed debt would help 

cities finally take advantage of a bullish bond market. If the state paid part or all of a 

bond payment, it automatically assumed a full-faith-and-credit pledge to repay the 

bond.116 This provision applied only to city bonds that funded building jails, correctional 

facilities, law enforcement facilities, social services/human services facilities, solid waste 

facilities, or qualified housing. This legislation also covered general obligation bonds 

issued that funded the construction, improvement, or rehabilitation of wastewater 

facilities, drinking water facilities, storm-water facilities, or any publicly owned building 

or infrastructure receiving partial funding from grants awarded by the state. 

While these policies were not exactly ideal to city governments, HF 3722 had 

some unforeseen flaws that allowed cities to benefit beyond what the legislature had 
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intended.117 The state authorized many cities to use excess revenues earmarked for TIF 

financing for other purposes, and to include the increases in the property values of these 

districts in their calculation of adjusted rather than gross total property value.118 These 

latter provisions ensured that cities not only had a little extra flexibility to meet some 

smaller spending needs, but that any new real estate developments that increased tax 

revenue did not negatively affect their local government aid, county programs, and school 

aids.119 The legislation did not mandate how cities could spend bond revenues but defined 

what kinds of projects were eligible. Minneapolis, for example, used the funds to 

refinance debt the city incurred to buy the Target Center and free property taxes for other 

programs. The legislature did not make clear whether cities could spend the new bond 

monies on repaying older debts, but one of its crafters, Senator Scott Dibble, DFL-

Minneapolis, said that was not his “intent.”120  

Consequences  

The additional promises of state aid and state-backed bonds actually helped cities 

reduce their tax levies. Cities only increased their adjusted tax rates to include an 

additional 1 per cent of the total property tax base, increasing their total revenues by $100 

million for 2008.121 The growth in the value of rental properties slowed to 14 per cent, 

and the commercial/industrial properties slowed to about 11 per cent. Homes made up 

almost 66 per cent of total property wealth during 2008, but with the applied exemptions 

and exclusions remained at 56 percent of taxable property wealth.122 While a larger 

percentage of cities reported they could better meet their budgetary needs in 2008 (26 per 

cent) than in 2003 (12 per cent), it does not follow also that these cities were in good 
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fiscal health.123 

The financial landscape was bleak for cities at this point in the Great Recession. 

The share of metro-area cities predicting improved financial circumstances in 2008 was 

at its lowest since 2004—the year following the first drastic cuts to LGA.124 The average 

homestead property tax increased over 65 percent between 2002 and 2008, placing heavy 

burden on homeowners. Cities responded by once again making cuts to their budgets, 

decreasing spending on capital outlays and public safety.125 Cuts to infrastructure 

spending meant cities delayed, scaled back, or canceled planned project unless financed 

through debt-financing bond issues. Even so, more than 80 percent of cities had trouble 

meeting debt service payments because homeowners did not pay their taxes or paid them 

late, and almost two-thirds of cities saw their reserves and public safety funds shrink 

further.126  

Since reserves generally help cities keep interest rates down on their bond 

payments, and low reserves or non-payment of bonds make interest rates rise, spending 

reserve funds for general expenditure needs made city government more expensive across 

the metro area, even with state-guaranteed bonds. Cities, taxpayers and future taxpayers 

looked in tough shape during 2008, and the Minnesota Department of Revenue 

Commissioner expressed as much. “Minnesota’s tax system is more regressive now than 

it was a decade ago,” he said.127 “Despite a slight improvement the system remains 

notably more regressive than the historical average since 1991.”128 In total, thirteen cities 

in the sample managed to balance their budgets or collect a surplus in 2008, more than 

double the number that had done so in 2007. Most of these cities collected a surplus of 



114 

less than $100,000, except for Blaine, which had by far the largest surplus, a little less 

than $1 million. The remaining cities ran small deficits, with the exception of Woodbury 

at $7 million, St. Paul at $23 million, and Minneapolis at $141 million. 

3.5.7 – 2009 Legislative Session 

 The 2009 legislature convened to face a $2.7 billion state budget deficit without 

the bipartisan spirit of 2008. The DFL-controlled legislature prioritized removing the levy 

limits from enacted the previous year, but Governor Pawlenty did not find this 

acceptable. In fact, he threatened to veto the Omnibus Tax Bill unless the levy limits 

remained and LGA cuts were increased.129 Unsurprisingly, city administrators were 

outspokenly unhappy with the governor’s threat. "We have struggled since 2003 when 

the governor first balanced the budget of the state of Minnesota when they had a deficit 

back then, primarily on the backs of local units of government," said St. Paul Mayor, 

Chris Coleman.130 "This is another part of the proposal where cities would bear a 

disproportionate share of the burden."131 St. Paul had already made significant cuts over 

the years, he said, "in trying to do more with less."132  

St. Paul, of course, was not alone. Many other cities faced short-term revenue 

problems in the metro area near the height of the foreclosure crisis. The financial crisis 

wrought havoc among many homestead property owners in the metro area,133 homestead 

owners in Minneapolis, St. Paul and the older first ring suburbs. As many as 55,000 

homeowners were involved in 17,335 foreclosure proceedings in 2008, which was 

roughly a 29 per cent increase from the previous year and comprised two-thirds of all 

foreclosures in the state.134 Homestead owners in the metro area needed the legislature 
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and governor to cooperate and compromise over tax legislation, and they got a little of 

both in the end. 

The legislature eventually sent an Omnibus Tax Bill to the governor on the last 

day of the session that included neither of the governor’s provisions.135 He promptly 

vetoed the bill, action that prompted an unallotment scenario. Under Minnesota state law, 

the governor can reduce, defer, or suspend spending to avoid a budget deficit that would 

violate the state’s constitution.136 Using his authority the governor reduced the payment 

of LGA and MVHC reimbursements to cities with populations over 1,000, almost every 

city in the metro area. He also enforced the three-year levy limits imposed in the previous 

year. Although the limits had seemed a reasonable compromise twelve months earlier, the 

inflation rate increased by 6.1 per cent during this time, and the levy limit formula only 

allowed cities to increase levies by 3.9 per cent.137 These two actions initially gave cities 

more financial difficulties, but they eventually received some much-needed help.  

As part of their six-month wrangling, the State passed HF 1298, which made 

minor but important modifications to levy limits. Under the original Omnibus Tax Bill 

that did not pass, reductions in LGA through unallotment automatically resulted in a 

higher levy limit. In contrast, MVHC reimbursements were a replacement for a portion of 

each city’s property tax levy, and reductions did not result in a similar increase in each 

city’s levy.138 Under the new levy limit legislation, the state would allow cities that had 

lost MVHC reimbursement through unallotment to declare a special levy for the 

estimated amount lost. If this special levy did not provide enough income to sufficiently 

cover the amount lost, then cities were authorized to sell certificates of indebtedness, 
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which matured in two years, for the amounts needed. This, essentially emergency 

borrowing law, required each city to increase property taxes to pay the principal and 

interest on the certificates, and permitted cities with populations over 2,500 to declare the 

debt service as a special levy that the limits did not cover.139 This latter provision helped 

city governments and their struggling taxpayers during the next two fiscal years, but it 

was a small compromise that came only at the eleventh hour.  

Consequences 

Having new authority to declare a special levy meant government became more 

expensive in the long-term. Problems created by foreclosures had strained city budgets as 

demand grew for a higher level of existing services without the means to pay for them, 

About one-third of metro-area cities actually scaled back their expenditures by cutting 

maintenance and labor force, and balancing their budgets without drowning in 

insolvency.140 Twenty-one of the 28 cities in the sample balanced their budgets or 

collected a surplus during 2009. Blaine, Chanhassen, Maple Pain, and Jordan collected a 

surplus of less than $100,000; Eagan, Elko New Market, South St. Paul, and Watertown 

collected a surplus of less than $200,000; and Minneapolis collected a tidy surplus of 

over $8.5 million, its only surplus of the decade. St. Paul and Woodbury, by contrast, ran 

deficits of over $1.5 million, and Brooklyn Center ran a deficit of over $14 million, 

which erased all the surpluses combined in the sample for 2009. Brooklyn Center 

continued its struggle to balance its budget, with almost 53 per cent of all of its 

expenditures going toward debt service payments and capital outlays.  
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3.5.8 – 2010 Legislative Session   

The 2010 session opened with an unresolved $994 million deficit, a lawsuit 

challenging Governor Pawlenty’s use of unallotment authority, and an awareness that 

every legislative seat was up for election or re-election in the fall of 2010. The Minnesota 

Supreme Court ruled in early May 2010 that the governor had exceeded his budget 

unallotment authority, but Governor Pawlenty still counted unallotment as a political 

victory.141 “We took matters into our own hands, because we didn't have the legislature 

agreeing with us last summer,” he said after the court's decision.142 Ann Merrick, of the 

The Wall Street Journal, however, was not so certain. She thought "[t]he ruling could 

increase tensions between the governor, who has made blocking tax increases a signature 

move, and the legislature controlled by the Democratic-Farmer-Labor Party, which has 

balked at the size of Mr. Pawlenty's proposed budget cuts.”143 Given the severity of the 

financial challenges facing the state, and the strained relationship between the DFL-

controlled legislature and the governor, a number of capitol observers were not expecting 

the relatively smooth compromises of the previous session.144 

The governor convened a special session, before the regular session, to ratify the 

bulk of the unallotments retroactively, since cities had already been acting under those 

measures, including both LGA and MVHC reimbursements reductions.145 The legislature 

agreed to the governor’s request, but also drove a hard but successful bargain over the 

governor's new proposed cuts to city funding in the regular session. Hoping to avoid any 

political consequences for agreeing to cut city aid for a second consecutive year, the 

DFL-controlled legislature argued that hefty additional cuts to those already specified in 
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the special session would critically hurt cities already short on cash.146 The two sides 

eventually agreed to reduce city MVHC and LGA payments by a combined $52.5 

million, which cut city allotments by more than $180 million when coupled with the 

agreed-upon unallotment reductions.147 The Omnibus Tax Bill also included a new 

provision that validated the “special levies” declared by cities with over 2,500 in 

population to replace their losses in LGA and MVHC reimbursements. The legislature 

had to validate the special levies because the original levy limit law in 2010 only allowed 

cities to declare special levies for unallotment losses. Since the Minnesota Supreme Court 

nullified the unallotment actions of the governor, cities needed the legislature to amend 

the law so they could lawfully impose special levies to replace the cuts in LGA and 

MVHC reimbursements.148  

Consequences 

 Recouping lost monies from the state became very important for cities in 2010. 

The slowdown in the growth of taxable property wealth reached its nadir in that year, as 

the total value of taxable city property wealth decreased by 3 per cent between 2009 and 

2010. All categories of taxable property—homesteads, rental properties, and 

commercial/industrial property—statewide decreased in value in 2010 for the first time 

since the Great Depression.149 This decline suggests that assessed values of taxable 

property in the metro area finally reflected the depressed housing market. Almost 9 in 10 

cities with populations over 10,000 lost taxable homestead value, but this surprisingly 

had little effect.150 Only thirteen out of the 28 cities ran deficits during 2010. Most of 

those deficits were under $200,000, with the notable exceptions of the $4.8 million 
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overspent by Brooklyn Center, the $7 million by St. Paul, and the $10 million by 

Minneapolis, parenthetically its smallest deficit of the decade. Eagan, meanwhile, 

collected the only large surplus among the sample cities at $800,000. 

