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and slower economic growth are converging to

produce a cumulative fiscal gap of more than $8
billion in Minnesota by 2001. By that year, state and local
governments could face an annual shortfall of over $2.5
billion — a sum that far exceeds the combined current
state spending on community colleges, prisons, nursing
home care and special education.

F ederal budget cuts, increased demand for services

A gap of this magnitude cannot be addressed merely
through better management or belt tightening. It requires
fundamental changes in the way Minnesota delivers tax-
payers’ services.

Report Summary

Prepared by former state legislator John Brandl and
former Congressman Vin Weber at the request of Gover-
nor Arne H. Carlson,An Agenda for Reforroffers an
overall structure for change, plus specific approaches in
each of the major government spending areas. Their cen-
tral conclusion is that in the future, government in Minne-
sota cannot meet its responsibilities without reforms as
sweeping as, and similar to, the “perestroika” that has
been necessary in the formerly communist countries. Re-
forms are based on achieving results through competition,
encouraging communities and concentrating spending on
people most in need.

Competition in the private sector leads to improved ser-
vices and reduced costs. But government responsibilities
are usually carried out by monopoly government bureaus.
In addition, where communities have been providing ser-
vices, the results have usually been superior to govern-
ment programs and the costs much lower. Government
should institute reforms to offer consumers of government
service choices and to carry out more of its work through
families, churches and other voluntary organizations.

As budgets tighten, concentrating spending on areas and
individuals most in need will become more critical. Cur-
rently, much government spending is distributed in an al-
most random fashion. For example, state spending for
higher education lowers tuition for all, including the most
wealthy. Focusing aid would permit the state to meet le-
gitimate responsibilities fairly and with less money.

A new global budget framework is recommended to allow
policy-makers and public administrators to set budgets
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based on realistic projections of available resources. Urm Do not allow school districts to deny use of facilities to

der the framework, overall spending targets would be setonpublic school students.

for each of the next four years based on projections of rev-

enue growth. Spending estimates would be determinel Allow students to enroll in any school district, with no

based on spending for each program area assuming cuestrictions on open enroliment.

rent laws. Current policy choices reflected in adopted bud-

gets are respected. Across-the-board cuts would be maseDo not weaken or limit the post-secondary enrollment

in each program area to reach overall spending targetsptions program.

Debate on priorities for funding among program areas

should occur only after Minnesota institutes serious an@ Remove the cap on the number of the charter schools

far-reaching reform and restructuring. and amend legislation to encourage development of char-
ter schools.

An Agenda for Reforroffers 39 specific recommenda-

tions. B Give credit to students who meet standards regardless
of where learning takes place.

- - B Allow low-income 11th-graders to establish accounts
General Prmclples for career preparation programs.

B A target should be set for spending and targets shoulll Allow school sites to make decisions about manage-
be established for all major expenditure areas. ment and funding.

| Eligibility for government benefits should be limited to m Allow school boards to convert schools to charter

the most needy. schools.

B Funds should go to citizens, not bureaucracies. B Expand authority of school boards to purchase instruc-
tional services and authority of teachers to market ser-

m Expand choices for government officials. vices.

B Enable families and communities to provide some serm Establish a comprehensive, user-friendly program to
vices. provide information to students and parents about all the
schools, programs and options available to them.

B Establish a mechanism to monitor and report on school

Global Budgeting performance.

B Minnesota should adopt a global approach to budgeting.

m The state should establish the total spending targets iJPost-Secondary Education

each of the next four years based on projected revenue

growth without tax changes. m Radically change the way state funds for higher educa-
tion are appropriated by giving more to students and less
to institutions.

K-12 Education m Governing boards should set standards for institutions.

B Permit low-income parents to receive education vouchm Give college and university presidents more authority.
ers that could be used at private and parochial schools.

B Permit low-income parents to use education vouchers
for independent learning or home schooling.
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Criminal Justice Health Care

B Keep the courts focused on necessary cases by using @-Pool the state’s buying power and require providers to
version, jail screening, an infractions bureau and victim-bid to provide services to elderly people or people with
offender mediation. disabilities.

B Restore the independence of the Sentencing Guidelinds Streamline regulations and focus instead on outcomes.
Commission.
B Give consumers incentives to pursue healthy conduct.
m Incarcerate in county facilities those offenders with
short sentences. B Take the consumers’ ability to pay into account when
providing services to elderly people or people with dis-
m Authorize the Department of Corrections to contractabilities.
with private vendors for incarceration and institutional
programming for medium-security male inmates in
nonpublic facilities.

m Authorize the Department of Corrections to contract
with private vendors for incarceration and institutional
programming for low-security male inmates in public fa-
cilities.

B Create mechanisms to lower prison per diem costs.

Property Taxes and Local
Government Aid

m Concentrate the state’s property tax relief on needy
people, not local governments.

W Target aid to local governments at governments in need.

m Require local governments to pass a referendum before
increasing noneducation-related property taxes.

m Require future property tax increases to be levied on
market value.

B Create a new form of government — the village — to
foster local competitive contracting.

m Establish deadlines for government to submit their ser-
vices to competitive bid.
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edented. Beginning immediately and mounting
over the next several years, Minnesota must cope
with fiscal deficits of massive proportions.

T he policy challenges facing Minnesota are unprec-

To address this pending fiscal crisis, we have prepared an
agenda for major reform at the request of Governor Arne
H. Carlson. Fundamental changes are proposed in the way
Minnesota delivers taxpayers’ services. The key principles
for reform are competition, community and concentration.

Government spending primarily benefits students, the eld-
erly and the disabled. We will continue to see a bulge in

Elements of Reform

these populations, which will put immense stress on our
budget. Additionally, the Minnesota corrections budget
has dramatically increased as incarceration rates have
climbed. Prison construction costs are consuming an in-
creasing portion of the state’s capital budget.

The demographic problem is aggravated by the slowing
growth of the economy. While Minnesota has enjoyed one
of the highest rates of growth outside the Sun Belt for
many years, spending demands on government are grow-
ing faster. Over the next six years expenditure demands ex-
ceedprospective state and local tax revenues by $5.1
billion.

This prospective shortfall would be sufficient to force a re-
thinking of public policy in Minnesota, but the coming
cutback in federal aid will make the crisis even more
acute. Preliminary analysis of federal plans adds $3.2 bil-
lion to the projected gap.

We believe that the current debate in Washington is quali-
tatively different than past debates, and that Minnesota
would be foolish not to assume that federal funds to the
states will be curtailed even further in the coming years.

In Washington, the debate has narrowed to the relative
merits of balancing the budget in nine versus seven years.
Both parties appear committed to budget balance and that
forecloses the possibility of substantial increases in funds
to the states for the foreseeable future. Minnesota should
plan for an era of increased state responsibilities and de-
creased federal funds.

An Agenda for Reform5



Over the next six years the anticipated federal cuts wouldan be enacted without regard to the quality of public ser-
add $3.2 hillion to Minnesota state and local deficits. Notvices.
only will state and local governments have to contend
with an aggregate shortfall of about $8 billion over theBut the public is saying they want better and cheaper gov-
next six years, but by the year 2001, state and local government.
ernments in Minnesota could be facing an annual shortfall
of $2.5 hillion. This immense sum exceeds combined curThe Governor asked us to create a bipartisan agenda and
rent annual state spending on community colleges, priswe have done so. DFLers, who traditionally attribute ma-
ons, nursing home care and special education. Of cours@r responsibilities to government and who want govern-
abandoning such crucially important state responsibilitiesnent to focus on the disadvantaged, will see those
as these is no solution. In order to meet these responsibitommitments reflected in our recommendations. Republi-
ties we must find ways of doing more for less. cans, who have long wanted less government bureaucracy
and more emphasis on individual choice, market forces,
In forecasting future revenues, we have assumed that cusnd voluntary institutions, will notice that our recommen-
rent tax laws continue unchanged. Increases in sales awlations include those means of carrying out government'’s
income tax revenues will occur as a result of economigesponsibilities.
growth just as property tax revenues change to reflect in-
creases in valuations, but this report assumes that the ophe public understands that, when confronted with a
tion of raising tax rates is not available. problem of this magnitude, there are two paths available to
policy makers: coping through better management of
An assumption of no tax increases is the only possiblgovernment’s current programs or improving through fun-
way for Minnesota to approach its current crisis for twodamental restructuring.
basic reasons.
The management approach is attractive, though in differ-
First, any plan based on tax increases is almost sure to leat ways, to both political parties. It is characterized by
frustrated by a tax-weary public. Legislators facing elecimproved administration, better motivation of employees,
tion are not likely to support large tax increases in this poreorganization of existing agencies, decentralization of
litical climate. \rtually all recent political evidence functions and simple budget cuts.
concludes that the debate is between the current level of
taxation and lower taxes. To bet Minnesota’s future on angZertainly there is much to be said for more efficient man-
other calculation would be foolhardy. agement. However, improved management of current ar-
rangements will not generate the results we need.
Second, we are convinced that a tax-neutral approach is
the only way the political will can be summoned to make

the needed policy innovations. Federal Cuts Will Increase State and Local

Revenue-Spending Gap

This is no time for timidity in the public policy arena. The (in billions)
public is saying “no new taxes,” but demanding improve-
ments in the quality of services delivered by governmen
at all levels. This apparent conflict between the public’s
unwillingness to pay higher taxes and their demand fo
improved services marks the central rationale for radica - 26" Revenues
restructuring rather than a more traditional approach tc _ e ~—"'él§9éﬁu$:sz§7vith
budget management.

$25.2
Spending

.................... e ©$21.8  Federal Cuts

Both the political left and the right are challenged by the g0, """~

current environment. Traditional liberals wish for a return 555 '

to a day when taxes could simply be raised and revenue ‘ ‘ ‘ ‘
spent and a grateful electorate would respond by re-elect-
ing the responsible public officials. Conservatives, on theource: Minnesota Department of Finance
other hand, would like to believe that the public’s concern

extends only to opposition to taxes, and that spending cuts
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The time has come to reconsider in the most fundamentah restructuring public services to achieve superior results
ways how government in Minnesota meets its responsiat reduced cost.
bilities to the people.

Minnesota is entering a period of serious fiscal difficul-
In discussing the necessary restructuring we have tried tites. In this report we will explain why and recommend a
use words that convey a true sense of the historic chatourse of action that we believe to be necessary if our
lenge and opportunity before us. state is to thrive in the future.

We have called our task Madisonian, because President
James Madison, the principal designer of our federal syss
tem, addressed the basic relationship between the peogghe Problem
and their government.
The coming challenge to government emerges from the
We have used the word “perestroika” because the restrudsllowing five facts, assumptions and projections:
turing of Eastern European economies shows the limita-
tions of the “management” approach to reform. No onam The vast bulk of government spending in Minnesota
today would argue that any revolution in managemengoes to a handful of items widely regarded to be appropri-
could have made dstern Europe competitive with the ate governmental responsibilities. Education, health and
West. human services claim most of the money. Most of the rest
is devoted to property tax relief (in the form of state aid to
Nothing in this report should be taken as an indictment ofocal governments and to property taxpayers) and criminal
the motivations or competencies either of the people whqustice.
have written public policy in Minnesota or of those who
have administered it. B The economy of the state — from which tax revenues
come — is growing more slowly than are the needs of
In fact, it is precisely Minnesota’s tradition of excellence people on whom some of the major state expenditures are
and innovation in public policy that make us optimistic focused. For example, spending for medical care is con-
that our state can look upon our current challenges as arentrated on elderly and disabled people, and the number
opportunity. Just as Minnesota led the nation in buildingof Minnesotans over age 85 is projected to grow five times
networks to provide services in such areas as vocationals fast as the general population.
education and mental health, today we can lead the nation
B The people of Minnesota are not prepared to have a
greater proportion of their income devoted to state and lo-

. . cal taxes.
Cumulative Fiscal Gap

including Federal Budget Cuts

m The federal government will cut back considerably in
1996 to 2001

its aid to the state.

