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Economic Growth in Minnesota Compared to Neighboring States
and the Nation as a Whole and Projections to 1980 and to 1990.

Terri Erickson and John D. Helmberger¥

Many people believe that Minnesota's economy 1is lagging relative to neigh-
boring states and the U.S. as a whole. This belief 1s based on two facts-
(1) Minnesota's per capita income is and has been lower than the national
averagel/, and (2) Minnesota's population growth has been slower than for the
nation as a whole. (Its birth and death rates were similar but there has been
net-out-migration,) However, these facts do not mean that Minnesota's economy
is lagging.

Minnesota's per capita income has been lower than the national average, bhut

it has been growing faster. (Japan's per capita income 1s and has been lower

than that for the U.S. But, as is well known, Japan's per capita income has
been growing much faster. Almost no one believes Japan's economy is lagging
Its growth is a remarkable success story.) But why is Minnesota's per capita
income lower than the national average? This is true largely because agricul-
ture 1s relatively twice as important in Minnesota as it is in the nation as a
whole and farm incomes have been historically lower than non-farm incomes. In
1929, Minnesota's farm income accounted for 13.9% of its personal income while
such income accounted for 6.9% of U.S. personal income. These figures declined
to 4.60% and 2,3%, respectively, by 1970, Generally, states, in which agricul-

ture is relatively important, have lower per capita incomes.

* Research Assistant and Professor respectively in the Department of Agricultural
and Applied Economics, University of Minnesota, St. Paul. This paper 1s an
updating of Staff Papers published in 1972 and 1974 plus projections which did
not appear 1n earlier papers.

1/ Actually Minnesota's per capita income was (temporarily) larger than the
national average in 1973 because of the spurt in faim income occasioned by
the large grain imports made by Russia and China during that year.
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Minnesota's population has grown slowly because of net-out-migration. But
why has there been net-out-migration? The technological revolution in agricul-
ture (the use of larger and more machinery, the development of improved plants
and animals, the use of improved herbicides and insecticides, the greater use
of commercial fertilizers, etc.) has so improved productivity in farming that
fewer and fewer farmers are needed to produce the nation's food and fiber - so
there has been an exodus of people from rural America. Those states which had
(or have) relatively more farmers and relatively less urban population than the
average for the nation experienced (or are experiencing) net-out-migration. All
of the states which had relatively more than their share of farmers experienced
net migration except Virginia, which is a special case because of the spillover
of population from Washington, D.C. The more important farming is in a state,
the greater the out-migration. Wisconsin and all the other Plains States, except
Missouri, experienced a greater rate of out-migration than did Minnesota and all
had a smaller rate of increase in personal income than did Minnesota between
1927-29 and 1972-74. All had a smaller increase between 1953-55 and 1972-74
except North Dakota. The more recent period 1968-70 and 1972-74 found Minnesota's
personal income growing faster than Wisconsin and Missouri. Personal income in
the other Plains States grew faster than it did in Minnesota -~ thanks to the
(temporary?) spurt 1in farm income. In these states agriculture is relatively
even more important than it 1s 1n Minnesota.

Despite the above, the available data show clearly that Minnesota's economy
has not lagged, and Department of Commerce projections are very favorable
Section I provides the relevant statistics for Minnesota as compared with those
of other Plains States (lowa, Missouri, North Dakota, South Dakota, Nebraska,
and Kansas), with adjoining Wisconsin, and the U.S. as a whole in Tables 1.1 - 1.5,
below. Section II summarizes projections made for all the states by the Department

of Commerce to 1980 and to 1990.
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Section I: The Historical Record

Minnesota's total personal income increased 1,1937% from the 3 year average,
1927-29, to the 3 year average, 1972~74, compared to an increase of 1,183% for
the U.S. as a whole. The rate of growth from the mid-fifties to 1972-74 was
also greater for Minnesota than for the U.S.; 265% and 257%, respectively, as
was the case comparing the 3 year average 1968-70 with the 3 year average
1972-74, 43% and 40%, respectively. The Department of Commerce uses 3 year
averages when comparing growth rates among the states since the degree of re-
liance on agriculture varies greatly and income from agriculture 1s highly
variable. A state may look like 1t 1s doing very well (or very badly) 1f
single year figures are compared because it had a very good crop year (or bad
one) or because farm prices were high (or low). (See Table 1.1). Minnesota's
growth has been especially good considering the fact that 1t has more than its
proportionate share of farmers (whose i1ncomes have been lower than urban in-
comes until recently) and it experienced net-out-migration which added personal
income in other states while subtracting it from Minnesota.