3.5.9 – 2011 Legislative Session 

 The general elections in fall 2010 changed the make-up at the state capitol. DFL 

candidate Mark Dayton replaced Governor Pawlenty, while the Republicans gained 

control of both the state House and Senate for the first time since 1971. These changes 

resulted in a session that resembled the 2006 session. Legislators would pass tax 

legislation, eventually and painstakingly, but it was the decisions—or lack of decisions—

in response to the budget crisis facing cities that would characterize the actions of the 

new government. Its biggest challenge, like that of its predecessor, was another large 

budget deficit. The Minnesota Department of Management and Budget projected a $2.5 

billion deficit for the next two years.151 The state once again faced tough choices about 

how it could fulfill promises made to cities in previous legislation, or even what promises 

it could reasonably make. Rudy Perpich may have begun the push toward property 

taxation becoming a largely “local” issue, but the 2011 state government had to decide to 

what extent it would accept or reject that the fiscal control paradigm. Promising cities 

funds without delivering them, or cutting funds without providing for alternative sources 

of income, simply had not worked politically for either party in the past. 

As the 2011 session progressed, it became increasingly clear that Governor 

Dayton and Republican leaders in the legislature would have difficulty reaching 

agreements on taxing and spending issues. They remained about $2 billion apart over the 
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size of the state budget for many months. The governor preferred higher levels of state 

spending on cities, while Republicans insisted on greater reductions to spending, 

particularly on LGA through HF 130.152 They seemed destined for an impasse and 

government shutdown, which Governor Dayton admitted when he sent a letter to 

legislative leaders outlining his expectations for negotiations on the state budget. He 

stated that he would not begin budget negotiations until the House and Senate finalized 

their conference committee reports on the state budget. This stance made the budget 

negotiations an all or nothing prospect: 

I made it very clear I'm not going to sign any of them until I agree with all 

of them. I don't agree with any of them yet," said Governor Dayton. "I 

don't expect to convert them to my point of view, and they're not going to 

convert me to theirs. The people of Minnesota elected us all to share the 

responsibility of governing this state, and that means that we work 

together, and it means no one gets it all their way. And that's what they 

want.153  

 

The governor, too, wanted his own way, and it did not include cutting state aid to cities or 

eliminating all state payments to Minneapolis and St. Paul by 2015. The standoff resulted 

in eight vetoed appropriations bills, a vetoed Omnibus Tax Bill, and a short-term state 

government shutdown.     

 Nearly two months later, the legislature and governor finally agreed to pass the 

Omnibus Tax Bill during a special session, but the financial landscape looked eerily 

familiar to city administrators and councils. Although 2011 LGA and reimbursements 

were largely disappointing to city governments, most of the cuts were not as dire as 

predicted. The state government retroactively cut local government aid by roughly $102 

million, leaving a total appropriation of $425 million for the LGA program for 2011.154 
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The provision to lower LGA funding in the tax bill was essentially identical to the 

Republican-proposed bill. The legislation then extended the 2010 cuts for at least two 

years, so through fiscal year 2012, while it fixed LGA appropriation at $426 million 

thereafter and would distribute the monies by the general formula once more.155 Fixing 

the funding amount and staying future cuts was bittersweet news for Minneapolis and St. 

Paul, which received almost 90 per cent of LGA funds in the metro area. The provisions 

would make their state aids much easier to predict, but capping the funds meant they 

could no longer impose special levies to make up for the LGA cuts. Paradoxically, 

Minneapolis and St. Paul probably would have been better off financially if the state had 

promised more LGA and delivered much less.  

 The Omnibus Tax Bill also extended the previous session’s MVHC 

reimbursement reductions in 2011, totaling approximately $48 million, but eliminated the 

MVHC program and city reimbursement after that year.156 Replacing the MVHC program 

would be a Home Market Value Exclusion (HMVE) program.157 The program deducted a 

portion of the assessed value of a homestead before the city calculated the tax bill, rather 

than giving property owners a credit on their actual bill. The new tax-relief program 

would provide homeowner relief by shifting taxes to all other types of property rather 

than covering the property tax credit with a state reimbursement. This change did not 

have significant financial consequences for cities for 2011, but it would relieve cities 

from the ambivalent attitudes of legislators toward paying MVHC reimbursements, 

especially in times of state budget deficits, starting the next year.158 Cities would be able 

to far more easily predict their budgets in future years with the MVHE, but they could no 
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longer impose special levies to make up for the revenue lost to unpaid MHVC 

reimbursement. It was a shrewd political move on the part of the state government to de 

facto nullify a taxing power, in the name of compromise and financial stability, it had 

granted to cities in 2010. 

Consequences 

 The downward trend in the growth of property values accelerated in 2011. The 

total property value for metro-area cities decreased roughly 6 per cent, compared to a 3 

per cent decrease in 2010. The value of each category of property except for “other” (e.g., 

cabins, bed-and-breakfasts, and certain marinas) also fell.159 The tax levy limits imposed 

in the 2009 legislative session hampered the ability of cities to raise their adjusted 

property tax rates. More than two-thirds of metro-area cities were not able to generate the 

property tax revenues they had levied. The levy limits forced city governments to face 

very tough, but now familiar, choices about what services to provide, how to provide 

them, and at what level.160 These choices are difficult for city administrators at the best 

times, but fiscal year 2011 made them acutely difficult.  

Local officials know that the property tax is the least favored of all taxes, even if 

it has the greatest benefits to the individual taxpayer, but that knowledge weighed them 

down as they considered how to reduce costs by cutting services again.161 Most cities in 

the end did not directly cut their spending in 2011. They continued spending at the same 

level as 2010 (which meant that they reduced spending when adjusted for inflation).162 

Once again, 13 out of the 28 sample cities ran deficits. Brooklyn Center overspent by $2 

million, Woodbury by $3 million, St. Paul by $7 million, and, finally, Minneapolis ran 
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another huge deficit at $274 million. Shakopee, by comparison, stood alone among cities 

that balanced their budgets or collected a surplus, at $1.8 million, its largest of the 

decade.  

3.5.10 – 2012 Legislative Session 

 The impasse over the state budget between Governor Dayton and the Republican-

controlled legislature in 2011 left residual animosity and political uncertainty that loomed 

over the 2012 session. The state received good financial news, however, just before the 

2012 legislative session convened and it lightened the querulous mood at the Capitol. In 

December of 2011, the Minnesota Management and Budget office (MMB) announced 

that not only would the state have its first surplus in over a decade, and seemingly mark 

the end of the Great Recession, but that the surplus would be large—about $876 million 

for the next two years.163 The news improved in late February, just after the legislature 

convened, when the MMB revised its surplus estimate to include an additional $323 

million, bringing the total projected surplus to about $1.19 billion.164 The MMB 

attributed the surplus to a combination of slightly higher-than-expected income tax 

revenues, which it projected to reach $93 million, and slightly lower-than-expected 

expenditures, down an estimated $230 million from 2010 and 2011.165 Legislators could 

finally dispense with impotently kowtowing to their constituencies over local financial 

support, while simultaneously squabbling with each other year-after-year over how to 

subtly, and not so subtly, undermine the tax bases and fiscal wealth of cities in the metro 

area and greater Minnesota.  
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 Perhaps not knowing what to do with such a breadth of freedom to implement a 

more practical fiscal control, the governor and legislature made hard work of passing 

substantive tax legislation. The session did not yield significant financial relief for cities, 

nor did it make meaningful progress toward restoring the state-local fiscal relationship 

that had been deteriorating since 2001. The governor vetoed the first Omnibus Tax Bill166 

because it contained so many tax cuts (i.e., tax relief measures) that the state would have 

run a deficit in a few years.167 House Taxes Committee Chairman, Greg Davids. R-

Preston, called the bill a "smokin' hot tax bill," but House Minority Leader Paul Thissen, 

DFL-Minneapolis, replied that, "It's smokin' hot only because it's going to be burning a 

hole in our state budget168" The governor then vetoed a second, similar, Omnibus Tax 

Bill,169 with Thissen again stating that "[h]ad [the Republicans] read the initial veto letter 

they would have realized that it was not a tax bill [the governor] would ever sign.”170  

In the absence of extensive Omnibus Tax Bill, the state passed a much smaller 

one that reduced LGA amounts established in the previous session, but did not renew the 

newly expired tax levy limits.171 Allowing the previous limits to expire helped cities 

make up for the reductions in the assessed value of residences under the new exclusion 

law, but did not add new revenues to city coffers. The state, however, also passed an 

Omnibus Bonding legislation that included over $30 million in affordable housing bonds, 

$30 million for local bridge replacements, $15 million in wastewater infrastructure 

funding, $6 million for the Wetland Road Replacement Program, and $4 million for 

storm sewer inflow and infiltration abatement grants.172 Metro-area cities still 

experienced tough financial conditions in 2012, but at least this time the state helped 
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them add some new revenues for capital intensive projects, even if they were only bonds 

assumed by the state. 

Consequences 

In the short term, cities welcomed this approach. Property values decreased by 9 

per cent from 2011 to 2012.173 Although much of this decrease was due to the new 

HMVE, if one excludes the program, the growth in homestead property values still 

declined by 3 per cent.174 For the second year in a row, each category of property except 

for “other” also fell. City levies consequently increased only about 0.9 per cent to offset 

the HMVE; and increasingly from the declining wages of metro-area homeowners.175 

Metro-area cities experienced revenue shortfalls from delinquent property tax payments, 

housing foreclosures, small business closures, and stalled development, all of which 

stemmed from the Recession and slow recovery.176 Metro-area cities once again adjusted 

their operating expectations to the “new” normal from the Great Recession. They once 

again set about balancing their budget deficits by making a combination of cuts to local 

services, instituting layoffs, implementing other kinds of reductions, and increasing 

FFUCs.177 Nineteen of the 28 sample cities balanced their budget or ran a surplus in 

2012. Most of the cities that ran a surplus collected an extra $200,000 or less, with the 

notable exception of the extra $1.5 million collected by Brooklyn Center and the $3 

million surplus collected by St. Paul. Unfortunately, the limited number of cities running 

a deficit far exceeded all those who ran a surplus. Most of them ran a modest deficit of 

$200,000 or less, with the notable exception of the $1.5 million overspent by Prior Lake 

and Woodbury, and the $60 million overspent by Minneapolis. The Great Recession 
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ended, then, on a sour note. The state was finally had the financial means to help cities 

again, if politicians could collectively decide to do so, but cities were still running deficits 

despite having much smaller budgets than when the Great Recession began. The year 

2012 ended with a cautious optimism about the future of local services levels in the metro 

area, but also with a good deal of uncertainty about how cities would fare in another 

recession.    