$8.3
Billion

B The results of government spending are not good
enough. Despite large increases in state government
spending in the past several decades — for example, infla-
tion-adjusted spending per public school student nearly
tripled between 1960 and 1990 — adult and youth literacy
rates are dropping and juvenile crime rates are skyrocket-

$2.5 billion
$5.8 deficit

Billion

$ 2.2 billion
$3.6 deficit

Billion

$1.8 billion

Bty | et ing. Evidence suggests American young people are unpre-
o1 08 pared for the workforce and could be contributing to the
Billion slower economic growth we are now experiencing.
1996 1997 1998 1999 2000 2001

By 2001, the annual gap is projected to be $2.5 billion Minnesota, therefore, has a two-part budget problem:

with a cumulative gap of $8.3 billion over six years for
state and local governments.

Source: Minnesota Department of Finance
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B For many years to come, state and local governmentsetter will not work for the same reasons that manage-

will face huge and growing imbalances between spendingnent changes alone could not improve the East German

demands and available revenues. automobile industry, the Soviet food delivery system, or
steel-making in communist Poland.

B The major programs to which government budgets are

devoted produce unsatisfactory results. Could one of the management approaches just mentioned,
or anyotherattemptto improvemanagementave turned

In the past, Minnesota has often dealt with budget difficul-around those hapless communisor$? The answer is,

ties by raising taxes and reducing spending. This time theo.

problem will not be solved by raising taxes; the citizenry

has made it clear that government is to get by without tak€ountries behind the Iron Curtain attempted to produce

ing a larger share of people’s income. There is no practicgoods and services in bureaus. A bureaucracy consists of

possibility that the public sector will receive sizable bud-government giving a franchise to an agency it owns, then

get increases in the foreseeable future. bestowing money on it along with a set of rules the
agency is to follow. Bureaus receive funding regardless of

The budget problem also will not be solved by merely cuttheir effectiveness.

ting spending; the state’s main services are of critical im-

portance. Those advocating an increase for their favorit®ecipients of a bureaucracy’s services can do little to in-

cause, whether it is education, health care, corrections dluence the quality of services. Bureaus lack built-in in-

property tax relief, must know that more money can onlycentives to improve and lack penalties for failure. They

come from other spending areas. Trading health for eduare subject to no systematic discipline that would foster

cation will not solve Minnesota’s problems. productivity.

The solution lies in finding ways to improve results while Minnesota government tries to teach children, tend roads

spending less. Americans, including Minnesotans, havand heal people by means of the bureaucracies we know

come to see the government as unresponsive and ineffas school districts, the highway department and state hos-

cient in the extreme. Solving Minnesota’s budget prob-pitals. But the lesson of our time, from both the inad-

lems involves identifying and responding to the reasongquate performance of government in this country and in

for this situation. more spectacular fashion from the colossal failure of the
communist regimes, is the inherent inefficiency of bureau-
cracies.

Improving Government
Management is Not the
State Government General Fund

Answer Spending Categories

Percent of Total — Fiscal Year 1996-97
A management proponent would say the solution lies ir
finding successful “benchmark” solutions for govern-
ment’s tasks; stressing outcomes, not inputs; introducin
total quality management; mandating higher standard: Health and
decentralizing authority; forming cooperative ventures "'ma" Services
with other units of government and the private sector; urc Local Aids and
ing public employees to think of clients as customers Credits
eliminating waste; and so on. Higher Education

K-12 Education 31.7%

27.4%

13.2%

11.8%

We do not claim these proposals are without value. But @ Criminal Justice -4.8%
come down to exhorting people in government to dc

things differently. Other 11.1%

. . . . . P Note: Other includes environment, natural resources, economic
Exhortation is not policy. It is not systematic. It is ignored yeyeiopment, transportation and state government.

with impunity. Urging people in government to manage source: Minnesota Department of Finance
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Sheltered by its monopoly status, the East German buself-serving, putting the convenience of the organization
reaucracy that made Trabant automobiles could take itand its employees ahead of the interest and needs of the
clientele for granted, secure in the knowledge that ititizens. There are no dependable constraints preventing
would continue to receive its government appropriationsbureaucracies from satisfying the interests of their em-
The cars were junk. Correspondingly, much of whatployees rather than those of their clients. When it comes
American government does yields little in the way of re-to producing goods and services, government’s failure and
sults. the source of Minnesota’s budget problem lies in the at-
tempt to turn over important societal responsibilities to bu-
There is no more reason to expect monopoly bureaus teaucracies.
give rise to good education in Minnesota than there was to
expect them to create good cars in East Germany. In biBureaucracies, whether Minnesota’s school districts,
reaus the usual government policies — creating exclusiveighway department or state hospitals on the one hand, or
franchises, spending money, issuing mandates, exhortinthe USSR’s food delivery system on the other, cannot be
people to work harder, installing the latest managemenhanaged to the point of regularly yielding innovations and
fads — are condemned to have but fleeting effect. efficiencies sufficient to accomplish better results at less
cost. Likewise the solution does not lie in finding “smart”
Our point is not to criticize public servants. In fact, manyways to root out waste, fraud and mismanagement.
government employees are well-motivated, highly compe-
tent people. However, like their counterparts in privateMinnesota’s budget problem is not a management prob-
employment, government employees often advance thelem in the sense that little can be expected from imposing
own interests at the expense of the public good. Goverra new management technique or from exhorting public
ment employees are interested in their jobs, their incomesyanagers to do better. Rather, the challenge is to devise
their raises, their advancement, their pensions, their secafrangements within which people will dependably and
rity in the workplace. These interests are represented abnsistently be inclined to seek efficiencies and manage-
the Legislature, effectively, by wealthy and powerful orga-ment improvements.
nizations, which are themselves private. These interests
are legitimate. But they are not public interests. It makes

no difference that they do not take the form of a businesThe Need for Fundamental
corporation. They are private interests. Reform

Private economic interests sometimes conflict with the

public interest on matters of pay, accountability, assign-The only way to spend smatrter is to get rid of the bureau-

ment of personnel, on whether to introduce innovationgratic system, to undertake a “perestroika,” a fundamental
that could accomplish more work at lower expense, andeform of government. The needed reform rests on a basic
on whether the interests of the government employeepremise: while government has important responsibilities,

themselves are to be put first, as opposed to the studentbey need not be carried out by monopoly government bu-
patients and citizens of the state. reaus.

It makes no more sense to expect that employees of stafeservice is public if it accomplishes a public purpose;

government or of school districts are always watching outvhether those producing the service receive a paycheck

for the public interest than it does to assume that thosom the government or not is irrelevant. When Minnesota

working at 3M or Cargill are doing so. Commercial orga- state government helps a student get an education at

nizations and the people in them can be selfishly devoteGustavus Adolphus College in St. Peter, or provides fund-

to their own advancement at the expense of those they airgy for a patient at the Mayo Clinic in Rochester, the pub-

expected to serve. lic welfare is advanced as much as if the spending had
gone to Worthington Community College or the Hennepin

They can also be conspicuously devoted to serving theiCounty Medical Center.

customers’ needs — if they are subject to competition that

elicits such devotion. Elected bodies should concentrate on funding and arrang-
ing services, not on producing services exclusively

Government organizations and the people in them can karough government-owned agencies.

entirely devoted to serving the public. They can also be

An Agenda for Reform9



The question of governance is, how can a free peopleompeting suppliers, then those individuals possess the

regularly and dependably accomplish public purposes? Ipower that holds the suppliers accountable.

exhorting government to manage better cannot be counted

on to have significant effect, how can public responsibili-Suppliers, whether private firms or public schools, will try

ties be met? to attain monopoly status. When they succeed, account-
ability is lost; power flows from individual citizens to the

In undertaking Minnesota’s “perestroika,” there are onlymonopoly suppliers.

two broadly effective instruments available to policy-mak-

ers wishing simultaneously to cut costs and improve qualA major responsibility of government is to ensure that pri-

ity. These instruments are competition and community. vate firms are subject to competition. But contemporary
American government — national, state and local —
lacks adequate institutionalized protection for the society

- from the self-interested behavior of the people who affect,

comPEtltIOI‘I make and carry out public policy. In present day Minne-
sota, most government money is spent on large monopoly

Competition is the main way a free people hold one anbureaus that are not subject to competitive stimulation.

other accountable. As James Madison put it, “Ambition

must be made to counter ambition. ... This policy of sup-We propose to take away bureaus’ monopolies and let

plying, by opposite and rival interests, the defect of bettepeople choose for themselves which service producers —

human motives, might be traced through the whole systerstarting with the schools, the largest spending item — are

of human affairs, private as well as public. ... The con-best for them. Competition puts power in the hands of in-

stant aim is to divide and arrange the several offices imlividual citizens, not bureaucracies. The vast majority of

such a manner as that each may be a check on the othegdvernment services could be improved by the use of

The founders did not expect that government would onegompetition.

day come to consist largely of huge monopoly bureaus.

Contemporary government bureaucracies do not refledt will take a sea change in the attitudes of even our best

the admonition of the founders “to divide and arrange theublic officials to fully embrace competition because for

several offices.” They are not subject to competition; theyso long the elimination of “wasteful competition” was

are not arranged “in such a manner as though each may bewed as one of the first principles of good public policy.

a check on the other.” In the future, competition must be viewed not as a prob-
lem, but as one of our most powerful tools.

In government’s production of services, the crucial ele-

ment of competition is usually missing. The consumers of

government services rarely have the option of choice and

government bureaus lack both the incentive and the legal

means to innovatively provide greater value to their “cus-

. Projected Growth in Population
tomers.

and Personal Income

. . . e . Five-year average —1995 to 2000
In American private business, competition is the indis-

pensable engine of innovation, the instigator of efficiency.
th? main instrument by which society checks private inter | Population .0‘5%
ests.

In the private sector, reductions in cost are viewed as

sign of progress. In government, cutting costs is almost @ popyiation Age 85+ _2_9%
ways viewed in negative terms, such as “Draconian,

“hard-hearted” and “cruel.”

But we make no particular claim for privatization. Private  Personal Income _2.1%
monopolies can be as self-serving as public monopolies

In both private and public realms, competition is funda-

mental. When citizen-consumers have the choice betweefiurce: Minnesota Planning
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order that their infirm loved ones can be cared for at home
rather than in a government institution. We need more like
it.

“Community” is a principle more difficult to use in public
policy, but potentially even more powerful.