Growth in personal income per capita i1s a better measure of welfare than
the increase in total personal income. It 1s increasing income per capita that
measures material well-being. Table 1.2 reveals that per capita personal income
1n Minnesota increased 750% between the 3 year period 1927-29 and the 3 year
period 1972-74 while 1t increased 635% in the U.S. as a whole. Per capita in-
come in Minnesota increased from $598 1n 1929 to 55,422 1n 1974 while per capita
income for the U.S. as a whole increased from $703 to $5,448. Minnesota's per
capita income gained both absolutely and relatively. The (short run) spurt in
farm income had brought Minnesota's per capita income, at least temporarily,
above the U.S. average 1in 1973 (§5,106 and $5,023). Of the 7 Plains States and

Wisconsin, Minnesota had a higher per capita income for the 1972-74 period than
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did Missourl and South Dakota, approximately the same per capita (ncome g
Wisconsin, lowa and Nebraska, and a smaller one than North Dakota and Kansas

In the 1927-29 period, two states of the 8 in the area, Wisconsin and Missouri,
had a higher per capita 1ncome than Minnesota; in the 1953-55 period states,
Wisconsin, Missouri, and Kansas, had a higher per capita income; in the period
1968-70 only Kansas had a higher per capita income.

Average weekly wages 1n manufacturing are greater in Minnesota than the
national average and manufacturing payrolls in Minnesota have been growing
faster than the national average. Such payrolls increased 1,8057% in Minnesota
between 1929 and 1974 while the U.S. manufacturing payrolls increased 1,217%.
0f the neighboring states, only Kansas, Iowa, and North Dakota had more rapid
rates of growth in manufacturing. Minnesota had a larger absolute growth than
did those states,

Between 1970 and 1971, manufacturing payrolls in Minnesota dropped from
$2,698 million to $2,669 million (Department of Commerce data) while such pay-
rolls increased in each of the neighboring states and inthe U.S. as a whole.
This drop 1s due to the national policy changes which sharply reduced the demand
for electronics equipment which 1s a substantial part of Minnesota's manufactur-
ing. Recall how hard Honeywell was hit by the change'! Thus the 34.88% increase
1n manufacturing payrolls in Minnesota between 1970 and 1974 masks a 1.1% decreasc
from 1970 to 1971 followed by a recovery of 10.12% between 1971 and 1972. Manu-
facturing payrolls actually increased 36,347 between 1971 and 1974. Between 1972
and 1974 manufacturing payrolls increased faster in Minnesota than the national
average though not as fast as in neighboring states. (See Table 1.3).

Employment 1in manufacturing in Minnesota grew more rapidly than 1t did in
the U.S. as a whole whether we measure the rate of growth from 1940 to 1973,

1950 to 1973, 1960 to 1973, or 1970 to 1973. The rate of growth in such employment
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was also generally higher than in neighboring states -~ until recently because

of the setback in 1971. Since 1960, only the Dakotas, among the 8 states of

the area, experienced a more rapid rate of growth in manufacturing employment
than Minnesota. In absolute terms, manufacturing empolyment increased by

101,000 in Minnesota between 1960-1973 while it increased 12,000 in the Dakotas
combined. Half of the severe drop in manufacturing employment in Minnesota be-
tween 1970 and 1971 is accounted for by the decline in employment 1in the electri-
cal machinery industry. Between 1971 and 1972, manufacturing employment 1n
Minnesota increased again, faster than the national average but not as fast as
1ts neighbors.