3.6 – Conclusion 

Legislators spent a substantial amount of time kowtowing to constituents, who 

wanted reform of one kind or another, but ultimately their fiscal control of cities stayed 

the same. It neither worked well, nor worked disastrously; some cities speculated 

successfully through the stimulus cycle, while some failed and wasted their revenues; 

businesses paid more than their fair share of taxes, but they also receive more than their 

fair share of public investments; the state reduced its contribution to the volatility in city 

budget forecasting, but also reduced city budgets through withheld resources; 

Minneapolis and St. Paul suffered, but most other cities did reasonably well. In this 

manner, the state did much and achieved little through its fiscal control paradigm. To be 

frank, however, I think “nothing” is exactly what was supposed to happen. The state’s 

fiscal control is not about influencing local economies in a specific direction, or creating 

an economic trajectory for the metro area. It is about taking no direction at all, while 

putting out local economic fires, so to speak, at a reasonable cost.  

This inertia, which I have been calling ambivalence, at least partially explains 

how reform always seems needed but rarely happens, and how the financial math of both 
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the left and the right is so complex but never appears to add up to much. The provision of 

local services in the metro area is not a mathematical conundrum at this point, or a 

problem with striking the right statistical balance between the tax burdens and benefits of 

different types of owners and non-owners. Economists and the Department of Revenue 

have already done this work thoroughly, and they are unlikely to find a new mathematical 

fix for city budgets problems. What property owners in the Twin Cities are encountering 

is a political problem.  

The great economist, Paul Samuelson, once said that, “Mathematics has no 

symbol for confused ideas.”178 I think both the sample data and the legislative session 

vignettes ultimately suggest that metro-area cities suffered, and continue to suffer, from 

muddled ideas about city finances, and, perhaps more importantly, from the lack of an 

economic vision.  Fiscal control can help implement meta-ideas about what the state and 

its property owners “want” from locally provided services, the role that property 

ownership “should” play in the social order of the Twin Cities, and exactly “how” to 

establish that order in the face of economic realities that are partially beyond their 

control. Doing so, however, will require state legislators to ask more fundamental 

questions outside of the fiscal control paradigm, especially about how their labor and 

wage legislation affects city finances and property owners in a service economy. Right 

now, they treat city finances in isolation, as a local and/or state funding issue, but it is as 

closely tied to state economic legislation as the state’s own funding. If state legislators 

want to break away from two decades of outdated thinking about city finances, they must 

perceive fiscal disparities from a different perspective, and one that ultimately ends as 
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part of a larger, long-term social objective. 
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Chapter Four 
 

Regionalism, the Demand for Services, and the Twin Cities’ Income 

Conundrum 
 

This chapter places the findings of Chapters Two and Three into a more academic 

context. Minnesota legislators, and indeed some academics, have long assumed that fiscal 

control would permanently reduce disparities between cities and taxpayers by providing 

households with greater physical mobility to live where they work. If the state 

standardized the pattern of urban development within cities, limited territorial expansion, 

gave incentives to build “affordable” housing that would help workers relocate from 

poorer cities to wealthier, suburban job centers, in theory it would redistribute household 

income in the metro-area, specifically the earning inflows and outflows between second- 

and third-ring suburbs and Minneapolis, St. Paul and the first-ring suburbs, and create 

greater possibilities for households to achieve greater economic mobility—or moving 

into higher income brackets with greater disposable income for unspecified wants and 

needs. Greater physical mobility, however, may not be as important for economic 

mobility as previously assumed.  

Although some form of continued fiscal control seems necessary to help cities 

produce services and to meet gaps in demand between cities, the academic literature that 

promoted the fiscal control of cities curiously did not provide much evidence that fiscal 

control can permanently improve the effective demand of individual taxpayers. In fact, 

the disparities among cities and taxpayers in the metro area are currently greater than they 

were when the fiscal control paradigm began in the 1960s. Obviously, there is a weakness 
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somewhere between the theory and practice of fiscal control, and this chapter argues that 

the weakness lies in how poorly the fiscal control paradigm addresses consumer 

purchasing power. 

The Minnesota Legislators and some influential local scholars, specifically the 

regionalists, have not helped the state develop tax legislation to bridge the weakness 

between theory and practice of fiscal control over the last decade or so. For many years, 

these scholars have been advocating for fiscal control so homogeneously that most 

discourse around tax base and taxpayer disparities falls into narrow debates about greater 

degrees of state control over urban development, greater revenue sharing between cities, 

affordable housing subsidies, and greater physical mobility for low- and moderate-

income earners. From 1960s through the 1990s, fiscal control was probably the 

appropriate paradigm to address disparities between cities and taxpayers because the 

relatively steady rise of household income kept pace with the total value of property in 

the metro area. Today, however, fiscal control is ill-fitted to address the fact that effective 

demand has largely stagnated over the last 15 years because household income has 

stagnated while the total value of property rose enormously. I argue that the fiscal control 

paradigm is simply too narrow now to provide permanent long-term solutions for weak 

effective demand, and may actually preclude the possibility of the state helping 

households achieve greater economic mobility through other means, specifically through 

a more direct re-distribution of income. Homestead owners currently cannot prevent 

cities in the metro area from running deficits in practice, because homestead owners 

collectively do not have the means to both maintain their properties and pay for public 
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services irrespective of fluctuations in the economy.1 

4.1 – The Built Landscape and Regionalism 

The implicit use of Keynes’ work as the basis for the Minnesota Legislature’s 

fiscal control of cities, described in Chapter Two, is not necessarily synonymous with 

Keynes himself. Tax relief, regional sharing, and financial aids to cities in Minnesota are 

generally in conflict with the narrow breadth of Keynes own thinking about government 

spending. Keynes thought governments should spend on behalf of people and 

corporations so that individuals could save their wages and corporations could hire more 

people, and therefore create greater demand for workers and higher general wages.2 He 

did state that controlled economic development, or the controlled movements of people 

or businesses, could be an aide to an ailing economy during times of recession or 

depression. But he never envisioned such policy would become permanent.3 “Keynes 

indeed had the revelation [...] that laissez-faire is outmoded; the excrescences of 

capitalism must be removed; government control of money, interest, savings, and 

investment is recommended; but individual liberties to choose occupations, to select 

goods for consumption, to make profits, should not be impaired.”4 Despite this general 

focus on demand, bits and piece of Keynes’ economic theory have been pervasive in 

Minnesota policy to control the production of public services from the 1960s through 

today. They have informed much of how we understand the built landscape.      

 David Harvey in Limits to Capital probably best summarizes the knowledge 

produced from the discourse about the built environment and fiscal control in the 

economic and planning literature over the last 140 years:  

The built environment comprises a whole host of diverse elements: factories, dams, 
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offices, shops, warehouses, roads, railways, docks, power stations, water supply and 

sewage disposal systems, schools, hospitals, parks, cinemas, restaurants—the list is 

endless. Many elements - churches, houses, drainage systems, etc.—are legacies from 

activities carried on under noncapitalist relations of production. At any one moment the 

built environment appears as a palimpsest of landscapes fashioned according to the 

dictates of different modes of production at different stages of their historical 

development. Under the social relations of capitalism, however, all elements assume a 

commodity form. 

Considered purely as commodities, the elements of the built environment exhibit 

certain peculiar characteristics. Immobility in space means that a commodity cannot be 

moved without the value embodied in it being destroyed. Elements of the built 

environment have spatial position or location as a fundamental rather than an incidental 

attribute. They therefore have to be built or assembled in situ on the land so that land and 

the appropriation of land rent…become significant. Furthermore, the usefulness of 

particular elements depends upon their location relative to others - shops, housing, 

schools and factories must all be reasonably proximate to each other. The whole question 

of the spatial ordering of the built environment has then to be considered; the decision 

where to put one element cannot be divorced from the 'where' of others. 

The built environment has to be regarded, then, as a geographically ordered, 

complex, composite commodity. The production, ordering, maintenance, renewal and 

transformation of such a commodity poses serious dilemmas. The production of 

individual elements—houses, factories, shops, schools, roads, etc.—has to be 

coordinated, both in time and space, in such a way as to allow the composite commodity 

to assume an appropriate configuration. Land markets…serve to allocate land to uses, but 

finance capital and the state (primarily through the agency of land use regulation and 

planning) also act as co-ordinators. Problems also arise because the different elements 

have different physical lifetimes and wear out at different rates. Economic depreciation, 

particularly of elements that function as productive forces for capital, also plays its part. 

But since the usefulness of elements depends, to large degree, upon the usefulness of 

surrounding elements, complex patterns of depreciation and appreciation (with 

ramifications for value relations) are set in motion by individual acts of renewal, 

replacement or transformation. The 'spillover' effects of individual investment decisions 

are localized in space. Similarly, disinvestment in one part of the built environment is 

likely to depreciate surrounding property values….The built environment as a whole is 

part public good and part private, and markets for the individual elements reflect the 

complex interactions between the different kinds of markets.5 

 

How cities achieved an arrangement of properties was largely though the funds they 

raised and spent. That money became successive investments over time that paid for 

long-term services to privately-owned land. What is perhaps most interesting about this 

relationship between the city and privately-owned land is how little the individual 

property-owner actually mattered compared to the land. Harvey implies that cities created 

the condition of possibility for individuals to fully benefit from their real estate, but how 

organized that possibility was largely determined by changing real estate markets over 
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long stretches of time rather than individual property owners or taxpayers. Individual 

owners presumably benefited from the common services they received from cities, but, 

historically, cities treated private property as a financial asset as much or more so than the 

actual owners.6  

Harvey’s description of built landscapes and private property as a financial asset 

for governments has a long lineage that began with academic work in the late-19th 

century, and specifically Henry George, who is probably the best known author on the 

subject. George described the built environment as one shaped by competing real estate 

markets in disequilibrium, but which could be harnessed to the greater benefit of 

taxpayers if state governments properly limited how local governments raised and spent 

property taxes.7 George proposed that states should limit local governments to tax only 

the value of the land, and not the structures, since structures were built or paid for by 

individual owners, which local government had no right to tax as an asset.8 The value of 

land, however, should be taxed because it largely derived from local governments 

spending tax monies on services that made the land usable for its highest economic 

purpose. Since, in his view, government spending provided the foundation on which 

private property owners built wealth, it also had the right to tax the land and organize 

land uses as long as it adequately secured private property and provided services for 

taxpayers.9 As he stated,  

…we should secure…the same equality of rights that in a ruder state was 

secured by equal partitions of the soil, and by giving the use of the land to 

whoever could procure the most from it, we should secure the greatest 

production [and possible highest wages]…For, rent being taken by the 

[government], land, no matter in whose name it stood, or in what parcels it 

was held, would be really common property, and every member of the 
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community would participate in the advantages of its ownership….10 

Noticeable among these is the great simplicity which would become 

possible in government...An immense and complicated network of 

governmental machinery could be dispensed with….11 The rise in wages, 

the opening of opportunities for all to make an easy and comfortable 

living, would at once…eliminate the unequal distribution of wealth.…12 

[W]e could establish public baths, museums, libraries, gardens, etc. Heat, 

light, and motive power, as well as water, might be conducted through our 

streets at public expense; our roads be lined with fruit trees; and in a 

thousand ways make to foster efforts for the public benefit. [Government] 

would become merely the agency by which the common property was 

administered for the common good.13 

 