Community

Families, churches and other voluntary organizations are
the most vibrant communities and, although policymakers
A community is an organization, membership in whichand public administrators will voice support and sympa-
ordinarily draws people to work for the welfare of others.thy for these nongovernmental entities, public policy often
Whether in a family, a religious organization, an ethnic af-has treated them with indifference at best and hostility at
filiation or a civic association, the ties that bind a commu-worst. In the future they must be viewed as indispensable
nity together are usually far stronger than any thatllies. Communities inspire us to do good for others and it
government engenders. may be that no amount of government funding can make
up for an absence of strong communities. It may also be
The key characteristics of communities are that they fornthat only in healthy communities can we grow to be con-
voluntarily and are bound by common values. For thiscerned for the welfare of the greater society. If govern-
reason, communities can be thought of as potential renent helps citizens meet educational, health and social
sources at a time when additional public funding is notneeds through communities, the communities themselves
available. are strengthened. Thus a Minnesota, strapped for money,
which turns to its natural communities may find both its
Occasionally a government school or other bureau is apiritual and its fiscal health enhanced.
community, in the sense that those served feel at home
there and workers spontaneously seek the benefit of the@ompetition and community are the elements of
clients. But these cases are increasingly uncommon. Fdinnesota’s needed reform. They are the only dependable
most of us, only family and religion hold our ultimate loy- ways to accomplish public purposes. Government pro-
alties; few other affiliations consistently do so. grams not embodying competition and community should
be expected to fail.
Where communities have been providing services, such as
in education and health care, the results have usually be&ully embracing competition and community will be diffi-
superior to government programs, and at lower cost. cult for the public policy world, because they require us to
throw off the top-down command-and-control model that
Consequently, government should carry out much of itas dominated public policy for so long. Although compe-
work through communities. For example, an existingtition will certainly result in lower costs and improved ser-
Minnesota program provides public funds to families invices, from a traditional public policy perspective the
process is messy and unpredictable. And while communi-
ties offer tremendous untapped resources to apply to
society’s problems, they can never be quite as accountable
as a government employee.

Health and Human Services Will Consume
More of State Government Budget

One philosopher wrote of America’s quest for a “moral
31.7%

K-12 Education 30.4% equivalent of war,” a cause so compelling as to induce in

Higher Education 5&16';,%
Health and Human Services —M‘:ﬁﬁ%
Local Aids and Credits 5.12?/;,2%
Criminal Justice :ﬁ?},
All Other :11(;_'71;{:

M 1996-1997 [ 2000-2001

Source: Minnesota Department of Finance

us persistent motivation to work for the good of the whole
of society. But in our rebellious times, even war is not the
moral equivalent of war. Though we wish otherwise, only
very rarely and fleetingly are we drawn to work for the

benefit of all. For the production of goods and services,
reforming government means meeting its responsibilities
using competition and natural communities of mutual ob-
ligation.
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Concentration aid would permit the state to meet legitimate responsibili-
ties fairly and with less money.

Finally, we believe that running through all our policy de-

cisions should be a commitment to concentration of re- - -

sources in areas of greatest need. This is not so much hiﬁeneral Principles

principle as simple common sense, but common sense

that has far too often not been applied in the allocation oMeeting government’s responsibilities by introducing

dollars through public policy in Minnesota. competition, encouraging communities and concentrating
public spending on the needy has clear implications for all

We propose that reform in Minnesota include the concengovernment spending in Minnesota, whether financed lo-

tration of public spending on those people most in needcally, at the state level or by the federal government. The

Much government spending is almost randomly distrib-recommendations for reform contained in this report do

uted; some is even directed away from the disadvantagedot distinguish among sources of funds for state activities.
The principles are germaine to all state services, regard-

For example, Minnesota’s current aid to cities would beless of source of funding. Following are some of the gen-

nearly as fairly distributed if it were strewn over the stateeral policies that would result from a government intent

from an airplane. As our local aid programs grew, someeon giving its citizens value for money.

thing of a tradition arose in the Legislature, not to vote for

a tax bill until cities in one’s own district get additional Recommendation: A target should be set for spend-

funds. The current programs foster logrolling, which hasing and targets should be established for all major

contributed to wasteful expansion. Aid must be targeted texpenditure areas. The citizens, Governor and Legisla-

where it is needed. ture have already determined that taxes as a fraction of in-
come will decline slightly in the coming years. Now we

Another example, state spending on higher education, iseed to stipulate for each major spending area — K-12

actually regressive, because it lowers tuition for all includ-education, higher education, health care, state aid to local

ing the most wealthy (who attend college in highergovernment, prisons — how much of our tax revenues we

numbers than the poor). Countless other programs anill allocate to each.

similarly haphazard.
Recommendation: Eligibility for government ben-

In general, government should aid needy individuals di-efits should be limited to the most needy. Budgets

rectly rather than send money to an organization to helwill be extremely tight even if we undertake sweeping re-

the individual. forms. Rich people will have to pay higher college tuition
if we are serious about providing financial aid to poor

For example, property tax relief is better granted directlypeople. Only those cities that are especially needy should

to strapped taxpayers than to the cities in which they liveget aid from the state.

Assistance to higher education is better given to students

directly than to the colleges and universities they attend. Recommendation: Funds should go to citizens, not
bureaucracies. Parents, students, and patients would use

There are two reasons for this: Individual recipients bethe money at whichever school, college or hospital they

come monitors; they impose discipline on cities by decid-choose. They would decide what is best for them, whether

ing in referenda whether they wish to pay higher propertythe institution is owned by government or not.

taxes, and on higher education institutions by deciding

whether this college or that better meets their needs. Als®ecommendation: Expand choices for government

money granted by the state to individuals can be focusedifficials. Where government officials, not individual citi-

better on those who need it, than can funds granted to baens, make spending decisions, it is imperative that the of-

reaus, cities or colleges. ficials have choices. The arrangement under which, for
example, school boards buy services only from schools

While public policy involves far more than the redistribu- they own, is a conflict of interest. In general, public offi-

tion of resources, certainly in times of serious fiscal con-cials need choice as much as citizens do.

straint the principle of concentration of resources where

most needed should be applied more rigorously. Focusing
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Recommendation: Enable families and communi- as revenue growth failed to keep pace with spending
ties to provide some services. Enabling, and where growth. This problem reached serious proportions in 1991
necessary, funding citizens to receive social and educavhen the Governor and Legislature were forced to enact a
tional services from family members, churches and othepackage of tax and spending changes totaling $2 hillion.
communities is not only responsive to people’s wishes, it
is also cost-effective. In part, this situation arose because Minnesota’s budget,
like those of most other states and the federal government,
Government programs that do not embody the principlesvas essentially “agency driven.” Government agencies
of competition, community and concentration are boundwvould base their requests on caseload changes, previously
to fail. Conversely, a government which honors these prinenacted policy changes and inflation and submit their rec-
ciples will succeed. Such policies offer the best chance tommendations to legislators accordingly. Legislators, in
balance the budget, improve the quality of public servicgurn, would usually simply add to this “baseline” their
and accomplish both in a just manner. own preferences and the result would be an increased ap-
propriation. This was all made possible by a seemingly
endless revenue stream.

Global BUdgetll‘lg As fiscal realities have tightened, governments across the
country have tried to adjust their budget processes to these
State governments often contrast themselves favorablghanging realities. In Minnesota, Governor Carlson has
with the federal government by noting that states do notried to change this process by seeking long term fiscal
engage in deficit spending. This is accurate as far as discipline. The Governor and Legislature also passed into
goes but, in fact, the state of Minnesota has for decaddaw the Price of Government legislation which commits
engaged in a similar exercise which one might think of ashe state to a gradually declining share of total state in-
“deficit committing.” Policy commitments made in one come dedicated to taxes and effectively caps overall state
year have carried budgetary “tails” that committed therevenues for the next four years.
state to increased expenditures in subsequent years.
Minnesota is facing a new era of constraints. Demo-
In the 1960s and 1970s this practice caused few problenggaphic and economic changes are overrunning the old
because Minnesota was experiencing a relatively high rateay of budgeting. Deficit commitments must be replaced
of economic growth. Revenue growth could be countedvith a new system based on realistic projections of re-
on to outpace growth in expenditures, except in times ofource availability. Policy-makers and public administra-
recession, which the Legislature usually dealt with bytors must have the means to plan ahead. Such a system of
raising taxes. stipulating a spending plan ahead of time is usually re-
ferred to as “global budgeting.”
But in the 1980s the slowing of the national economy be-
gan to create chronic state deficit commitment problem®verall targets are meaningful only if accompanied by
specific program-by-program targets that are both realistic
and enforceable. We are convinced that to meet our twin
goals of controlling cost and maintaining quality, it is im-

The Magnitude of the Gap perative to enact such a system now.

(in billions)
1996-97 1998-99  2000-01 Cumulative Recommendation: Minnesota should adopt a glo-

Anticipated bal approach to budgeting. Minnesota’s new budget
federal cuts $0.4 $1.0 $1.8 $3.2 framework should be based on the following principles:
State shortfall 0.0 0.8 1.1 1.9

ate shortia $ $ $ $ B The global budget should cover all general fund spend-
Local shortfall ~ $0.1 $1.3 $1.8 $32 ing with program targets that balance the budget for the
Total $8.3 next two biennia.

Between now and 2001, federal, state and local revenues

will fall $8.3 billion short of current spending demands. B Targets should be established for all major expenditure

programs — K-12 education, post-secondary education,

Source: Minnesota Department of Finance
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property tax aids and credits, health care and family supthe projected federal changes in Medicaid will reduce, by
port, criminal justice and all other general fund activities. more than half, the rate of increases in federal support.
Establishment of block grants is intended to convert the
B Program targets should be expressed as a percentageimdividual entittement into more flexible funds. Signifi-
available revenue. cant funding reductions will pose major program restruc-
turing challenges at the same time state support must be
m The cash flow account and budget reserve should beonstrained.
fully funded.
Clearly, trying to manage state spending increases within
The benefits of such an approach to citizens, elected offiavailable revenues would be vastly more difficult in some
cials, policy-makers and administrators in the months andreas (most notably health care) than in others. Equally
years ahead are clear. We are entering an era marked bhgar, this problem will easily absorb our policy-makers in
change, uncertainty and slower growth in resources. Glaan intense debate over state priorities.
bal budgets will provide Minnesota a higher degree of
public resources predictability. Long-term fiscal planning As we have tried to make clear in this report, we believe
will facilitate the creativity and policy innovation neces- the federal and state fiscal challenge facing Minnesota
sary to maintain and enhance quality. citizens and lawmakers is of genuinely historic dimen-
sions. Virtually every area of government policy must be
But the immediate challenge to our policy-makers in de+eviewed and significant policy reforms enacted to assure
vising and implementing this structure should not be unthat Minnesota can continue to perform its core functions
derestimated. with excellence in an era of resource constraints.