However, the electrical machinery industry has fully recovered since then.
Between 1972 and 1973, total manufacturing employment increased 6.5% 1n Minnesota
while it increased less than 5% nationwide. (See Table 1.4).

Between the years 1949-51 and 1972-74, Minnesota's realized net farm 1income
grew faster (1967%) than the national average (83%). Among the other Plains
States and Wisconsin, farm income grew faster than Minnesota only in North Dakota.
(See Table 1.5).

Expansion in such growth industries as electronics and other industries that
requlre highly skilled and professional labor suggest that Minnesota's prospects
for growth at a rate greater than average are good. This goes for growth 1in
total personal income, despite continued out-migration (if it continues), as
well as for growth in farm income, nonfarm income and per capita personal 1income.

Whether we measure growth by total personal income, per capita personal
income, manufacturing payrolls, employment in manufacturing, nonfarm income, or

farm income, Minnesota's rate of growth has been faster than the national average.
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Section II: Projections

The U.S. Department of Commerce in Area Economic Projections 1990 has made

projections of growth by industry, by SMSA, and by state to 1980 and to 1990.l/
This is the second set of such projections. The first was made in 1972 and published
in the Survey of Current Business, April, 1972. The Department plans to update
the projections every five years.

The projections discussed here are "keyed to the Census Bureau's series "E"
national population projection and, in addition,embodied updated historical data
and revised (from the 1972 set of projections) projection procedures. The series
"E" population projection assumes a fertility rate in 1990 roughly the same as
the current rate.”g/

The projections assume no policy changes of an unusual nature or magnitude
before 1990. It envisages continued (though decelerated) rural to urban migration.
It takes into account to some degree the changing energy costs, abstracts from
business cycles, assumes maintenance of "reasonably full employment' (4% unem-
ployment), abstracts from wars, assumes technological progress to support a 2.9%
annual increase in productivity per man hour and takes environmental control
into account.2

The tables that follow this introduction show projections from 1969 to 1980
and 1969 to 1990 in the following variables by state: (1) population, (2) total
employment, (3) personal income, (4) per capital personal income, (5) total
earnings which exclude property income and transfer payments, (6) earnings in
agriculture, (7) earnings in manufacturing, (8) earnings from government,

(9) earnings from Federal government, and (1l0) earnings from State and Local

1/ Bureau of Economic Analysis, Social and Economic Statistics Administration,
U.S. Department of Commerce.

2/ Ibid., p. 1.

3/ Ibid., p. 5.
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government., All dollar figures in the tables are in 1967 dollars. Each table
shows the percentage 1ncreases, by state, in each of the variables from 1969-
1980 and from 1969-1990 and ranks the states by percentage increases projected.

The data were taken from pages 218-237 from Area Economic Projections 1990. The

last year for which historical data are given is 1971. The tables make the pro-
jections from 1969 to facilitate comparison with the projections made by the
Department of Commerce in 1972 when 1969 was the latest year for historical data.l/
The projected rates of growth to 1980 or to 1990 are higher for Minnesota
than for the U.S. as a whole in every category except population. Minnesota's
projected rate of growth to 1980 1s also higher than any other midwestern state
in the case of total personal income, per capita income, total earnings, and
earnings in govermment and its rates of growth in the other variables were among
the highest in the midwest., The comparison of projections to 1990 between
Minnesota and the other midwest states is similar to the comparison for 1980.

The following table summarizes the projected rates of growth from the tables

in the appendix.

1/ The 1972 projection tables, paralleling those which appear here, are available
on request,
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Appendix*

Table

2.1 Population

2,2 Total Employment

2.3 Total Personal Income

2.4 Per Capita Income

2.5 Total Earnings

2,6 Farnings in Agriculture

2.7 Earnings in Manufacturing

2.8 Earnings in Government

2.9 Earnings in Federal Government

2.10 Earnings in State and Local Government

* Source of all data in the tables:
Area Economic Projections 1990, Bureau of Economic Analysis, Social and
Economic Statistics Administration, U.S. Department of Commerce, 1975,
pp. 218-237.
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