In 1913, Wesley Mitchell built on George’s work by linking the relevance of 

increasing government fiscal control to provide solutions to pressing social problems, 

such as business cycles, poverty, waste and inefficiency, to a failure or market and 

government institutions to control or direct economic activity in a manner consistent with 

the public interest.14 Everett later noted that the idea of government guiding the economy 

in a socially desirable direction became a core component of academic work for 

American-trained economists and planners,15 but academics disagreed about how much 

about the extent that control was appropriate and whether it should be incorporated into a 

new economic theory, rather than being a supplement to older theories that promoted 

through tax-base competition and minimal state oversight of local taxing powers.16 As 

Rutherford has argued, fiscal control “did not consist of a well-defined “school” of 

economics, but as a movement held together by some fairly general methodology, 

theoretical and ideological commitments.”17 In fact, Mitchell probably summarized the 

commonalities to this day as early as 1923-1924. “For many years there has been a 

notable difference,” he wrote, “between the way in which economists handled economic 

theory on the one hand and the way in which they handled such problems as 
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transportation, pubic finance…and labor on the other hand.”18 Reforms to the market 

needed a more unified approach between theory and practice, so that economists could 

find ways to turn the competition for generating revenue into a “larger supply of useful 

[services] more conductive to welfare.”19        

 The driving force behind incorporating these ideas for city finance into the 

academic discourse of the recent past and today has been regionalists, who first appeared 

in the 1920s, but enjoyed greatest success in the academy in the 1960s and 1970s. Like 

the early control movement of Mitchell and Everett, regionalists do not comprise a single, 

coherent school of thought. They share, as de Souza Briggs described, “a set of hopes for 

wiser local land development patterns and more rational governance to meet region wide 

needs.”20 Early regionalists, such as Harris and Ulman,21 Mumford,22 Moses,23 and 

Jacobs24 emphasized the benefits of urban planning and governing through investing 

resources across a region, promoting fiscal efficiency, city cooperation, a more equal 

distribution of services through economies of scale. In recent decades, Henig,25 Orfield,26 

and Pastor et al.27 have shifted focus toward greater economic and social integration by 

the state, whether forced or voluntary, between the urban core and suburbs by means of 

de-emphasizing competition among cities, if not downright reducing the general powers 

of cities to make financial decisions based upon changing real estate markets.  

For regionalists, this shift directly confronted what David Rusk called the “sprawl 

machine,” by which he meant cities in the suburbs, with car-dependent residents, property 

tax preferences for single-family homesteads, few obligations to provide some public 

services, public transportation or low-income housing, that created barriers to the 
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physical and economic mobility of people dependent upon higher-government control.28 

Such control, he argued, would encourage certain common behaviors, and directly and 

indirectly ensured that some services remain non-excludable and non-rival to a politically 

acceptable level.29 Scholars and politicians debate these issues generally through 

descriptions of “affordability” today, as we shall see, which defines, to paraphrase 

Harvey, how much household spending levels do or do not increase the production, 

ordering, maintenance, renewal and transformation of public services, or pose serious 

dilemmas to them.30  

Fiscal control and local free-market competition often appear to be contradictory 

in the literature, but they are neither wholly complementary nor opposed. To be sure, they 

are opposed because competition drives cities to develop their tax base through different 

types of property, but they are also complementary, because some of the taxes collected 

through competition get redistributed, altering how much money each city needs to raise 

for services, without requiring broader changes in other parts of the economy. In the Twin 

Cities, for example, the state's fiscal control of cities slowed down the diaspora of 

moderate- to high-income taxpayers and businesses to cities that offered them the best 

possible financial deal, but did not actually deal with other, even more politically charged 

issues, such as the weak demand of low- to moderate-income from households unable to 

fully particulate in the existing marketplace. The state instead subsidizes some of the 

excesses of the city competition for those households to a politically acceptable 

measure.31           
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4.2 – The Fiscal Control Paradigm 

Regionalists working on city finance issues in the U.S. have largely focused upon 

the potential benefits and efficiency of controlling the physical growth and population 

density of cities. The trend to lower urban density in 1940s through the 1960s was fueled, 

in part, by the belief that high density living was unhealthy and stressful.32 Surveys 

showed in the 1970s that the majority of people in the U.S. wished to live in a detached 

house in a low-density suburb, and in the 1980s, 1990s and 2000s, there was a trend to 

move even farther out into completely rural surroundings in so-called “exurbs.”33 Yet this 

desire for space, which is now a powerful social force, came more and more into conflict 

with the conclusions of many urban planners. By the mid-1970s, just around the time 

Minnesota adopted the Miracle legislation and through the mid-1990s, regionalists, such 

as Calthrope, Rusk, and Downs began to call for planners to promote, and governments 

to mandate, increased urban density in metro areas across the country.34  

This call seemingly arose from the household and public costs associated with 

low-density, suburban cities. Scholars identified high housing costs, long work 

commutes, high utility and infrastructure costs, inefficient use of local services, and the 

segregation of economic classes as definitive problems with low-density cities. The 

poorest households in the metro area were also constrained to live in older, higher-density 

housing stock, while the middle- and upper-class households could more freely choose 

between high-density cities or low-density suburbs that fit their preferences for public 

services.35 Higher population densities in the first-, second- and third-ring suburbs would 

alleviate many of these problems by lowering housing, utility and infrastructure costs, 
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reducing commute times from the second- and third-ring suburbs to the urban core, and 

also creating economically mixed neighborhoods, where the poor could access the 

suburban jobs that had followed the disposal income of wealthier households several 

decade earlier.36 Obviously, the benefits could be extensive for households, even if it 

undercut the ability of cities to choose land-uses based upon market conditions, should 

the right balance be found that broadly appealed to property owners of all economic 

classes. The keystone, they thought, was developing more “affordable” housing.37 

4.3 – What is “Affordable” Housing? 

The state of Minnesota has also broadly defined affordable housing through the 

Land Use Planning Act of 1976, also known as LUPA.38 The Act required cities to adopt 

comprehensive land-use plans to include “sufficient existing and new housing to meet the 

local unit’s share of the metro area need for low- and moderate-income housing,”39 which 

meant the bulk of units whose cost did not exceed 30 per cent of before-tax income for 

any household or individual living in the area.40 It required the Metropolitan Council to 

judge the adequacy of these plans, but for many years the Council did so under the 

assumption that high-density housing—buildings that support about seven units—in low-

density cities was the mostly likely way to develop affordable housing.41 The 

Metropolitan Council, however, lacked the statutory authority to require that cities 

approve the construction of a specific number of affordable units. As one Metropolitan 

Council staffer stated, “We can’t say…you have to provide affordable housing. All we 

can say is that you have the opportunity to not discriminate against affordable housing.”42 

The Metropolitan Council could hardly make a ringing endorsement for the construction 
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of affordable housing under such constraints.  

In 1995, the state revisited the affordable housing issue with the Livable 

Communities Act, or the LCA.43 The state presumed that cities were well positioned to 

make decisions about how they would develop, but the LCA recognized that it often takes 

inter-governmental partnerships and shared resources to move from plans to tangible 

results. In the LCA, the state gave the Metropolitan Council the authority to give funds to 

cities that approved, and developers who actually built, affordable housing units through 

the Local Housing Incentive Account (LHIA). The funds covered some of the 

construction and development costs to make rents low for some of the units to reach the 

30 per cent threshold. The money financed land/property/structure acquisition, 

demolition, site preparation, including water, sewer, roads, and general 

construction/structural additions, alterations and rehabilitation to structures, including 

interior and exterior finishing, roofing, electrical, plumbing, heating and ventilation.44 

The Council funded units that households making 80 per cent or less of the metro-area 

median income could afford on 30 per cent of their income. After the meteoric rise in 

property values during the mid-90s and early-2000s, however, the Metropolitan Council 

began giving funding preference to projects in which households making 30 per cent or 

less of the metro-area median income could afford on 30 to 40 per cent of their income.45 

The Metropolitan Council awarded 874 grants totaling about $303 million 

in Livable Communities funds from 1996 through January 2015.46 These grants were 

expected to leverage about $713 million in private and other public investments.47 In 

2014, the LHIA fund leveraged over $100 million in public and private funds to assist in 
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constructing and rehabilitating 650 affordable housing units.48 These financial 

investments seem like a significant response to the affordable housing problem on paper, 

but primarily help developers build moderate-income, instead of low-income residential 

units.49 Only about 482 of the 650 units were actually affordable at 60 per cent of metro-

area median income, and only about one quarter of them were affordable to households 

making 30-50 per cent of the metro area median income.50 Nevertheless, more high-

density, affordable housing has dispersed throughout the metro area than ever before.51 

From 1973 to 1983, the total share of housing unit for low- to moderate -ncome 

households located in Minneapolis and St. Paul fell from 82 per cent to 59 per cent.52 

Since 1996 about 80 per cent of all new affordable housing has been built in the 

suburbs.53 The top five locations for new affordable housing units have included some of 

the suburbs with fastest growing population, including Shakopee and Woodbury. The 

LUPA and the LCA have been successful in terms of the percentage of units now in the 

suburbs, but, as Bill Lindeke has shown, the demand for affordable housing has not been 

satisfied.54 The Metropolitan Council has estimated that the metro area will be short 

37,500 affordable units in 2020.55 Assuming that standard households—2.3 people by the 

state’s definition—would occupy those units, then as many as 86,000 people in the metro 

area could be in need of affordable housing at 60 per cent of the median household 

income. That is the rough equivalent of the entire population of Bloomington, or the fifth 

largest city in Minnesota. So “affordable” housing is a continuing problem.   
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4.4 – The Supply-Side Explanation 

Fiscal control focuses far more upon directly governing supply of public and 

private services in order to affect the taxpayers' ability to consume through their own 

financial resources (effective demand). Myron Orfield, Tom Luce and others have argued 

that the need for the fiscal control paradigm comes stems from cities limiting the supply 

of housing based upon real estate markets rather than meeting the current demand of 

taxpayers. It is the reason the Twin Cities metro area lacks so much affordable housing.56 

As Minneapolis, St. Paul, and the first ring suburbs have declined over the decades, and 

would have declined further without affordable housing policies in place, many higher- 

and middle-income households have slowly migrated to the suburbs and left behind a 

lower-income population that could not afford to enter the homestead real estate 

market.57 Orfield found that in the 1980s, for example, eleven census tracts in 

Minneapolis and St. Paul in which 40 per cent or more of the population lived under the 

poverty line, and had a very limited ability to follow the jobs leaving the area for the 

suburbs.58 The housing costs of living in market-rate homesteads, car ownership, and 

limited public transportation in low-density suburbs gave those in need of affordable 

housing little access to or reason to apply for lower wage jobs in the suburbs, and they 

lacked the qualifications to gain higher wage jobs that could support a suburban 

lifestyle.59 These low-income earners were stuck without the federal government and 

state government intervention that would create greater mobility.60 

In the last twenty years or so, academics have called upon the state and city 

governments to create more uniform physical mobility through a vast supply of housing 
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incentives, unorthodox forms of residential property ownership, and greater state fiscal 

control of cities to save households money.61 Achtenburg and Marcuse, for example, 

examined the rise of community (limited equity) co-ops in response to increasingly 

inflated homestead market values and suggested them as an alternative to tax-exempt 

rental housing.62 DeFilippis observed the increasing popularity and potential of state-

supported private housing trusts, which are not-for-profit (501c3) housing co-ops, as a 

solution for removing low-income earners from the rental market and putting them into 

partial real estate ownership.63 Pelletiere demonstrated a significant mismatch between 

the supply and demand of affordable housing for the lowest-income earners and called 

for greater commitments from the federal government to fund housing for them and 

perhaps provide cities with compensation, if the property was tax-exempt.64 Blomely 

advocated for occupation or adverse possession movements as a form social resistance 

against the insensitivity shown by city administrations that prioritized market-driven 

land-uses over residents.65 Zukin,66 Mitchell,67 Lees,68 Powell and Spencer,69 Blomely,70 

Frazier,71 Slater,72 and Beckett,73 lastly, criticized the gentrification of urban downtowns, 

and then called on greater state and federal government intervention to limit city control 

over public and private property.  