Continuing current laws and policies would require an 8.4Me cannot emphasize too strongly that it is to this task of
percent increase in revenues for the 1998-1999 bienniumeform and restructuring — perestroika — that we believe
and another 10.1 percent increase in 2000-01. But the prpolicy-makers must apply themselves most assiduously. It
jected increase in revenues without a legislated tax inis highly desirable that the budgetary framework within
crease during the same period is 3.9 percent and 88hich these policy changes take place be established as
percent respectively. This leaves the Legislature and thearly as possible and that the debate over that framework
Governor with a gap of $1.9 billion. be kept separate from the debate over the reforms them-
selves. Toward that end we recommend the following ap-
If all state programs were growing at an even pace, thiproach to Minnesota’s first global budget.
problem would be difficult, but at least straightforward.
But the problem is complicated by the fact that spending

is growing at dramatically different rates in different pro- Brandl-Weber Global Budget
gram areas. Recommended Share of State Budget

. . Brandl-Weber
Estimates of federal reductions have changed as the na- Actual Global Budget
tional debate advances. In July, the projection of $3.2 bil- Budget Recommendations
lion in reductions included $1.9 billion in Medicaid alone. 1996-1997 1998-99  2000-01
The program implication for Medicaid is now estimated
to range from $2 billion to $3 billion. The balance of stateEducation 31.7% 30.5% 30.4%
and local federal impact is still estimated to total $1.3 bil-Property tax aids 13.2 12.3 11.2
lion between 1996 and 2001. and credits
The biggest part of the problem is health care spending_,H;gar:;r s::;catlon 1;2 ;g:g ;212
While overall spending is estimated to grow at a rate of
8.4 percent in 1998-99 and 10.1 percent in 2000-01Family support 2.8 3.1 3.1
health care spending is projected to grow by 23 percer{f”m'”a' Justice 4.8 50 5.1
during the 1998-99 biennium and another 23 percent irll other spending 17.5 17.6 17.0

2000-01. During the same period of time, higher educa-
tion is projected to grow by 0.8 and 6.9 percent respectively.

Source: Minnesota Department of Finance

100% 100% 100%
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Recommendation: The state should establish the 1998-99 and $1,156.8 million in 2000-01. The reductions

total spending targets for each of the next four affect every spending area, but take into account the de-

years based on projected revenue growth without mographic pressures that will be occurring over the next

tax changes. Projected spending should be based on dour years.

calculation of what would be spent in each program area

if current law and policies remain in place. Program tar-In future years, as reforms are enacted and their implica-

gets should be established after across-the-board reduiiens assessed, there will and should occur a lively debate

tions to reach the overall spending target. in Minnesota over these priorities. That debate should oc-
cur within a global budgeting framework and after serious

We believe Minnesotan’s values are reflected in currenand far-reaching reform and restructuring of Minnesota

program budgets. For that reason, in approaching the glgovernment occurs.

bal budget framework, we have chosen to respect the pri-

orities established by the Governor and Legislature We turn now to showing specifically how Minnesota gov-
ernment can live within its means and, in each of the ma-

Our global budget recommendations envision cuts fronjor areas of expenditure, get more for the taxpayers’

current budget projections amounting to $811.5 million inmoney.

Current Budget vs. Global Budget

(in millions)
Actual Future Budget Based Brandl-Weber
Budget on Current Commitments Global Budget Recommendation
1988-89 2000-01
1998-99  Reductions 2000-01 Reductions
1998-99 2000-01 Proposed from Proposed from
1996-97 Estimate Estimate Budget Estimate Budget Estimate
K-12 education $5,777.9 $6,020.5 $6,606.9 $5,773.1 ($247.4) $6,255.6 ($351.3)
Property tax aids and credits 2,406.9 2,430.4 2,428.6 2,330.5 (99.9) 2,299.5 (129.1)
Higher education 2,144 1 2,160.7 2,309.1 2,071.9 (88.8) 2,186.3 (122.8)
Health care 3,314.4 4,076.5 4,908.0 3,909.0 (167.5) 4,647.0 (261.0)
Family support 512.6 591.2 671.5 566.9 (24.3) 635.8 (85.7)
Criminal justice 869.2 991.8 1,107.5 951.1 (40.7) 1,048.5 (59.0)
All other spending 3,194.5 3,478.0 3,721.9 3,335.1 (142.9) 3,524.0 (197.9)
Total spending $18,219.6 $19,749.1 $21,753.5 $18,937.6 ($811.5) $20,596.7 ($1,156.8)
Available resources* 18,219.6 18,937.6 20,596.7 18,937.6 20,596.7
Balance/(Deficit) 0.0 (811.5)  (1,156.8)
Cumulative Gap 0.0 ($811.5) ($1,968.3) 0.0 0.0

*Resources shown exclude current $554 million budget reserve and cash flow account authorized in the 1996-97 budget. The global budget
recommendation maintains this level of reserves.

Source: Minnesota Department of Finance
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Strategies

ne of the greatest challenges facing Minnesota is
to meet citizens’ needs while living within our
means as a state. If we do not take action, we

will be left with an $8.3 billion gaping hole between gov-
ernment spending and tax revenues.

To live within these new fiscal realities, we cannot raise
taxes or simply cut government spending. We must funda-
mentally reform the way government does business. Three
systematic and broadly effective principles will make pub-
lic policy work: competition, community and concentra-
tion.

for Change

Based on these three principles, the following recommen-
dations address government reform in the areas of kinder-
garten through 12th-grade education, higher education,
criminal justice, property tax reform and health care.

K-12 Education

K-12 education, by far the largest item of expenditure for
state and local government in Minnesota, provides the
best illustration of the impossibility of accomplishing vital
public purposes by merely spending ever more money on
the existing bureaucratic system. In this section, we will
see how limited the financing for K-12 education will be
in the coming years, consider why schools are not good
enough, and recommend the most promising ways to im-
prove the quality of schooling in the state when finances
will be very tight.

In defining the challenges now facing K-12 education in
Minnesota, it is useful to consider what the situation will
be in the year 2001, given the budget constraint facing the
state and the fact that the school-age population will in-
crease by about 5,000 pupils per year from now to then.
Under the global budget, per-student revenue from state
and local sources would increase from $5,972 in the
1996-97 biennium to $6,404 in 2000-01, an increase of
7.2 percent, only half the estimated rate of inflation over
the same period. There will not be more money available
for K-12 education unless funds are diverted from higher
education, local government aids, health care or correc-
tions.
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Educators are unaccustomed to slow growth in revenueschools as soon as administrators and teachers became
over an extended period of time. From 1960 to 1990, thaware of them. One might expect, for example, that school
amount spent per public school student in Minnesotdoards and principals would be creating more orderly en-
nearly tripled after adjusting for inflation. Almost three vironments and having teachers to assign homework and
times the educational resources are spent on students twld children to higher standards.
day, compared to the amount spent on their parents when
they were in school. Not only is it possible that real petUnfortunately, evidence of their effectiveness and urging
student funding will drop in the coming years, but a largeitheir use have not led to widespread adoption of those basic
fraction of the students now entering our schools comegractices. Although many of them have even been partially
poorly prepared, with less educational assistance at homimplemented, obviously they have had inadequate effect.
and thus in greater need of the benefits of school.
By and large, the continually increasing funds being spent
on education have not been dedicated to uses known to
Achievement gaps have beneficial effect. Rather, the money is mostly being
devoted to higher teacher salaries and lower class sizes,
Even though the education budget almost tripled frormeither of which has been found to be strongly related to
1960 to 1990 on a per student basis, the system failed giudent achievement. In the current arrangement, funding
achieve a corresponding improvement in educational outs in no way dependent on accomplishment of mission.
comes. Minnesotans have long viewed our education sy§he adults in the school bureaucracy receive their salaries
tem with smugness, pointing to our high graduation rateand pensions (having lobbied the Legislature hard for
and to standardized test scores somewhat above the rthem) regardless of what the children learn. In the school
tional average. system it is only the children, not the adults, who are at
risk when inadequate education occurs.
A closer look at how we are doing should give us pause.
For example, two-thirds of Minneapolis students achievdn the Post-\Wrld War Il era, teachers have attained a
at below national average rates. A survey this year o€omfortable standard of living (which could hardly be
10th- and 11th-graders in Minnesota found that 30 percerfield against them) and the pupil-to-teacher ratio in Min-
could not pass a basic reading test consisting of answeringesota has dropped from 23.3 in 1966 to 17.3 in 1994,
straightforward questions about newspaper articles thieanwhile, the education level of Minnesota youngsters
students had read. has become a matter of grave concern.

In 1992, national tests found only 37 percent of Minnesotdn recent decades, the schools have taken on a variety of
eighth-graders “proficient” in math operations with frac- functions not previously their responsibility — for ex-
tions, decimals, percents and basic geometry. ample, social services and public safety. It might be ar-
gued that the costs of education are distorted and
exaggerated by including money spent on those items.
Improving performance But those efforts and their contribution to the almost tri-
pling of real per student expenditures in 30 years have not
During the period in which educational expenditures werdeen sufficient to overcome the social problems at which
rising rapidly, much was learned about how to improvethey were directed. The efforts have not improved educa-
educational effectiveness. Educators and parents knowipn outcomes. Current social, political and educational
and researchers have corroborated, that successful schoatsangements do not accomplish satisfactory education of
are characterized by strong leadership, an orderly enviroreur children.
ment, the teaching of basic skills, high expectations of stu-
dents, homework regularly assigned and accomplished, @iven the fiscal prospects of the state, there is no reason-
substantial part of the students’ day spent on academigble possibility for the foreseeable future that the schools
work, systematic monitoring of students’ progress, and @as currently organized could receive enough additional
sense on the part of students, teachers and parents tmabney to produce substantial improvements. Even if
their school is a community. schools were to maintain the modest 0.6 percent real per
pupil spending growth rate of the early 1990s, they would
These findings are not surprising, and one might havéace a $1.7 billion cumulative five-year deficit from 1997
thought that they would quickly have been adopted into 2001 under current law revenues. Returning to the 1.8
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percent annual real per pupil spending growth recordeéxample, providing better, cheaper education — that con-
from 1984 to 1994 would producefi@e-year deficit of  stitutional ways be sought for government to fund them.
$3.9 billion.
Traditionally, constructing a budget for K-12 education, as
Given the state’s fiscal constraints, government teast  in other areas, has begun by noting the number of students
to do better with less. The education system has growto be schooled, thesstimating the cost of producing the
accustomed to large budget increases per student, but fosehooling. As weéhave emphasized above, Minnesota is
long while to come the state will have great difficulty now in a position of having rather to start with a fixed
merely keeping real expenditures per student constant.  amount of money available for the education of children.
The new budgeting task is to find and implement policies
Budget increases have not typically yielded correspondinghat will foster quality education with that sum.
improvements in elementary and secondary educational out-
comes in the past. If education in Minnesota is to im-To help Minnesota meet the dual challenges of quality
prove in the future, neither large amounts of additionaland cost, three major changes are needed: expanded
money nor exhorting educators to do better will be whathoices for students; expanded choices for schools and
does it. districts; and an increased emphasis on useful informa-
tion about schools and independent evaluation of school
performance, both for parents and policy-makers.
Effective approaches

Of course we wish Minnesota schools would use the moExpanding choice for students
effective curricula and teaching techniques. But it is not
for policy-makers in St. Paul to stipulate what thoseA decade ago, Minnesota became a leader among the
should be. The task of policy-making is to devise arrangestates in education policy, challenging the traditional mo-
ments that allow and encourage teachers and administraepoly bureau model by opening up choice for students
tors to adopt the most effective approaches. within the K-12 system. Session by session since then, the
Legislature has been gradually expanding this policy of
That is why the most promising policy for improving challenging the system by expanding choices. It is time
schooling for all children in Minnesota is opening to fami- now to extend this policy by offering students even more
lies a broad range of educational choices. This would havehoices and expanding those choices beyond the tradi-
the two-fold advantage of fostering the innovation and eftional definition of public education.
ficiency that comes with competition, and as well en-
abling families to find the educational community in Recommendation: Permit low-income parents to
which their children do well. While we believe that even- receive education vouchers that could be used at
tually such a policy should apply to all children, some ofprivate and parochial schools. \We propose a voucher
the recommendations we offer would apply only to chil- program that would permit low-income parents to receive
dren of low-income families; that is, those most in need otertificates that they could use for the education of their
radical change in their schooling. children at private and parochial schools. Minnesota has a
long tradition of taking advantage of the strengths of pri-
The very act of choosing a school heightens parent expewate sector nonprofit organizations to accomplish public
tations and creates parental and school accountability. Wigoals — we finance students to go to private colleges and
are impressed with the evidence that where a school deve allow families to spend public dollars for church-oper-
velops a sense of community, education improves. That igted child care, social services and nursing homes. Ten per-
where the children feel cherished, and the parents ancent of Minnesota children already attend nonpublic
teachers patrticipate actively in the school’s activities, theschools. The question now is, why would we deny low-in-
children tend to flourish educationally. And it appears thatome students the same opportunity when so many are
community-schools, particularly those operated by reli-struggling and falling behind in public schools?
gious organizations, are often especially effective in edu-
cating disadvantaged youngsters, presumably providinghe Milwaukee voucher experiment has demonstrated that
support sometimes lacking at home. We think it prudentit is precisely the students who are having the greatest
where religious institutions accomplish public good — for difficulty who are choosing nonpublic schools. Those who
are doing well in public schools have no reason to change.
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Private voucher schools may actually do the public systeridVe propose that Minnesota establish a statewide educa-
a favor by relieving then of some of their lowest achiev-tional voucher program that gives every child eligible
ing, most expensive students. In Minnesota, they cafor a free or reduced-price school lunch the funding to
provide new capacity for fast-growing districts like Min- choose a nonpublic school that meets their needs, provid-
neapolis and St. Paul that face space shortages. ing the school joins the program and has space available.