Some scholars suggest that more affordable suburban housing needs to be built 

irrespective of the economic immobility of households in particular cities. Without the 

requisite number of affordable units spread throughout the metro-area, households cannot 

naturally reorganize concentrations of income through their relocations, and the financial 

gap between the urban core and the suburbs entrenches. As Orfield et al. stated to great 
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effect, the “income and poverty patterns reflect the affordability of the housing stock in 

each commuter shed.”74 Orfield and Luce predicted that the reorganization of income 

concentrations in the metro area would improve if the state expanded the fiscal disparities 

program to include a greater portion of taxes from commercial/industrial and homesteads, 

but monies from exclude multi-family residential.75 These alterations would reduce 

financial inequality among cities by about 20 per cent, and would provide a strong 

enough incentive that some “local areas will be unwilling to allow new development,” by 

which the authors mean cities would stop favoring high-value homesteads on previously 

undeveloped land, and use it instead to finance more affordable in-fill developments on 

previously developed land.76 Revenue sharing distributes more commercial/industrial 

taxes now that it has ever distributed, most of which currently comes from “developed or 

developing job centers” with high property values per capita and modest economic 

growth—mostly second and third ring suburbs such as Chanhassen, Eagan, Maple Plain, 

Mendota Heights, North Oaks, Shakopee, Wayzata, and Woodbury from the sample 

cities.77 Adding tax revenues from single-family to the pool would help balance the 

contributors to the pool, and hopefully without over-taxing the urban core or already 

developed cities, because it would add wealthy cities with mostly low-density, high-value 

homesteads to revenue sharing for the first time. 

Recent research from The Institute for Metropolitan Opportunity, however, has 

shown that the affordability problem has already spread beyond the urban core into the 

second and third ring suburbs.78 The affordable housing problem, from this perspective, 

appears largely as a supply-side one. The average rent for an apartment in Minneapolis 
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was $966 per month in 2013, and the market vacancy rate dropped from 7 percent in 

2010 to about 2 per cent.79 Former suburban homeowners who suffered foreclosure, or 

had underwater mortgages from the Great Recession, are moving into the renter's market, 

but Minneapolis and St. Paul do not have enough rental housing to accommodate 

growing populations that may not make enough income to own a homestead. From 2000 

to 2012, the number of households paying more than 30 per cent of their income on 

housing in the metro area grew from 448,000 to 567,000.80 In 2013, 30 per cent of all 

households were paying more than 30 per cent of their income for housing, including 48 

per cent of all renters, and 24 per cent of all households spent more than 50 per cent of 

their income on housing.81 It required 17 hours of work a week at the state minimum 

wage to rent a one-bedroom apartment for a month at fair market value!82 Recent 

evidence suggests that home values across the metro area are rebounding from the Great 

Recession, which bodes well for current homeowners and city budgets, but it may not 

mean a less expensive future for the next generation of the renters and potential 

homebuyers. 

4.5 – The Income Conundrum 

Regionalists have a tendency to oversell the benefits of physical mobility. It is 

certainly enhanced by fiscal control, but the greater physical mobility of low- to 

moderate-income earners does not necessarily equate to being a full participant in the 

economy, or having a route out of poverty.83 Helping households save a few thousand 

dollars on car ownership, insurance, and market-rate rents probably may not 

fundamentally change their economic mobility. Many of these households need to save 
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many thousands of dollars to bring down the public costs of their poverty. 

Moderate- to -lower-income household becoming a boon to their tax base is often 

the assumed outcome as the physical freedom of movement increases, but the data do not 

necessarily support it.84 The federal Gautreaux Program and, its later successor, Moving 

to Opportunity for Fair Housing (MTO) was based upon this very premise. The former 

showed some remarkably positive results, with about 20 per cent of participants earning 

more after moving to the suburbs from the urban core, but the program also showed a 

strong bias in its selection of participants who were likely to succeed irrespective of their 

participation.85 MTO was a 10-year research demonstration that combined tenant-based 

rental assistance with housing counseling to help very low-income families move from 

poverty-stricken urban areas to low-poverty suburban neighborhoods. It, however, did not 

have the same selection bias as the Gautreaux Program, but it has shown very poor results 

with respect to income gains. As The New York Times reported, “Parents who received 

the vouchers did not seem to earn more in later years than otherwise similar adults, and 

children did not seem to do better in school. The program’s apparent failure has haunted 

social scientists and policy makers, making poverty seem all the more intractable.”86 The 

redeeming quality of this particular program was that a follow up study by Chetty and 

Hendren showed that poor children who grew up and developed social relationships in 

low-poverty cities had better odds of escaping poverty than poor children in high-poverty 

cities, even if the parents did not benefit and children did not do appreciably better in 

school.87 As it turned out, the longer time a child lived in proximity to higher-income 

people mattered, because the social stigmas of poverty are not as strong for children,88 
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but the policies in themselves did not necessarily have direct benefits that justified their 

existence. Workers simply do not make enough to afford market-rate rents or mortgages 

in the cities in which certain types of jobs are located.  

Cities cannot do much about this situation. They do not have much control over 

the income of residents. As Myron Orfield himself has said, ideally low- to moderate-

income earners should have the opportunity to be dispersed throughout the Twin Cities, 

but “[f]or people earning [lower incomes], however, the market by itself will not provide 

opportunities.”89 But in the absence of having the authority to create these opportunities, 

cities often finance higher-value, market-rate housing or commercial/industrial 

developments to replace old housing stock, even though they know it pushes the 

financially vulnerable out of much needed rental units. Richfield Mayor, Debbie Goettel, 

for example, is a lead opponent of the Metropolitan Council and the Minnesota Housing 

Finance Agency. Goettel has gone on the record to note that first-tier suburbs, like 

Richfield, have their fair share of affordable housing in terms of total units, and 

Minneapolis and St. Paul have taken more than their share, but they do not want to take 

more. “These city neighborhoods and first-ring suburbs experience greater poverty, lower 

housing values, which translate to a lower tax base [through exemptions or by 

comparison with high-end development]," said Goettel. "They erode the quality of life.”90 

It is not a surprise, then, that Minneapolis, which has the highest population density in the 

state and most affordable units per capita of any other city in the metro area, stopped 

focusing on affordable housing at the start of the Great Recession. These units comprised 

only about 23 per cent of all new apartment units between 2003 and 2013.91 “As bad as 
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the situation is now,” said Chip Halbach, director of the Minnesota Housing Partnership, 

“it doesn't look like this situation is going to turn around.”92  

Regionalists often miss this point. As Tom Streitz, the Deputy Director of the 

Minneapolis Public Housing Authority, has said, “It's simple economics and a disparity 

between wages and rents. I don't think there are a lot of entry-level jobs that pay enough 

for people to be able to pay their rent.”93 Too often, however, scholars treat low-income 

earners as a captive market in a limited vision of urban development, rather than simply 

saying that low-income earners should perhaps have the opportunity earn more money so 

they can participate in and benefit from it if they so choose, which Rubin et al. identified 

twenty-five years ago as the single most important factor in maintaining or growing 

general demand for city services.94 Substantially increasing the income of low- to 

moderate-earners, the legitimate source of economic mobility and strong effective 

demand, has not been a keystone in the regionalist vision of the metro area. St. Paul 

NAACP vice president, Yusef Mgeni, surprisingly seemed to agree. “I’m not in favor of 

people being forced to live anywhere. But the difference between diverse communities 

and inclusive communities is that one has narrow geographic options and the other 

provides choice…and affordability.”95 Paul Williams, President of Pride in Living, an 

affordable housing advocacy group in St. Paul concurred. “Place-making investments 

made a difference. But why is it always my folks who get shipped out?”96  

Why some scholars ignore this aspect of local marketplaces I cannot say with any 

certainty, but I will note the possibility that stronger effective demand might intensify 

cities making decisions about their tax base and finances upon real estate markets, if the 
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newly economically mobile populations choose to live and work as suburbanites in the 

metro area. What planners describe as uncontrolled urban development is an extension of 

a deeply rooted tradition of property ownership and the power of consumer choice. Since 

the choice of low-income earners is already constrained by their current earnings, one 

might accept it and seek to transfer the financial cost to cities to those with greater-than-

average economic mobility. Controlling the production of affordable housing by itself 

does not ensure that more money would pass though the hands of property taxpayers and 

potential property taxpayers any more than deconcentrating poverty with higher levels of 

high-density, affordable housing or unorthodox residential property ownership would 

necessarily improve their demand for public services. It should be noted that low-income 

earners are still poor and powerless, and still isolated and excluded, even after 40 years of 

state intervention and billions spent on their behalf.   

4.6 – The Demand-Side Explanation 

The Minnesota Legislature’s financial policies have made sense during the past 

forty years only while household and per capita incomes in the metro area steadily 

increased, and in tandem with the rising value of homestead property in the metro area. 

Total homestead value grew by 500 per cent between 1974 and 2010, from $37.5 billion 

to $220 billion, but then declined precipitously to $164 billion by 2012, with a total 

increase of 337 per cent (Figure 4.1). The median household income, by comparison, 

grew by about 22 per cent between 1970 and 2000, and then slowly declined by about 12 

per cent between 2000-2012, with a total increase of 10 per cent, from $61,300 to about 

$66,500 (Figure 4.2). Per capita incomes grew rapidly by about 175 per cent between 
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1970 and 2000, and then declined by only 7 per cent, with a total increase of 168 percent, 

from $20,600 to about $33,500 (Figure 4.3).97 Both median household and per capita 

income were rather high relative to the rest of the nation in 2012, but they also did not 

come close to matching the growth rate of total homestead value. This mismatch resulted, 

of course, in total wages and salaries falling off the pace with the rise in total homestead 

value from the late-1990s (Figure 4.4). The relatively high median and per capita incomes 

in the metro area sometimes diverts attention from just how expensive it is for a 

household or individual earning the median income or less to own a home today in the 

Twin Cities (and so become a contributor to the property tax base) on 30 per cent of their 

income. 

The median home in the metro area cost $190,000 at end of 2012.98 An ideal 

borrower, according to the FHA’s Mortgage Calculator, needed to make $33,501 per year 

to purchase a home for this price, with a $19,000 or 10 per cent down payment, a 

mortgage with a 3 per cent fixed-rate of interest over 30 years (which required near-

perfect credit), $354 per month for insurance premiums, about $1,900 per year for 

property taxes, and zero other total debts. The per capita income was $33,532 for the 

metro area in 2012, meaning that at least half of the Twin Cities population could not buy 

half of the homes on the market even as ideal borrowers. If I then adjust the financial 

qualifications of the individual borrower to a more realistic level for the same home to a 

$9,500 or 5 per cent down payment, 3.94 per cent 5-1 hybrid adjustable-rate mortgage, 

$1056 per month for insurance premiums, the same $1,900 for property taxes, and $266 

in other debt payments per month, the borrower would need to make at least $44,500 per 
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year to own the same home. According to the U.S. Census Bureau, this income threshold 

would have eliminated about two-thirds of all individuals in the metro area from buying 

an affordable homestead in 2012, and it would have eliminated about one-third of all 

households in the metro area from buying an affordable homestead.99 Figure 4.5 shows 

that 30 per cent of total wages and salaries has become a significantly smaller percentage 

of the total value of homesteads compared to the 1970s, despite consistently the high rate 

of homeownership. If one assumes that homestead owners spent about 30 per cent of 

their total wages and salaries toward homestead ownership each year, then homestead 

owners have owned less and less of the total value of their homesteads over the last 40 

years. Based upon the graph, it is probably not a coincidence that regionalists started 

publishing numerous studies about the lack of affordable housing from the mid-1990s 

onward, or that cities started speculating in commercial/industrial properties around the 

same time. In that period, housing demand weakened as wages plateaued, which has had 

an effect upon the ability of households to move into the homestead market today. 

Unlike in the mid-1990s to mid-2000s, however, many of these people will not be 

financing this move through the conventional mortgage-market. According to the Federal 

Financial Institutions Examination Council, 10 per cent of the 29,190 loans applications, 

including FHA, FSA, VA and conventional mortgages, were denied for households or 

individuals making less than $66,500 in 2012, and 63 per cent of all those denials came 

on the basis of the applicant’s income-to-debt ratio, credit history, or insufficient 

collateral.100 As a result, only 67,100 people moved into single-family housing that 

presumably cost less than 30 per cent of their income.101 The number of applications for 
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mortgages and the rate of denial has been consistent since 2012, and it does not appears 

that will change anytime soon based upon current trends in the wages offered for new 

jobs.102 

The median wage for all new jobs in the Twin Cities metro area increased from 

$14.59 to $15 per hour from 2003-2012, or $30,347 to $31,200 per year at full time 

(Figure 4.6). Only about 65 per cent of these jobs were full-time, however, and 14 per 

cent of them were seasonal. The Minnesota economy averaged one job vacancy for every 

2.8 unemployed persons during 2003-2012. Employer offer only about 61 to 70 per cent 

of all vacancies during that period at full-time status, which prevented yearly income 

from rising for those competing for the median wage or less. Employers offered fewer 

higher earning jobs, with most in the healthcare or tech industry, and the median wage or 

salary at full-time was much closer to the 25th percentile of earners than to the 75th 

percentile (Figure 4.7). Since a third of those jobs were part-time, however, earning the 

median wage at part-time was the equivalent of earning around the 25th percentile of all 

earners working full-time. These numbers are concerning; they suggest that workers in 

the metro-area mostly competed for lower-earning jobs and fewer working hours.  

Schneider suggests that this wage and salary trend will probably continue, even as 

the Twin Cities has reached full employment in mid-2015.103 At 3.7 percent, the state's 

unemployment rate was well below the national average, and the lowest since the peak of the 

national recession in 2001. “The labor market is doing well - basically a full recovery,” said 

Minneapolis Federal Reserve bank research director, Sam Schulhofer-Wohl, about the number 

of people of employed, “but [stagnant wages] should make us cautious about what our 
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assumptions are when we see a recovery nationally.”104 Steve Hine, director of Minnesota's 

Labor Market Information Office, added that unemployment rate was close to levels where 

one would expect wage pressures to emerge. “Rising wages are just around the corner,” he 

said, “but I have been saying that for a year. The fact that we are not [experiencing it] is the 

reason people are wondering what is different about this recovery.”105 My data suggest that 

static wages have probably become the “new” normal for the Twin Cities. 

 The result of this new normal has been the emptying of the disposable income of 

the middle class in the metro-area, and the consequent disappearance of the funds that 

cities need to balance their budgets in practice. The median household income in the 

metro area was about $75,000 in 2000, according to the U.S. Census Bureau, but 

reductions in general wages and working hours for new and existing jobs during the 

Great Recession decreased the number of household earnings by about 6 per cent, even 

with full time employment! Only 44 per cent of households earned more than $75,000 in 

2012, while 40 per cent earned less than $50,000.106 This income distribution is hardly 

sufficient for lower-income households to move into the homestead property market, 

except for some of the oldest housing requiring substantial rehabilitation. As long as this 

class division remains, the economic mobility of people in the urban core and suburbs 

will be impaired. Moderate-income households will become a captive market, if they are 

not already, unable to move into homesteads or lower-cost rental units.  

This economic condition is harmful to cities. They are running a collective deficit 

because their taxpayers cannot afford the local services needed for the total value of 

homestead property created over the last 40 years, but they also cannot make good 
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financial decisions based upon real estate markets when the state keeps limiting their 

ability to do so and fewer and fewer households have the means to participate in the 

market-rate real estate market. This is a financial math problem that greater state control 

of city finances will not solve, no matter how well-intended or extensive, because neither 

the state nor regionalists are paying much attention to the common denominator.    

4.7 – Conclusion 

The National Tax Association Property Taxation Committee (NTAPTC), as early 

as the 1970s, vehemently argued that the state’s fiscal control of cities prohibits rather 

than advances the ability of cities to develop land as a financial asset for cities,107 

ultimately limiting housing choices for everyone when many households could not afford 

their properties. It is not so difficult, then, to understand how the state has become so 

ambivalent about its fiscal control of cities in the metro area. These policies have been 

economically efficient (in terms of how the money is often spent), but they have not 

made poorer cities substantially wealthier. Neither Minneapolis nor St. Paul more capable 

of running a balanced budget on own-source revenue than they were in the 1960s, nor 

individual taxpayers more economically mobile and capable of paying for the levels of 

local services that they want since 2000.  

Scholars and legislators perhaps need to take a less complicated and more direct 

approach to dealing with ineffective demand. “When we see how power is related to the 

choices of housing and other goods,” writes John S. Adams, “we can see why a sound 

theory of consumption can illuminate social policy. We see why income is a means of 

access to a social system…”108 But seeing a different kind of paradigm requires a 
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different vision of fiscal control, and I think the narrowness of vision among regionalists 

and legislators is what has held back the most progressive tax legislation in the country 

from making real progress over the last two decades.  

David Harvey long ago lamented the lack of “vision” in economic legislation, by 

which he meant the lawmakers had very limited, long-term social objectives, or simply 

hedged their bets when they could not agree upon the basic problem.109 He laid bare the 

problems of urban economics and the problems inherent in trying to fix them through 

complex state fiscal control. For Harvey, it was a negative-sum game with property and 

income. He recognized that social policies failed to work because they were not directed 

by a long-term, social objective. They were a means without ends.110 Legislators were 

reacting to taxpayers having a generally regressive relationship with property—one in 

which homestead properties are only provisionally affordable with little economic 

mobility in between for cities or taxpayers—but not dealing with the fundamental 

problems. 

In the case of the Twin Cities, I think it is possible that the tax legislation that 

came from the Miracle began as a solution for city services gaps in the built landscape, 

and remained so until late-1990s, when the gap between total homestead value and the 

consumption of it widened during the housing bubble. On the back of two national 

recessions in 2001 and 2007-2009, and one decade-long Great Recession in the metro 

area, I think perhaps the financial problems cities faced became a demand-side one for 

which the fiscal control paradigm is too narrow to handle, and may actually be 

detrimental if they continue. The political conversation at the state level must change. 
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Legislators, cities and taxpayers must make a giant leap from speaking about meeting 

pockets of ineffective demand to speaking about a general income deficiency and an asset 

bubble that might require a different income structure to fix it. Such a change would 

represent a significant shift in vision, and first-and-foremost would require the state to 

actually decide upon which paradigm best explains the demand problem facing taxpayers 

and cities in the built landscape.   
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Chapter Five 
 

Conclusion 
 

The state’s fiscal control of cities in the metro area has come at the cost of a 

formal strategy for developing a stronger effective demand for households. The need for 

a large-scale policy change is obviously easy to identify, but implementing it will be 

difficult. The state’s policies for fostering greater effective demand will be politically 

contentious no matter what the legislature chooses to do in the current political and 

financial climate. Changing the effective demand of taxpayers may produce unpredictable 

social reactions or upheavals. But, an increase in household income might also produce 

positive long-term effects for city budgets and gaps in demand for local services, even 

though the current political and academic conversations, steeped as they are in the fiscal 

control paradigm, might well preclude such a long-term outlook.  

The state will continue its fiscal control of cities in the metro area, at least for the 

time being. Fiscal control has worked well to deal with limited supply-side problems 

from patterns of uneven urban development and city budget shortfalls. In fact, it has 

worked so well that it has masked a general effective demand deficiency for almost two 

decades. Until the state actually enacts legislation to improve effective demand, it cannot 

reasonably remove its fiscal control. Beyond the state continuing in its current policy, 

however, it must also re-evaluate minimum wage floors within the context of property 

ownership and housing succession, implement a temporary graduated rent control for 

smaller rental units, and, finally, provide increased education programs on local 

government finances for homestead and business owners. This legislation would lay the 

foundation for greater changes to household income in the future. Any other changes they 
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might make would appear as a reasonable, if not logical outcome of these smaller 

changes to education, household income and tax legislation.    

5.1 – Re-Evaluating Wage Floors 

Wage floors are nothing new to Minnesota politics. The Minnesota Fair Labor and 

Standards Act established a three-tiered state minimum wage in 1974.1 It provided the 

wage floors for medium- to large-businesses, small businesses and youths. The minimum 

wage for medium- to large-businesses has roughly followed the federal minimum with 

some exceptions, most notably in the past few years. From July 2009 through July 2013, 

the minimum wage matched the federal level at $7.25 per hour,2 but then increased after a 

hard fought political victory by the DFL. “We want work to pay," Dayton said. “It's long 

overdue.”3 House Rep. Melissa Hortman, DFL-Brooklyn Park, furthermore said, "The more 

you raise the minimum wage, the more people you raise out of poverty.”4 The Minnesota 

Legislature raised the minimum wage from $8 starting in August 2014 to $9 per hour for 

August 2015.5 The state’s minimum wage will further increase to $9.50 per hour on 

August 2016, and will be adjusted annually for inflation beginning in January 2018.6 The 

2015 Minnesota minimum of $9 per hour is close to the inflation-adjusted Minnesota 

minimum wages of the late 1970s, although somewhat below the inflation-adjusted U.S. 

minimums of those years.7 It is hard to evaluate exactly how much this increase will 

affect levels of poverty, but at least state has finally realized that the poor who work for 

medium- to large- businesses could and should contribute more to the general demand for 

public services, since some cities often use sales taxes and FFUCs to make up for budget 

shortfalls.  