Opponents are concerned that a voucher program draifie eligible group includes an estimated 230,000 public
money from the public schools. It is true that some maystudents and 20,000 nonpublic students from households
have to adjust staffing and programs because of lost rewith incomes below 185 percent of the poverty level. This
enue, but all enterprises in society must do this when theis 28 percent of 831,000 public students and 21 percent of
business drops, unless they redefine how they carry 085,000 nonpublic students. The upper-income limit is
business. The number of voucher students transferring o628,028 for a family of four, and $18,556 for a single par-
of the public schools in the near future is likely to rangeent with one child.
from a low of 2,000 to a high of 40,000. This is less than 5
percent of public enroliment, a drop far smaller than theThe program will be fiscally neutral, and may generate
200,000 student loss school districts experienced at thgavings in the long run. The commissioner of the Depart-
end of the baby boom period. Total public enroliment isment of Children, Families and Learning would be given
growing by 23,000 from this year to 2001. This growth the authority to phase in the voucher amounts in the early
may be greater than the number of students participatingears in order to guarantee fiscal neutrality. The voucher
in the voucher program. amounts would gradually be brought up to 90 percent of
state average general education revenues per student.
Many nonpublic schools are strong in nurturing character,
discipline and values, above and beyond any particulafhe voucher could be used to cover the cost of tuition and
religious doctrine. Parents need support in choosing thdees at a private or parochial school. The maximum
kind of education; perhaps as they do so, we will spen@mount of the voucher would be adjusted for grade level,
less later on drug abuse, dropout prevention and criminglist as regular school funding is. For example, a voucher
justice programs. for a 12th-grader would be higher than the amount allowed

Brandl-Weber Voucher Proposal at a Glance

Who qualifies for Low-income students. Generally, students who qualify for the free or reduced-price school
education vouchers? lunch program also would qualify for the voucher program. For a family of four, the upper
income limit would be about $28,000.

How many students About 230,000 or 28 percent of public school students and 20,000 or 21 percent of

qualify? nonpublic students would qualify, but it is likely that less than 40,000 of current public
school students would actually use them to attend nonpublic schools.

How much will vouchers Vouchers for new private school students will be about $940 for kindergarten, $1,900 for

be in 1997? elementary grades and $2,300 for secondary grades. Vouchers for students currently
enrolled in private schools will be $375 for elementary levels and $460 for secondary
students.

What will happen in the Over the next several years, voucher amounts will gradually increase until they reach 90

future? percent of the state’s funding per student. At that level, vouchers for all private school

students would then be about $1,700 for kindergarten, $3,400 for elementary grades and
$4,150 for secondary levels.

Will home school Yes, if they meet income eligibility limits. New home school students could receive
students be eligible for vouchers for $470 for kindergarten, $940 for elementary grades, and $1,150 for
vouchers? secondary levels. Children already in home schooling would get the same voucher

amounts as students currently enrolled in private schools — $375 for elementary grades,
$460 for secondary levels and $190 for kindergarten.
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for a sixth-grader. A separate reimbursement mechanismuired to use any particular curriculum or instructional
would give families a choice of transportation. method, but would be expected to make a commitment to
the state graduation standards when they go into effect.
In order to achieve fiscal neutrality from the outset, we exLike public schools, they would be expected to report to
pect the maximum voucher for students newly transferparents and the public on student achievement.
ring into nonpublic schools initially to be set at 50 percent
of state average general revenue per public school studevibuchers would be issued by the state and financed within
— about $2,300 for secondary, $1,900 for elementary anthe present state general education revenue system, mean-
$940 for kindergarten students. At this stage, scholarshipsg that they would be funded almost exclusively with
or family support may often be needed as supplements tgtate dollars. No state categorical revenues, levy revenues
the voucher to cover the cost of tuition. It is important thator compensatory aids would go into the voucher formula.
the voucher amount be raised as quickly as possible to
fully support tuition at average-priced private schools andRecommendation: Permit low-income parents to
to stimulate expansion of nonpublic schools. We propos@se an education voucher for independent learning
that the maximum voucher eventually be raised to 90 pelr home schooling. We propose one additional type of
cent of the state average per pupil general revenue amowrducher for independent learning. The rich array of educa-
— $4,150 for secondary students and $3,400 for elemertional resources available through computer networks,
tary and $1,700 for kindergarten using fiscal 1997 formu-multimedia and distance learning technology will soon
las. Once the program is fully implemented, schoolsmake it possible for children to learn as much or more at
would have to accept the voucher as full payment; scholhome as in school. Home school is the fastest growing
arships could still be used, but no charges could be mad=lucational option in Minnesota, increasing from 2,900
by schools to parents other than customary fees. students in 1990 to 9,200 in 1994. Some parents are form-
ing neighborhood clusters and support networks that pro-
It is only fair to give low-income students already attend-vide training, technical assistance, evaluation and
ing nonpublic schools the opportunity to be in the pro-accreditation from certified teachers. This proposal is con-
gram. Unfortunately, the only way that fiscal neutrality sistent with our commitment to invest more in families
can be achieved is by starting these students out with @d less in costly institutions.
lower voucher. We propose 10 percent of the state average
general revenue per student — about $460 for secondays a starting point for discussion, we propose that a
students and $375 for elementary students — graduallyoucher set at 25 percent of statewide average general
raising their voucher to the 90 percent level over a periodevenue be made available to children from low-income
of five to 10 years. Since the voucher cost and the avefamilies newly choosing independent learning. This
age cost structure of nonpublic schools is lower than thatvould represent, in fiscal year 1997, about $1,150 for sec-
of public schools, each student transferring to a nonpubliondary students, $940 for elementary students and $470
school generates savings. It is those savings that pay for ther kindergarteners. Existing low-income home school
vouchers for existing nonpublic students. Thus, participatfamilies could receive a 10 percent voucher at the outset,
ing nonpublic schools will have a strong incentive to operwhich could be raised over time to the 25 percent maxi-
up as many positions as possible for new voucher studentmum. The Commissioner of the Department of Children,
Families and Learning would be given the authority to
All types of nonpublic schools could participate, provid- prorate vouchers or cap eligibility to keep the program fis-
ing they meet current state nonpublic school laws and sewally neutral.
eral additional requirements. They would have to make a
minimum number of positions available to new voucherThe child’s home school would have to meet standards
students. Oversubscribed schools would have to selecurrently in state law for home schools, including annual
voucher students by lottery; they could not “cream” onlystandardized achievement testing in major subject areas
the top applicants. arranged in cooperation with local school superintendents,
unless the school is accredited or taught or supervised by
Under our proposal, special education students woul@ licensed teacher. The voucher would promote higher
have to be provided for and current discrimination lawsquality in independent learning, giving more families the
would have to be met. These laws allow nonpublic schoolability to purchase learning technology and technical as-
to have admissions criteria, but not to discriminate basedistance from accrediting networks.
on disabilities. Participating schools would not be re-
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Recommendation: Do not allow school districts to and others to start new public schools that are autono-
deny use of facilities to nonpublic school stu- mous, site-managed and less regulated. Beyond having to
dents. We envision public school buildings being around- attract students, these public schools offer a different form
the-clock community learning centers open to a variety obf accountability. In exchange for their independence and
learning and cultural activities and serving all kinds offewer regulations, they must agree to a term-specific per-
people. Some already are. One implication is that it ndormance contract with a sponsoring school district or the
longer makes sense for public schools to shut oustate board of education. To allow school choice to expand
nonpublic students who need particular classes, servicessen further, the charter school law should be amended to
or extracurricular activities. remove the current cap on the number of schools that may
be authorized; to permit additional types of organizations
Fortunately, cooperation is already a tradition in some&o sponsor schools; and to make the per-student financing
parts of rural Minnesota. Small towns understand the reafor each charter school equal to what is available to a stu-
ity of limited resources and the importance of a unifieddent in each student’s resident district.
community. One hundred and seventy-seven districts al-
ready take some advantage of proportional “shared timeRecommendation: Give credit to students who
aid available under current law. To expand on this authormeet standards regardless of where learning takes
ity, we propose that public school districts no longer beplace. Expanded choices in Minnesota are taking place
permitted to deny timely and reasonable requests of pawithin a growing emphasis on results that students are ex-
ents of nonpublic school children for enrollment in pected to achieve as they progress toward graduation.
classes or extracurricular activities not otherwise avail-Consistent with that policy change, all students who can
able. meet the state-established outcomes should be provided
credit, regardless of where or how their learning actually
Recommendation: Allow students to enroll in any took place. For example, students who learn a language in
school district, with no restrictions on open enroll- a foreign country or a summer program should not be de-
ment. Under Minnesota’s pioneering open enroliment nied credit and be required to take courses in school. This
law, students are allowed to choose a school outside thes a wasteful use of limited resources.
district. Yet a number of districts are now closed to stu-
dents from other districts; they cite a need to reserve avaiRecommendation: Allow low-income 11th-graders
able space for present and future students who reside to establish accounts for career preparation pro-
the district. To fully achieve the intent of open enrollment,grams. We propose allowing low-income high school
students should be able to enroll in any district, taking tquniors preparing for technical careers to stretch their final
their school of choice the funds provided for them bytwo years of high school funding to one or two years be-
local and state sources, including referendum income. yond high school. Those meeting academic benchmarks
and accepted into state-approved youth apprenticeship
Recommendation: Do not weaken or limit the post- and work-based learning programs could receive an ac-
secondary enrollment options program. One of the  count from their school district valued at two years worth
most popular of Minnesota’s choice programs allows theof educational funding.
state’s high school juniors and seniors to take courses at
post-secondary institutions at taxpayer expense. Some diStudents could combine their education accounts with
tricts that have lost students — and the financing thaimatching funds from employers, scholarships, training
comes with them — to nearby colleges have urged th@rograms and job earnings to finance a three-year or four-
Legislature to place additional conditions on this choiceyear integrated program of academics, technical courses
option. These pressures to weaken or limit the post-se@nd part-time work with a participating employer in their
ondary enrollment options program should be resisted anchosen occupation. Based on an approved Individual Edu-
students should continue to be allowed to, in effect, finiskcation/Training Plan developed with the help of parents,
high school while in college. We can no longer afford toemployers and school counselors, they could choose the
keep students in high school who are ready to move on. best available courses and training from their local school,
colleges, employers and other sources.
Recommendation: Remove the cap on the number
of charter schools and amend legislation to en- Several dozen youth apprenticeship and work-based
courage development of charter schools. Minnesota  learning programs are operating or being developed in
was the first state in the country to allow teachers, parentglinnesota by local business-education partnerships, re-
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sponding to Minnesota industries’ need for more skilledchoose and provide financial incentives aimed at achiev-
employees, and to the need of young people for new opng results. Groups of teachers and other professionals
tions. Our proposal would motivate more low-income should be given clear authority to form learning enter-
youth to participate by enabling them to shape their owrprises and market their services to schools, and to reinvest
program and guaranteeing them seamless financial sugavings in their classrooms. For example, a group of sci-
port beyond high school. The gram would be fiscally ence teachers could form a cooperative and negotiate a
neutral for the state education budget. performance contract with a school or a district. If they
delivered under budget, they could put the savings into
new lab equipment or other classroom needs. Further-
Expanding choice for schools and more, school boards should be authorized to develop and
districts offer education programs in locations outside their tradi-
tional boundaries.
Beyond the benefits to students who choose another
school, expanded choice offers both challenges and op-
portunities to all public schools. But to fully seize theseProviding information and monitoring
opportunities, the state should allow both districts andperfomance
schools the flexibility to adapt and improve to meet the
challenges of expanded competition. School districts havBecommendation: Establish a comprehensive,
asked for a level playing field. Our proposals give themuser-friendly program to provide information to
several options to achieve just that. students and parents about all the schools, pro-
grams and options available to them. Increased com-
Currently, schools and boards of education are limited byetition will offer schools a significant incentive for
state and federal mandates. Districts are required to “purmproving student performance. However, the state also
chase” learning services, in effect, only from the school$as an obligation to make sure parents, schools and dis-
they own. Toenable both school boards and individual tricts all have the information they need to make appropri-
schools to improve the learning program they offer, theyate choices.
need choice too.
Recommendation: Establish a mechanism to
Recommendation: Allow school sites to make deci- monitor and report on school performance. The
sions about management and funding. All individual state’s movement toward new forms of accountability
public school sites should be given the authority, so londpased on outcomes will require increased monitoring and
promised, to make their own decisions about how theyeporting on school performance. As the number and di-
will meet the state’s outcome requirements; and to secureersity of school choices grows, this information will be
their noninstructional services, such as transportationpf importance not only to parents, but also to policy-mak-
food services, accounting and so forth, from whateveers. To ensure maximum objectivity and credibility, moni-
source they decide will provide the best service for thdoring, evaluating and reporting on school performance
money. should be transferred to an independent agency outside
the K-12 system. This effort could be funded from the
Recommendation: Allow school boards to convert current state education budget or directly by schools.
schools to charter schools. All public school districts
should have the authority to convert any existing school td’he purpose is clear. The state is committed to making
charter status, with the resulting autonomy and flexibilityschools as well as students accountable for performance.
to decide how to best meet the state’s outcome requiréFhis is essential if we are to have high standards. Only
ments and other aspects of its operations. Finance formwhen schools are accountable for student performance
las should be adjusted to make sure that schools do nefll standards be taken seriously.
lose ground when they convert.
We must also commit ourselves to tying funding to perfor-
Recommendation: Expand authority of school mance. Public education in Minnesota is a $6 billion an-
boards to purchase instructional services and au- nual enterprise. We simply can no longer afford to put
thority of teachers to market services. School boards dollars into schools or classrooms that do not deliver the
should be authorized to purchase both instructional antest possible results for the money.
noninstructional services from whatever organization they
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Through choice and performance-based contracts, inceisigned under a policy called “shared responsibility.” Law-
tives can be created to save money and reinvest in improvaakers set the expectation that all students shoulder 50
ing our children’s learning. percent of their higher education costs; the state and fed-
eral governments would contribute up to 100 percent of
the remaining share, according to the student’s family fi-
- nancial situation.
Post-Secondary Education
Over the past decade, Minnesota has consistently sup-
Minnesotans have a long tradition of supporting highported financial assistance for needy students even when
quality colleges and universities and offering wide accesappropriations to public colleges and universities were cut
to them. But both the quality and access to post-secondhuring the recession of the early 1990s. In spite of this
ary education could now be in peril. pattern of investment, the percentage of public resources
targeted directly to students remains small. In the current
For nearly a decade, higher education’s share of the stalgennium, 10 percent of the post-secondary budget sup-
budget has been shrinking, while health care, K-12 educaorts grants and work-study for needy students, while 90
tion and corrections have claimed an increasing share gfercent goes to the governing boards of the two public
public resources. In 1987, the state spent about 50 percenigher education systems. There is evidence that the cost
more on post-secondary education than health care. lof tuition is keeping some people from enrolling in post-
1995, Minnesota will have spent almost 60 percent moraecondary education.
on health care than on post-secondary education. Tuition
rates at higher education institutions have risen faster thadinnesota has more public institutions per capita than
the rate of inflation. most states its size. Many of these institutions are ineffi-
ciently sized and located in geographic areas of the state
Both of these trends — the intensifying competition forthat are facing declining or slow population growth. Nine-
public resources and the increasing reliance on privateeen of the state’s 66 public campuses are located in the
resources to finance higher education — show no sign afegion stretching from St. Cloud through the Twin Cities
abating. Our projection for the 2000-01 biennidraves  to Rochester, a region that will produce 75 percent of all
post-secondary education receiving1$2 billion, com-  high school graduates by the year 2009.
pared with the $2.14 billion it receives in the current bien-
nium. This translates to an increase of 2 percent over fourhe state’s current pattern of investment in post-secondary
years. Toeducators anticipating an increase in higheducation does not provide adequate incentives for
school graduates, this will come as shocking news, whicleolleges and universities to deliver education services in
is another reminder that Minnesotans have not yet aban efficient manner that responds effectively to the needs
sorbed the implications of the coming fiscal crisis. How
then, under these conditions, can Minnesota sustain its