Minnesota also provides a lower minimum wage for all small employers and 
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youth employees. Small employers in Minnesota are those with annual revenues of less 

than $500,000, and, as of August 2015, the Minnesota small-employer minimum was 

$7.25 an hour.8 For workers younger than 18 years, Minnesota provides a “youth 

minimum” of $7.25 an hour for large and small businesses.9 Obviously, minimum wage 

laws can be insensitive to the economic needs of small-business employees or young 

workers. It is hard to justify why their work is worth less when they may be doing the 

same job as older employees or employees in larger businesses.  

These modest increases in offered wages will probably be cold comfort to most 

low-wage workers in the metro area. Sixty per cent of job openings still pay less than $15 

per hour, a figure that has not changed for five years, but it does mark a noticeable shift.10 

Five years ago, more than a third of all available jobs in the state paid less than $10 per 

hour. At the end of 2015, only 13 percent of available jobs paid so little.11 The increase in 

the state minimum wage for medium- to large-businesses that started in 2014, and a 

tighter overall job market, have combined to lift low-end wages—not just for those 

earning minimum wage. “It's pretty clear that those wages started to rise with the first 

minimum wage increase,” said Oriane Casale, a labor market analyst for the state.12 

“That's affecting a certain share of jobs at the very low end. It's also potentially pushing 

up the wages of $9, $10 and $11 an hour jobs.”13 Anquanette Hollman, who has been 

working in the fast food industry for a couple years, was not so optimistic. “I have kids to 

feed,” she said. “And $9 an hour is not cutting it.” She suggested $15 per hour would be 

more reasonable.14 The $9 minimum wage is $18,720 per year before taxes at full-time, 

or about 117 per cent of the federal poverty line of a single parent with two children.   
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Much as a minimum wage hike to $15 per hour might be needed, however, raising 

the wage floor is politically a tough sell. The conservation is often stuck in a paradigm of 

“living wages vs. job killing,” but that paradigm is not productive. On the one hand, little 

statistical evidence supports the assumption that raising the minimum wage results in 

fewer jobs. There are tangible increases in profit for businesses with a happier workforce, 

so businesses often recoup or exceed what they spend in extra wages per worker, 

especially in service industries where personnel regularly interact with consumers. 

On the other hand, a “living” wage is largely ill-defined, somewhat like 

“affordable” housing. It is a wage that supports the basic consumption, such as food, 

shelter, utilities, and transportation, of an individual (and sometimes family) and 

disqualifies them from public subsidies. These general categories of consumption seem 

straight-forward, but it is very hard to determine exactly how we should define the 

appropriate quantity and quality of the goods within them. How much and what type of 

food has too many calories? How much square footage is too much home? How much 

electricity, water and garbage is too much consumption of public resources? Or how 

much driving is too much driving? All of these questions are hard to answer for a one 

person in Minnesota, let alone for a standard for an entire metro-area population. 

Whatever decisions the state and federal government make at this scale are largely 

political and arbitrary. Their decisions benefit some producers more than others, and 

some consumers more than others, but none of them are particularly objective 

measurements.        

In the absence such objective measurements, the political and economic focus 

should be upon shelter and the cost of shelter for obvious reasons. It affects taxpayers’ 
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general quality of life, their ability to enter the property market, the provision local 

services, and poses one of the greatest financial challenges they will face in the metro 

area. About 1.14 million of Minnesota’s hourly workers lived in metro area, and about 

12.8 percent of these workers were paid the minimum wage or less.15 Among these 

workers, 52 per cent of 15 to 19 year olds earned the minimum wage, compared with 24 

per cent of 20 to 24 year olds, 8 per cent of 25 to 50 year olds, and 6 per cent of workers 

55 years and older.16 The data suggest that those who are younger have a much greater 

chance of working at the minimum wage than those who are older, and who generally 

have more work experience and education. This distribution might make common sense 

to many Americans, but it should be accepted as a given that younger people, who often 

have less work experience and no formal college education, should have less disposal 

income. Age should not be a barrier to contributing to the sales or consumption tax base 

of local and state governments, nor saving money to achieve economic mobility later in 

life. Perhaps it is time for the state to reconsider wages floors for young people. 

One study never made by the regionalists or other academics involved in these 

issues is a minimum wage with the ability to own homestead property ownership as the 

standard measure for the wage floor. The current $9 minimum wage at full time is only 

half of the yearly income needed to enter the property market with a prime mortgage, 

assuming perfect credit and a large down payment, and only 40 per cent of the yearly 

income needed for a prime mortgage with less than perfect credit and an average down 

payment. Chapter three suggested this gap is too big, and will not disappear soon without 

tying wages to homestead ownership more closely. At least one-third of all 15-24 year 

olds have no hope of even saving for a homestead based upon their wages alone, and 
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about 86 per cent of all 24 year olds earn less than the $44,500 needed for a prime 

mortgage with less than perfect credentials. Additionally, 67 per cent of 30 year olds 

make less than $44,500, along with 56 per cent of 35 year olds and 53 per cent of 40 

years. What exactly the wage floor should be relative to the current $44,500 mortgage 

threshold, I do not venture to guess. I am simply pointing out that homestead ownership 

may be a more meaningful threshold than arbitrary calculations for basic consumption 

levels.                          

5.2 – Graduated Rent Control 

Graduated rent controls for properties under 900 sq. ft. would preserve older, 

smaller housing stock for low- to moderate-income earners that currently do not 

participate in homestead ownership, but perhaps could in the future if they could save 

money they are currently spending on over-priced rental units. The State of Minnesota 

currently does not control rent, but doing so in a limited capacity is quite useful. The state 

could use them to adjust rents that are discordant with the rest of the market. Higher rents 

per sq. ft. at the low end of the market disrupts the succession of households from small, 

older and cheaper units into larger, more expensive units and poses financial risks to low- 

to moderate-income earners. So far, the state is trying to alleviate this problem by funding 

the development costs for more below-market rate rental units, and by offering property 

tax relief to renters, but neither effort solves the problem that renters in the low end of the 

market right now are suffering much heavier rent burdens than renters in the rest of the 

market, and I am not convinced the metro area can build its way out of this problem.  

Over the course of 2015-2016, I have periodically tracked the cost of rental units 

around the metro area. I have generally observed that rental units smaller than 900 sq. ft. 
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cost more per sq. ft. in rent right now than units above 900 sq. ft., although much more 

research needs to be done to confirm this observation. Smaller units are often part of the 

older apartment stock, much of which dates from the 1960s-1970s, and in various states 

of repair, and probably should not cost much more than $1 per sq. ft. in rent. Many of 

them currently rent between $1.15 and $1.30 per sq. ft. By comparison, units above the 

900 sq. ft. threshold tend to rent closer to $1.05 to $1.10 per sq. ft. Even though smaller 

units cost less in total dollars spent in rent, so less space for less money, renters on the 

low-end of the market ideally should not be paying a premium for less space in older 

units. This price difference may indicate where the majority of renters in the rental 

market may be found, which the state needs to address.  

I propose, then, that the state implement a three-tiered rent control legislation. 

Rents should be $1 or less per square ft. for units of 500 sq. ft. and under, adjusted only 

for inflation from lease-to-lease or for new renters; $1 per sq. ft. multiplied by 0.025 for 

units between 501 sq. ft. to 750, adjusted only for inflation from lease-to-lease or for new 

renters; and, finally, $1 per sq. ft. multiplied by 0.05 for units between 751 sq. ft. to 900 

sq. ft., adjusted only for inflation from lease-to-lease or for new renters. These 

adjustments would put the rent of smaller units back in line with those for larger units, 

such as houses, and probably should be revisited by the Minnesota Legislature on 4- to 6-

year basis. Once the property and rental markets sufficiently recover, and the metro area 

no longer has such a glut of renters competing for smaller and older units, the state could 

remove the controls. They do not need to be permanent, but they need to be sufficiently 

strong to readjust a lopsided rental market while the state figures out what to do about 

income. 
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5.3 – Fiscal Control of Public-Private Partnerships 

The role cities could play in fostering greater effective demand is more narrow 

and politically straight forward. One of the easiest methods is through the 

commercial/industrial stimulus cycle. In 1999, Greg Leroy, executive director of Good 

Jobs First, a nonprofit group that tracks public-private partnerships, analyzed more than 550 

Minnesota economic development disclosure reports, tracking the employment statistics 

associated with more than $176 million in loans, grants, and tax increment financing 

(TIF) deals by cities, regional bodies and state agencies. Many deals involved very high-

dollar investments from cities, but almost none of them showed a positive relationship 

between wages and incentives. 17 One hundred and twenty-three deals were approved at a 

cost of more than $35,000 per job, exceeding the federal economic development cost-per-

job standard, and thirty-eight deals were approved at $100,000 or more per job,18 despite 

the fact 91 per cent of the deals were approved at below-market wages, with 78.5 per cent 

at 20 per cent or below market rate wages, and three-fourths of the jobs generated from 

state and local public incentives qualified a family of three for Medicaid.19 Only 9.4 per 

cent of the projected wages were above metro-area market rates.20  

The problem that very low-wage jobs might be created with public incentives, 

however, was not unknown to the legislature. In 1995, it passed SF 1670, which required 

that any “business that receives state or local government assistance for economic 

development or job growth purposes must create a net increase in jobs in Minnesota 

within two years of receiving the assistance.”21 The law broadly defined “assistance” as 

loans or grants of more than $25,000, and tax increment financing of any amount. 

Although the law set no specific requirements for numbers of jobs or wage levels, placing 
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responsibility for setting “wage level and job creation goals” upon the government 

agency providing the assistance, it did provide for a money-back guarantee, technically 

known as a “clawback” or “recapture,” should “[a] business that fails to meet the job 

creation and wage level goals [within two years] must repay the assistance to the 

government agency.”22 The State Auditor’s Office expressed misgivings that it did not 

know “how this…law will work in practice.”23 The law directed each local, regional or 

state agency that granted an incentive to report the results to the Department of Trade & 

Economic Development (DTED) each year, and it directed DTED to compile each year’s 

reports and publish them by the following June 1st.24 The latter provision was supposed to 

provide the accountability and oversight for recouping monies from business that did not 

meet jobs or wage goals, but apparently it hardly mattered. In a number of cases, where 

Leroy found that a recapture was in order, he could find no evidence that any Minnesota 

corporation had been required to pay back for non-performance.25 

Both the findings described in the study and the reports beg the question of how 

complicit cities were in turning a blind eye toward creating lower household income 

through public incentives. While some local officials were quite knowledgeable about 

metro-area wage rates, others were indifferent or poorly-informed. One metro-area 

official responsible for many deals declined to estimate average wages, saying “[w]age 

levels are not a big deal for us.”26 Asked if companies would have walked away if the 

city had mandated wages of $9 an hour, the same official said, “Wage levels are not a 

high criterion on our list.”27 Wage guarantees and automatic clawbacks, as a condition for 

receiving public investments, could substantially raise the wage levels of thousands of 
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workers employed by Minnesota corporations that are financed through public-private 

partnerships.  