historical commitment to quality and access? Students Pay a Greater Share of Education Costs

Percent Change since 1984

From 1984 to 1994, total state appropriations to Min- A
nesota’s public post-secondary institutions grew by ar Tt ~~~~~~ :
inflation-adjusted 9 percent, while total student enroll- 39%, uition

ment (in full-year-equivalents) grew by 6.5 percent. But
real tuition income increased 46 percent, more than five
times as fast as either appropriations or enroliment. Re

32.4%"

27.1%,"

tuition rates increased 41 percent at the University of Min- 2029
nesota Twin Cities and 32 percent at state universities. -
12,6”/.0.
These tuition increases were partly the result of an explici 103 1 4%10_7% .
policy decision in the early 1980s. In 1983, the Governol e ' System Appropriations  0.1% 6:8%
and Legislature, faced with minor fiscal difficulty, chose -~ 44%

.. L 1 T T T T T T T T
to set tuition at 33 percent (on average) of the cost of puk 1ess 1085 1086 1087 1988 1989 1990 1991 1982 1983 1994
Il(': educat'lon- Tuition rose, but approprlatlons for student Note: All figures have been adjusted for inflation to 1984 dollars.
aid were increased and the state grants program was red€surce: Minnesota Department of Finance
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and demands of the citizen-consumers. The Governor’programs such as the MINITEX interlibrary loan system
and Legislature’s recent decision to tie a portion of col-and telecommunications grants.
leges’ and universities’ appropriations to performance out-
comes is a step in the right direction. But this kind ofThe Minnesota State Colleges and Universities now de-
marginal change in budgeting practice is not radicalive 65 percent of their operating revenue from direct state
enough. Nor does it concentrate public resources in thappropriations, which the MnSCU board of trustees con-
hands of citizens who are least able to afford an investtrols centrally; state appropriations make up 28 percent of
ment in post-secondary education from their own privatedhe University of Minnesota’s operating budget. With our
resources. recommendations, the total amount of public resources
granted directly to the two governing boards would de-
A powerful answer to the twin challenges of providing cline by two-thirds. This would radically affect the role of
guality post-secondary education and focusing public resystem governing boards and central administrations. The
sources on needy citizens lies in creating a market foboards would need to continue to focus on quality assur-
Minnesota’s higher education institutions. Instead of let-ance issues and may have to provide transitional assis-
ting legislative bodies or public system governing boardgance to some institutions. But, these recommendations
— government bureaus — make most of the decisionsvould also remove colleges and universities, particularly
about how state funds are invested in post-secondary editinnesota State Colleges and Universities, from the pro-
cation, the majority of public funds should be put directlytection of a central administration that has been able to
into the hands of citizens looking for education and train-guarantee that sufficient funds go to sustain even the most
ing. This would shift the decision-making power aboutinefficient campuses.
program needs and campus location from central bureau-
cracies to local campuses serving individual consumers/Vhile there is no guarantee that all colleges and universi-
and thereby strengthen the ability of public colleges andies will survive in this new competitive post-secondary
universities to compete. education marketplace, state institutions must be able to
compete fairly with other providers by removing the
Recommendation: Radically change the way state handicaps of current state administrative and regulatory
funds for higher education are appropriated by giv- structures and policies. This is particularly true in the case
ing more to students and less to institutions. Begin- of Minnesota State Colleges and Universities which, un-
ning with the 1998-99 biennial budget, we propose, adike the University of Minnesota, are not constitutionally
does the Citizens League, that the current practice of allandependent of the state.
cating 90 percent of the state’s appropriation to institu-
tions and 10 percent to students be nearly invertedlo ensure that public colleges and universities can re-
Specifically: spond to market forces while at the same time ensuring
that statewide public interests are served, we recommend
B Reserve 30 percent of appropriations for direct instituthat the roles and responsibilities of governing boards and
tional support in the form of block grants to the two publiccampus presidents be redesigned.
higher education systems.
Recommendation: Governing boards should set
B Place 60 percent of appropriations directly in the handstandards for institutions. Governing boards should
of citizens seeking education and training. A portion ofarticulate statewide post-secondary education goals and
this amount would provide Minnesotans lifetime learningobjectives and set standards of academic and manage-
grants. Not limited to public institutions, these grantsment performance for the institutions under their gover-
could be used to pay costs of post-secondary education oance. The chancellor should exercise strong fiscal
training. The rest of the appropriation would be budgeteaversight through auditing and must be able to hold presi-
for grants to needy students to help pay tuition and exdents accountable for their actions.
penses. The two types of aid — learning grants and need-
based grants — should be thought of as replacing the buRecommendation: Give college and university
of the current state appropriations to institutions. presidents more authority. Presidents must have the
authority to make and be accountable for management
B Allocate 10 percent of the post-secondary educatiorecisions affecting academic programs and financial
budget for basic and applied research and for statewideperations, including the authority to set tuition rates and
admissions standards.
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The demand for post-secondary education is increasing atis on spending at the local level, but the proposals will
a time when the government is less able and the publiceduce costs at both state and local levels of government.
less willing to fund it. Without radically changing the way
in which it finances and delivers post-secondary educaThe forces driving budget increases include a growing
tion, Minnesota will end up with a weak and unresponsivepopulation of potentially dangerous juveniles and public
system with too many campuses delivering insufficientperception of worsening crime, translated into ever more
programs to fewer and fewer students. By nurturing comstringent state crime laws, judicial rulings and local deci-
petition and targeting public resources to the most needgions.
Minnesota can create the conditions that will nurture a vi-
tal post-secondary education system ready to respond tadividuals in the 10- to 24-year-old age group accounted
the needs of its citizens, businesses and industries. Notfer only 20 percent of the population in 1990, but over 50
ing less than an entrepreneurial spirit is required for oupercent of total arrests and almost 70 percent of serious
colleges and universities to compete with the growingcrime arrests. An already strained juvenile justice system
number of private vendors delivering education using nevfaces a rising juvenile population in the next several years
electronic information technology. If traditional higher through the year 2000.
education does not provide what students need, it is clear
that nontraditional providers will. The public’s decreasing tolerance for criminal behavior
and the perception that crime has spun out of control led
to development of a series of stringent crime bills. From
- = - 1965 to 1994, the state criminal code has increased from
Criminal Justice 32 pages to 156 pages. New policies, rulings and laws
have broadened the list of behaviors defined as criminal,
Criminal justice spending in Minnesota has been rising atiramatically increased the amount of time offenders serve
the rate of 13 percent annually from fiscal years 1986 tan prison and expanded the responsibilities of criminal
1996 and could reach $810 million by fiscal year 2001. Afjustice professionals.
this rate, criminal justice spending threatens to crowd out
other important programs in the state budget, assuming &dinnesota actually has a relatively low rate of violent
we do, that we do not wish to raise taxes. If policies dacrime compared to other states, ranking 37th in the nation.
not change, the funds projected to be available for crimiWe lock up our offenders for longer periods of time. A na-
nal justice in 2000-01 will not be enough to cover the extional comparison shows that offenders in Minnesota
pense for future offenders. serve more time in prison than in 34 other states. The
comparison includes sentences served for murder, man-
Unless we find other ways to cope with about 750 addislaughter, rape, robbery, assault, burglary and drug of-
tional future inmates, costs for imprisonment in 2000-01fenses.
would have to be taken from one or more of the other ma-
jor spending areas. Likewise, if appropriate alternatives t@he state’s criminal justice system is inefficiently orga-
prison can be found for nonviolent inmates, the statenized. Funding for local entities is fragmented, making
would be able to avoid building one of the two new pris-coordination and consistency nearly impossible. Today we
ons planned in the near future. The funds instead could beave a distorted situation in which the locally funded
devoted to education, health and crime prevention and reeomponents of the system — law enforcement and pros-
lieve the budget pressures accordingly. ecution — determine what the state-funded components
— courts, public defense, probation and corrections —
Our recommendations aim to protect Minnesotans, punishre obligated to process and pay.
violent criminals, concentrate funding on crime preven-
tion programs and rein in escalating costs. We believe th&nce a prison or jail is built, recurring operating expenses
the concepts of competition and community could furtherare inevitable. Minnesota spends about $200 million each
decrease costs for the criminal justice system. year to operate 4,600 prison beds. Local governments also
spend large sums to operate the 5,200 jail beds in the
Our proposals focus primarily on state expenditures fostate. Expanding the capacity of prisons or jails not only
the criminal justice system, including public defender,carries an enormous one-time capital expense, but also in-
courts, community services and corrections. We do not foereases future recurring operating expenses. For example,
the new 800-bed prison planned for Braham in the year
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2000 is estimated to have a one-time capital expense éte system. Since 1984, the commission has been re-
$100 million, plus the debt cost and recurring operatingquired to submit proposed sentencing modifications to the
costs of at least $30 million per year. Jails face similategislature for review prior to enactment. This has had the
costs. All of Minnesota’s prisons are over capacity, and fueffect of curtailing the commission’s independence from
ture inmate projections show a budget shortfall that willthe political arena. The practical result has been that legis-