Higher wages, furthermore, would not place subsidized employers at a 

competitive disadvantage. Higher wages should be seen as an opportunity cost, both in 

terms of acquiring future public investments and promoting the long-term health of the 

community. As Leroy has stated, 

How can taxpayers compare the opportunity costs of spending public 

resources for economic development deals versus other ways of helping 

raise living standards if the anticipated costs or benefits for one option are 

misstated? If some public officials are intentionally low-balling job and 

wage projections, are taxpayers—who are already assisting the business 

materially—also bearing an unfair share of marketplace risk? That is, if 

the public is already favoring a company with a subsidy, should it also 

give the company such low goals that no public benefit can be assured? Is 

the current system fair to those companies and cities that strive to project 

accurate job and wage goals closer to market levels?28 

 

 It is a fair set of questions, but ones that the state has no answer for over 15 years later. 

More than 650 public-private finance deals from 2004 to 2009 provided businesses 

with state and local tax breaks, low-interest loans, grants or other benefits.29 125 of those 

companies, however, did not meet their hiring commitments as business stalled, early jobs 

gains were wiped out, or firms failed entirely during the Great Recession.30 At least 46 of the 

subsidized companies produced no lasting jobs at all.31 “Government is not a very good 

venture fund—it is not very good at picking the winners,” said Dr. Mark Partridge, an 

economist at Ohio State University who studies public incentives and reviewed the Star 

Tribune’s findings. State economic officials acknowledge that there is no overarching 

investment strategy.32 "There is no piece of paper that says, ‘Here are your goals,’” said Mark 

Lofthus, director of business development for the state Department of Employment and 
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Economic Development (DEED). Legislators, local leaders and businesses all share their 

views with the agency, Lofthus said, and officials try to respond “to that sometimes-

amorphous collection of thoughts about what we should do.”33 Greg LeRoy, many years after 

his initial report, however, was not particularly sympathetic to the lack of positive results from 

public-private partnerships. “It's frighteningly common, in fact,” he said. “And that is the big 

mission-drift problem with economic development. It often amounts to political pork being 

doled out on a geographic or political basis rather than on a strategic basis.”34 

Leroy concluded in his 1999 report that if cities were no longer able to offer 

incentives to businesses that created low-wage jobs, then the practice would no longer be 

available to any city that might be tempted to offer artificially low goals as a competitive 

enticement against other locations. Well-established wage standards would serve to deter 

subsidized corporate migration or subsidized job piracy. He concluded, “Again, as with 

subsidies per job, wages, cost-benefit, and low-balling, the broader issue is a lack of clear 

standards.”35 Developing standards is easier to discuss than implement, of course, but the 

state should at least consider tying wage floors to the income needed to own homesteads 

within the city providing the investment. Higher incomes and high homeownership rates 

should allow businesses to benefit twice over. Not only would their development costs be 

covered, or partially covered, by the public investments received, but over the long-term 

the commercial/industrial marginal property tax rate should also decrease as homestead 

owners are better able to assume a tax burden more in line with the total quantity of 

homestead value in the metro area.  
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5.4 – Continuing Education for Property Owners 

The state needs an education program to inform of the public of the purpose, 

process, and outcomes of state and local government taxation. The State Auditor 

publishes innumerable documents on the topic, many of which are accessible, but the 

time needed to self-educate may not be conducive to the hectic pace of modern life. 

Today the only widely available tax education classes are through accounting degree 

programs at MnSCU and the University of Minnesota, or from various state agencies that 

offer free or paid seminars for accountants. It seems absurd that such courses are not a 

part of higher education in Minnesota, let alone a staple in K-12 education. The services 

produce by local governments are a substantial component in how economists measure 

the quality of life in a place or region, and yet there is no formal curriculum taught in 

Minnesota’s schools that explains how local governments tax and spend money apart 

from accounting courses and seminars. Although such knowledge may never become a 

critical component of Minnesotan’s education, the state should at least consider requiring 

homeowners and business owners to take continuing education tax courses funded 

through their local governments to ensure this knowledge reaches the appropriate 

audience. Responsible and knowledgeable homestead and business owners are vital to the 

quality of life for everyone living in the Twin Cities, but I do not think we can assume 

that the experience of simply owning property provides these two characteristics. Clearly, 

it does not, based upon the evidence presented in this study. 

5.5 – En final 

The state’s fiscal control of cities in the metro area has no particular long-term 

social or economic objective beyond alleviating some problems with the unequal 
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provision of public services. The process of abating these financial problems, however, 

does not define or set limits on public needs; nor does it have a fail-safe mechanism to 

alert the state when the metro area has reached a saturation point for spending relative to 

its taxpayers' effective demand. Beyond this point, wealthy and poor cities will 

collectively struggle to produce services without running deficits. The budget data 

suggest metro-area cities may have already reached this point. The state’s fiscal control of 

cities in the metro area simply does not incorporate that singularly important benchmark. 

Metro-area cities currently have so much integrated services that one has difficulty 

determining exactly how much exists relative to how to much the area needs to smoothly 

function as a single economic block with politically fragmented territories. 

 Since the property taxes primarily fund public services, their general use to 

stabilize public spending and overcome private investment disparities can change a larger 

effective demand problem into a problem with public services—or, in more theoretical 

terms, the demand problem becomes a problem of how cities make decisions about 

building their tax bases through real estate markets. Stabilizing service production and 

maintenance across the metro area does not equate to equal mobility or anything like it. 

Fiscal control is an indirect and politically easy way of marginally addressing weak 

effective demand, by providing public investments to preserve real property, and meekly 

subsidizing those who cannot afford to own a homestead, but one that makes property 

taxation and its benefits opaque to taxpayers who do not understand how much the state’s 

control of city finances corrects the negative effects of competition, nor how long such as 

correction is needed. And, furthermore, it may be producing many of the attributes of a 

local public services bubble and its internal own effective demand problem.  
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 The meaning of the word “bubble” here is slightly different from the one that 

described the housing market “bubble.” In this case, public services are an involuntary 

investment for homeowners, businesses, and renters in metro-area cities. Each group pays 

a portion of the city's total budget into its pool of public monies to produce different 

amounts of services. Property taxpayers inside a local services bubble can afford to pay 

only so much for all of the services the city produces and maintains, unless, of course, the 

state makes up the difference or allows the city to risk property tax foreclosures with very 

high local adjusted tax rates for taxpayers who are unable to pay or move to another city. 

As a city's expenses exceed its taxing limit, the daily facets of life its residents enjoy 

(roads, parks, sewers, buses, public buildings, and policing) all become an investment of 

diminishing returns for property taxpayers. Cities run deficits, have debts or sell 

outsourced services to private persons or corporations (the latter of which we call 

“privatization”) to produce and maintain it, and eventually may declare bankruptcy 

without state or federal help, or a sudden influx of new property owners with higher than 

average incomes to invest its neighborhoods. 

 Public discourse about the tax paradigm in the Twin Cities becomes disconnected 

from reality within this context. Billions of dollars have been spent or redistributed to 

cities without a clear measure of what taxpayer incomes can reasonably sustain. We do 

not yet know if extending the state’s fiscal control of cities is actually suitable until the 

effects of the Great Recession diminish, nor how big the potential bubble may or may not 

be in the future, because the state has been without a State Planning Agency since 2003—

the year the Recession started for cities in the metro area.36 It generally defined and 

monitored the larger social or economic objectives for state economic legislation. Among 
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the agency's most significant contributions was a 1995 report called "Within Our Means," 

which identified the demographic and related economic forces outside of services needs 

that were driving systemic budgetary shortfalls for metro-area cities. "The gap between 

revenues and expenditures is not a cyclical problem that will disappear during good 

economic times," the report warned. "It is structural and will recur, unless 

corrected…The time to act is now because Minnesota is experiencing economic 

conditions more favorable than can be expected for many years in the future."37 All too 

accurately, the revenue raising shortfalls for cities in the metro area as a whole now 

appear to be a much larger economic problem with weak effective demand for which the 

state government has chosen very limited solutions thus far. 
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Figures: Chapter One 
Figure 1.1 
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Figure 1.2 

 
[Figure 1.2 shows property by type, value and the percentage of the total value of all property.
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Figure 1.3 

 
[Figure 1.3 shows the growth of taxable property in the metro area over a 38-year period.] 
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Figure 1.4 
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Figures: Chapter Two 
 

Figure 2.1 
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Figure 2.2  

 
[Figure 2.2 shows the incoming earnings from employees who live but do not work in that county.] 
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Figure 2.3  

 
[Figure 2.3 shows the outgoing earnings from employees who work but do not live in that county.] 
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Figure 2.4  
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Figure 2.5 
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Figure 2.6  
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Figure 2.7  

 
[Figure 2.7 shows the decline of metro-area LGA over a 26-year period.]
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Figure 2.8  

 
[Figure 2.8 shows that property production accelerated in 1979, while wages/salaries and personal income did not.] 
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Chapter Three: Figures 
 

Figure 3.1 
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Figure 3.2 
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Figure 3.3 

 
[Figure 3.3 shows revenue streams by type, amount and the percentage of the total of all revenue streams from 2003-2012.] 
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Figure 3.4 

 
[Figure 3.4 shows revenue streams by type, amount and the percentage of the total of all revenue streams for 2003.] 
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Figure 3.5 

 
[Figure 3.5 shows revenue streams by type, amount and the percentage of the total of all revenue streams for 2012.] 
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Figure 3.6 
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Figure 3.7 
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Figure 3.8 
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Figure 3.9 
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Figure 3.10 
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Figure 3.11 

 
[Figure 3.11 shows the cost of current services without debt payments and capital outlays vs. with them.] 
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Figure 3.12 
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Figure 3.13 
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Figure 3.14 

 



219 

Figure 3.15 

 
[Figure 3.15 shows revenue streams by type, amount and the percentage of the total of all revenue streams.] 
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Figure 3.16 
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Figure 3.17 

 
[Figure 3.17 shows the cost of current services without debt payments and capital outlays vs. with them.] 
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Figure 3.18 

 



223 

Figure 3.19 

 



224 

Figure 3.20 

 
[Figure 3.20 shows revenue streams by type, amount and the percentage of the total of all revenue streams from 2003-2012.] 
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Figure 3.21 
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Figure 3.22 

 
[Figure 3.22 shows the cost of current services without debt payments and capital outlays vs. with them.] 
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Chapter Four: Figures 
 

Figure 4.1 

 
[Figure 1.3 shows the growth of total homestead value in the metro area over a 38-year period.] 
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Figure 4.2 
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Figure 4.3 
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Figure 4.4 

 
[Figure 4.4 shows that property production sharply accelerated in 1999, while wages and salaries did not.] 
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Figure 4.5 

 
[Figure 4.5 shows that 30 per cent of wages and salaries declined sharply in the early-1980s and 2000s as a percentage of the total value of homesteads.] 
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Figure 4.6 
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Figure 4.7 
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