continue well into the next century. Continuing to build lators, legitimately responding to their constituents con-
prisons and jails will come at the expense of other governeerns and fearing the “soft on crime” label, have ratcheted
ment functions — educating youth or caring for the eld-up prison time for criminal sentences. These increases of-
erly — and is not an acceptable solution. ten occur without due consideration of financial resources,
the long-term cost of a rapidly growing prison system and
Alternatives to prisons and jails can reduce the number dhe availability of less costly ways of punishing criminals.
inmates and the need to build additional institutions.
These options can be accomplished at a lower cost witHPotential savings in this area are substantial. In 1995, the
out adversely affecting public safety. The following rec- commission proposed modifications that, without com-
ommendations apply the ideas of competition, communitypromising public safety, would modify the sentencing
and concentration to the criminal justice system. Theyguidelines to further differentiate serious and violent of-
range from the pretrial stage of the criminal justice pro-fenders from nonviolent drug and property offenders. The
cess to sentencing policy and incarceration. commission also recommended that more nonviolent of-
fenders be held accountable for their crimes through local
Recommendation: Keep the courts focused on punishments including jail and workhouse time. These

necessary cases by using diversion, jail screening, proposals are designed to help ensure that prison space is
an infractions bureau and victim-offender media- available in the future to keep more violent offenders in-
tion. carcerated in state institutions for their full term of impris-

onment. These proposals are currently being modified and
B Encourage the use and expansion of diversion progranrefined by the commission.
for both adult and juvenile nonviolent offenders. Such
programs allow for a contract between the offender and’he commission acknowledges that its proposal will not
sanctioning entity for community service or payment of asucceed without adequate state funding to offset the addi-
fine. In particular, keeping juveniles out of the criminal tional local costs that will result as nonviolent offenders
justice system makes them less likely to be part of it asre supervised at the county level. If enacted, the
adults. commission’s modifications would have a major cost im-
pact, saving a total of $75 million by 2001.
B Use jail screening statewide to determine which offend-
ers should be incarcerated prior to a pretrial hearing. ThiRecommendation: Incarcerate in county facilities
proposal would open up jail space for those offenders whthose offenders with short sentences. Under current
should not be released. law, offenders who are sentenced to less than one year
serve their sentences in county jails. However, judges of-
B Build on efforts in progress to create an infractions bu-en give credit for time served in county jails while an of-
reau that would use civil sanctions instead of incarceratiofender is awaiting trial. The result is that many offenders
for less serious offenses. This would save both time andctually serve less than one year in the state prison sys-
administrative costs for the court system. tem.

B Introduce victim-offender mediation for cases involving It is estimated that the cost to the state prison system to
nonviolent juvenile and adult offenders. For appropriatehouse inmates serving less than one year would be $105
cases, mediation enables offenders to assume responsibitillion from 1997 to 2001. It would cost counties $79
ity and make restitution for their offenses. million to house these same offenders, assuming jail space

for them is available. We recommend creating new state-
Recommendation: Restore independence of the funded jail alternatives using private and nonprofit com-
Sentencing Guidelines Commission. The Sentencing munity-based providers. Local officials would have the
Guidelines Commission is responsible for determining apeption of diverting nonfelony offenders to this alternative
propriate sanctions for criminal offenses. The commissiorat no cost to them. If this option was applied to 30 percent
is a group of experts who represent the entire criminal jus-
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of gross misdemeanor cases, and to 60 percent of misdien of a $100 million 800-bed close security corrections

meanor cases, counties would save $11 million. facility now on the drawing board. Adding the debt sav-
ings from such a decision, the savings grow to $214 mil-

The result would be to use expensive, limited prison andion.

jail space for felons to serve their sentences. Nonfelons

would be subject to alternative community-based sancThe alternative to fundamental reform in this area is that

tions where private vendors would contract with the counmany court services will become unavailable, cases will

ties for the administration of the program. After paying become backlogged, probation caseloads will increase, of-

the full cost of the jail alternative, the net savings to thefenders may not be adequately supervised and prisons will

state budget would amount to $72 million. be overcrowded to potentially dangerous levels. In short,
needed services will be substantially curtailed and public

Recommendation: Authorize the Department of safety will be put at risk.

Corrections to contract with private vendors for in-

carceration and institutional programming for me- The reasonable conclusion is that the criminal justice sys-

dium-security male inmates in nonpublic facilities. tem can and must change. While fundamental change

Under this proposal, the Legislature would authorize themust occur, we must assure that those persons who

commissioner of corrections to solicit competitive bidspresent the greatest threat to communities are strictly su-

from private vendors to house and provide programmingervised and punished. We must reduce costs for both

for inmates. Private vendors would have to ensure the costate and local governments or the growth of the criminal

to the state is less than it would be if the state directly prgustice system will crowd out some of our most important

vided the service. We recommend that the number of inprevention-related programs.

mates to be served under the proposal not exceed 500; that

participating inmates be selected by the commissioner;

that inmates be housed in facilities provided or owned bproperty Taxes and Local
the contractor, not the state; and that the corrections co

missioner could impose additional conditions. Assuming ';hovernment Aid

cost per day of $54 under competitive bids, savings from

this proposal would total $25 million between 1997 andThe current fiscal arrangement between our state and local

2001. governments was put in place 25 years ago. At that time,
property taxes paid to local governments were rising rap-

Recommendation: Authorize the Department of idly. Taxpayers and local governments banded together,

Corrections to contract with private vendors for in- seeking help from the state.

carceration and institutional programming for low-

security male inmates in public facilities. Similar to In response, state government instituted a sales tax and

the proposal for medium-security inmates, this proposagreatly increased the income tax. Much of the new rev-

would allow the commissioner of corrections to seekenue from those taxes was allocated as aid to local gov-

competitive bids from private vendors for the manage-ernments. Local aid was intended to make some property

ment and operation of a state-owned correctional facilitytaxes unnecessary, and to provide individual homeowners

for 300 low-security male inmates. Assuming a cost perelief from property taxes actually paid.

day of $45, savings from this proposal would total $4.3

between 1997 and 2001. Known as the “Minnesota Miracle,” Minnesota’s local aid
was acclaimed for meeting government’s responsibilities

Recommendation: Create mechanisms to lower without unduly burdening its citizens with property taxes,

prison per diem costs. Recognizing that lowering the most unpopular source of government revenues.

prison operating costs will require difficult policy choices,

efforts must continue to reduce these costs. Reducing théow, the Minnesota Miracle has run its course and must

per diem cost of managing 4,600 inmates by one dollabe replaced with a different relationship between state and

has the potential of saving $1.6 million annually. local governments. In 1995, these aids constitute 13 per-
cent of the state’s general fund budget and are the third

Collectively, the recommendations add up to savings ofargest expenditure, after education and health. Three

about $177 million. If they were implemented beginning problems exist with the current system.

in the 1996 legislative session, we could avoid construc-
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First, the state cannot afford it. Over the past 25 years, theill not only be more affordable but it can be designed to
average annual increase in state aids for property tax relige fairer and to have more sensible incentives.
has been 5 percent. Our projections indicate that by 2001,
$100 million less than at present will be available fromRecommendation: Concentrate the state’s property
state government for relief of local property taxes. In thetax relief on needy people, not local governments.
future, the state will not have the money to continue ever® major share of the funds now devoted to local govern-
current levels of relief for cities and property taxpayers. ment aid and to the homestead and agricultural credit
should be transferred into direct relief to needy property
The haphazard allocation of funds is a second failing otaxpayers through the circuit breaker program.
the current system. Money is spread across the state, not
concentrated on those cities or taxpayers especially iRecommendation: Target aid to local governments
need. As noted in the recent splendid Citizens League ret governments in need. Almost all local governments
port, Building a Legacy of Better Valugf, the billion dol-  now get aid. In the future, aid should be directed to a
lars annually allocated in property tax relief, only $150smaller number of cities, especially to those that are in
million goes to needy individuals through the so-calledneed. Professor Helen Ladd’s study of several years ago
circuit breaker program. The program sends checks tand the recent Commission on Reform and Efficiency
people based on their income and the amount of propertyave shown how to target local government aid.
taxes they pay.
Recommendation: Require local governments to
A few years ago, a distinguished group of national expass a referendum before increasing noneduca-
perts studied our state’s system and concluded that the dlen-related property taxes. Minnesota is committed to
location to cities is almost random. That is, those citiexollecting a fixed or declining fraction of personal income
most in need — with little property to tax, or with espe-in state and local taxes. But, since the property tax is local,
cially serious crime or poverty — were barely more likely the total amount collected is determined not at the Capitol,
to receive as much state aid as did many more prosperobsit in hundreds of city council meetings all over the state.
cities. The current program is wasteful; a more fair distri-Thus, there is no guarantee that the overall tax limit for
bution could be achieved with less money. the state will be met.

The third failing of the current arrangement is the pervers&o deal with this situation, we propose that local govern-

incentives it contains. Though designed to give relief fromments be required to pass a referendum before increasing

property taxes, it tends to push taxes upward. Local govaoneducation-related property tax rates. An exception

ernments, finding some of their bills paid by the state, tendhould be made in order to maintain a constant levy in

to spend more. This “ flypaper effect” occurs when statemunicipalities where market values are declining.

aid sticks to local government rather than being passed on

in the form of lower property taxes. Recommendation: Require future property tax in-
creases to be levied on market value. Since the

A more complex but equally perverse incentive is broughpresent classification system is both unfair and contains an

about by the property tax classification system undeiincentive to push up property taxes, it should be replaced.

which different “classifications” of property — owner oc- The Governor and Legislature should consider requiring

cupied, rental, farm, commercial-industrial — are taxed athat any future property tax increases be levied on market

widely different rates. Those paying low rates can supporvalue, rather than using present classifications.

overall increases in property taxes knowing that others

will bear the brunt of them. Recommendation: Create a new form of govern-
ment — the village — to foster local competitive

Over the years, the distorted incentives have yielded risingontracting. Cities are the most efficient level of govern-

income and sales taxes. These taxes have risen, in partrt@ent; many already engage in much contracting for ser-

cover the cost of “property tax relief,” but after adjusting vices. All local governments will need to become more

for inflation, property taxes are higher now than they wereefficient in the trying times ahead. To gain the efficiencies

25 years ago. of local competitive contracting, we propose creation by
the Legislature of a new form of government, to be called

The coming fiscal crisis provides an opportunity to makea village (since technically Minnesota no longer has any

a virtue of necessity. A smaller property tax relief systenvillages).
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The new villages, to be formed by vote of the electorate ofpending on elderly people exceeds the national average
any municipality, would have no employees except thosdy 59 percent. The state spends 63 percent more than the
hired to administer elections and those hired to administemational average on people with disabilities. While this
the contracts through which all of the services provided bynay speak well of our public mindedness, the state cannot
the village would be delivered. afford to sustain such programs in their current form.

Recommendation: Establish deadlines for govern- Moreover, federal support, which has long subsidized
ments to submit their services to competitive bid. state efforts, is waning. While cost estimates are inexact
We also propose that the Governor and Legislature estalbmtil Congress acts, the state is likely to receive between
lish deadlines for governments to submit a set portion o$2 billion to $3 billion less health aid from the federal
their services and products to competitive bid. For ex-government during 1996-2001 than had been anticipated.
ample, the Metropolitan Council could be required byThis represents a potential reduction of at least 24 percent
1998 to have submitted 30 percent of its activities to comby 2000-2001 from current demands. The federal cuts
petitive bidding. Public employees now producing publicmake the need for reform more urgent. There is no alter-
services should be welcome to submit bids. Given theinative to comprehensive reform.
expertise we expect that they would frequently win the
contracts.
The challenge
Ultimately, we want to shift the power from bureaucracies
back to the people. Give the people the tools and they willhe challenge facing Minnesota, then, is how to slow the
be more creative and more effective than centralized gowgrowth of health care spending and yet provide improved
ernment. services for those who need them most. As in other areas,
we propose organizing public health care reforms around
the three basic principles of competition, community, and
concentration. Applying these principles would transform
Health Care the way in which Minnesota tax dollars are spent through
the state’s three key health care programs, Medical Assis-
The challenge facing Minnesota’s publicly funded healthtance (Minnesota’s Medicaid program), General Assis-
care system is simple and dramatic. Without changetance Medical Care and MinnesotaCare.
spending for health care would consume every additional
dollar in the state’s budget, eliminating increased financ-As in so many other areas, Minnesota’s publicly funded
ing for K-12 education, corrections, post-secondary eduhealth care system is driven largely by providers and insti-
cation, local aid and other vital state programs. Health antltions. That is, providers and health care institutions are
human services funding is the fastest growing part of theeimbursed largely on a fee-for-service basis. The state
budget now, and is second only to K-12 education in totadets prices for certain services and reimburses providers,
funding. as long as prices are within reasonable limits.

If Minnesota is to live within its means, we recommend The state acts as the funder, the regulator, and often, for
that the state raise the health care budget from $3.3 billiopeople with disabilities, is the service provider. In ex-
to $4.6 billion in 2000-01. An increase of $1.3 billion change for public health care money, private providers are
would seem to be immense, but meanwhile the numbenequired to undergo extensive licensing requirements and
of people eligible for state-financed health care, especiallgomprehensive, often prescriptive, regulatory oversight. In
the elderly and people with disabilities, are growing rap-addition, because of the fee-for-service model, consumers
idly. The result is that the $4.6 billion available at the turnlargely do not have incentives to help reduce costs.

of the century would only be sufficient to cover the cur-

rent levels of spending per person. In inflation-adjusted

dollars, this is a huge cut. Revenue constraint

In part, health care spending growth is being driven byThe first step to creating a new publicly funded health

larger demographic changes in the population. But spendtare service system is to begin budgeting with the as-
ing also is being driven by Minnesota’s generous eligibil-sumption that revenues will be constrained. That is, the
ity and service standards. For example, Minnesota'state should cap health care spending at a certain level.
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This cap would determine how much money is availablehe state regulates the procedures of providers but does
for services. Setting a limit on the amount to be spenlittle to ensure good results. For example, greater value is
would turn on its head the current system, which nowput on documentation of care than on client satisfaction.
guarantees that certain services are provided and then 8the new message to providers will be: we care less about
tempts to pay for them. the means by which you ensure good results and more
about the results themselves. We will focus less on proce-
Recommendation: Pool the state’s buying power dures and more on outcomes.
and require providers to bid to provide services to
people with disabilities and the elderly. Recommendation: Give consumers incentives to
pursue healthy conduct.
The best way to create greater competition in publicly
funded health care services is to give individuals moreThe other way to keep costs down is to give consumers a
choices and greater control. Under the new model, thenore direct financial stake in ensuring good health. One
state would give individuals greater choices by setting upvay, for example, is to give consumers a rebate check if
a large buying pool of consumers. It would work not un-they pursue healthy activities, like quitting smoking. An-
like the way in which state employees can now choosether option is to establish Medical Savings Accounts,
from a menu of health plans. which would allow consumers to retain a portion of their
health care allocation if it were not spent during the year.
The state would use this large money pool to entice pro-
viders to bid plans to provide services to elderly peoplelhe overriding point is to make consumers partners in
and people with disabilities. Consumers could chooseost containment by offering incentives to pursue healthy
from a range of options. For example, one plan might ofconduct, whether through a cash rebate or a credit in a
fer a better prescription drug benefit. Another plan mightsavings account. We strongly encourage the Legislature to
offer more in-home nursing services. A third plan mightexperiment with Medical Savings Accounts by proposing
offer more day-training hours for the disabled. The plan a pilot program for Minnesotans.
consumer would select would depend on his or her par-
ticular needs. The point is to use the purchasing power die believe that, under this reformed model, new provid-
the state to help reduce costs and expand the menu efs will emerge from the community. For example, the
choices. Both public and private providers would be re\Veterans of Foreign ®s might decide to establish a
quired to bid competitively. In this new system, funding health care network with area hospitals or nursing homes
would follow individuals’ choices, not institutions. to provide care to elderly veterans. Lutheran Social Ser-
vices or Catholic Charities might very well come forward
Further, the state would allocate resources based on tlie provide expanded services to people with disabilities.
needs of groups of individuals. For example, elderlyOnce many of the excessive licensing and regulatory bar-
people who require only occasional in-home nursing careiers are removed, communities will feel free to enter the
would be funded at one level. Another group, such asnarket. Consequently, health care reform, we believe, will
adults with developmental disabilities who require day-lead to a greater range and diversity of providers, creating
training services but not residence care, might be fundethore options for consumers and helping to ensure quality
at another level. The idea is to assign a predetermined cassults.
to consumers with similar health care concerns and then
allow providers to bid on services they are best positione®ecommendation: Take the consumer’s ability to
to deliver. An emergency pool would be established forpay into account when providing services to
people whose care costs exceed those expected by theople with disabilities or elderly people.
state.
The last principle shaping health care reform must be con-
Recommendation: Streamline regulations and fo- centration: that is, targeting resources to those who need
cus instead on outcomes. them most. Elsewhere the concept is known as means-
testing. The days are over when the state can afford to fi-
The state also would help control costs and encourageance those of means at the same rate as those without
competition through some deregulation. Today, the choiceneans.
of providers is limited in part because of the prescriptive
licensing requirements and heavy regulation. Too often,
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MinnesotaCare, of course, is already income-sensitive.
But we should begin to take the consumer’s ability to pay
into greater account when providing services to those with
disabilities or the elderly. For example, some individuals
have received extensive personal in-home care services,
paid for entirely by the state, even though their families’
health care insurance policies could have paid the cost. In
short, the taxpayers are picking up the tab that could have
been covered privately. Similarly, because of generous eli-
gibility requirements, some affluent families pay little for
the health care of a son or daughter with developmental
disabilities.

While means-testing might be resisted initially by some, it
is absolutely essential if Minnesota is to solve its long-
term budget problems and to ensure adequate treatment
for the most needy.

Conclusion

The state must change its role in health care. It must move
from a model that chiefly reimburses providers to one that
chiefly ensures greater consumer choice. It must concern
itself with outcomes and results, not means and proce-
dures. It must give consumers greater financial incentives
to invest in their own good health. It should encourage the
creation of more community-based providers and it
should concentrate its resources on those who most need
help.

It is imperative that the reforms we are recommending be
implemented very soon. The best case would be if federal
changes were of a magnitude that could be accommo-
dated in Minnesota without substantial service changes
because of the efficiencies resultant from our recommen-
dations. But we must acknowledge the possibility that
even after accomplishing efficiencies a shortfall could re-
main. Then Minnesota would be forced to cut back on eli-
gibility for health care benefits. In either case, doing
nothing is not an option. We must begin now to reform
government health care programs.
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