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A message from
the Foundation Board

I n 2019, the Minnesota Chamber Foundation launched research into its first report on Minnesotas economy - its past
performance and drivers of its future. No one could have predicted the global health crisis and economic upheaval
that was about to unfold. The first report, Minnesota: 2030 - A framework for growth, was released in May of 2021 amid
economic recovery and wavering uncertainty about the path ahead for Minnesota and the country.

Minnesota: 2030 provided a guidepost on the economy and recommended a framework for growth.

Three actionable strategies to accelerate and strengthen Minnesota’s economy:
« Build on strengths: Further develop Minnesota’s diverse economic strengths while accelerating
key growth areas, such as technology and health care.
o Leverage Minnesotans: Beat labor force projections and equip Minnesotans with the skills needed
to succeed in a changing economy.
o Strengthen communities: Help communities thrive by strengthening core assets —
housing, child care, connectivity — and embracing all Minnesotans, making inclusion a strength.

The report provides a ten-year outlook for Minnesota’s economy. As such, the Minnesota Chamber Foundation
will provide timely updates on economic performance and, most importantly, progress on the recommendations to
strengthen Minnesotas competitive position in the Midwest, the country and around the globe.

Minnesota: 2030 - 2023 Edition builds on the original report. It provides an in-depth analysis of Minnesotas economic
performance since the pandemic and revised economic forecasts. The report builds on the original recommendations
for growth and highlights some priority strategies moving forward.

This report demonstrates that Minnesota has clear challenges, especially around population and labor force growth.
And as other states across the country are reducing taxes and streamlining regulations, Minnesota is heading in the
opposite direction, becoming an even greater outlier among states. Minnesota also has obvious strengths that must
be leveraged, including an innovative and diverse economy. The work ahead is important because it will shape the
Minnesota of the future.

We acknowledge the Minnesota Chamber Foundation Board, economic advisors and other stakeholders across the
state who share our commitment to Minnesota. And on behalf of the Board, we would like to recognize Sean O’Neil
for his economic research and authorship of this report. Working together on recommending strategies, we can shape a
more prosperous future for Minnesota and the entrepreneurs, employers and workers who drive our economy.

Jeff DeYoung

Chairman of the Board of Directors
Minnesota Chamber Foundation
Chairman of the Board of Partners
Baker Tilly, LLP

Jennifer Byers
Executive Director
Minnesota Chamber Foundation
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Key findings

M innesota entered the 2020s with a highly devel-
oped but slow-growing economy.

Decades of private sector innovation combined with
a steadily-growing, highly skilled workforce left Min-
nesota with a unique set of economic assets. Minnesota
has a diverse base of leading companies and industries
that produce among the most patents per capita in the
nation. The state has above-average per capita incomes,
high education levels and consistently is among the
highest labor force
participation rates and
lowest unemployment
rates in the U.S.

Yet, after experienc-
ing robust economic
expansion in the
second half of the
20" century, growth
slowed substantially
in the first two de-
cades of this century.
This has been driven
in large part by Min-
nesotas aging popula-
tion, which caused a
sharp slowdown in
labor force growth
and constrained the rate of job creation and economic
output as a result.

Demographic headwinds have been coupled with
additional barriers to developing the state’s economy
this century, including negative domestic migration,
persistent racial disparities, increasing business climate
concerns, and under-supply of core community assets
like child care, housing and broadband.

These long-term trends converged with a sudden
short-term public health crisis in 2020, as the COV-
ID-19 pandemic led to the sharpest economic down-
turn in the state’s modern history. The state’s recovery
from this historic downturn showed the resilience of
its diverse economy. But it also exposed and exacer-

the state must
foster greater
productivity
growth.
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bated some of the longer-term challenges that had been
mounting to this point.

Minnesota: 2030, released in early 2021, examined
these complex combinations of strengths and challenges
and outlined opportunities for Minnesota to strategi-
cally influence the direction of its economy this decade.

At the core of this plan lies a simple fact: Minnesotas
labor force is projected to remain essentially flat in
the coming decades due to an aging population and
low migration. For Minnesota to further develop its
economy and fuel future prosperity, the state must fos-
ter greater productivity growth — accomplished through
innovation, business investments, and rising education
and skill levels in the workforce. The state must also
find creative ways to grow Minnesota’s workforce.

All of this will require dedicated attention to long-
term priorities, even as volatility in the broader econo-
my is sure to bring about new challenges and opportu-
nities in the meantime.

Minnesota: 2030 - 2023 Edition measures Minnesota’s
economic performance in the first three years of the
decade, assesses its strengths and remaining challenges
related to key economic strategies, and makes a case for
renewed focus on fundamental priorities.

Minnesota’s economic performance 2020-2023:
 Minnesotas economy largely recovered from the
2020 downturn by the summer and fall of 2021, as
GDP and unemployment returned to pre-pandemic
levels.

« A historic workforce shortage constrained the
recovery of total nonfarm employment, as job
openings surged while the total labor force declined
by over 97,000 people in the first year of the
pandemic.

 Minnesota reached a record-low unemployment
rate of 2.3% in April 2022 and faced increasing
challenges related to rising inflation in the U.S.
economy.

 Minnesota ranked in the bottom 20 states in key
economic growth indicators so far this decade,
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Strategy Opportunities Threats

Build on Minnesota continues to build on Minnesota’s tech sector continues to lag,

strengths its leading health care and medical with its rate of growth ranking in the bottom
sector, with biopharma emerging as third of states. Minnesota has been unable
an increasingly important part of the to capitalize on historic investments in new
broader sector. The state also has U.S. industrial projects so far this decade.
new opportunities related to federal And corporate office real estate downsizing
investments in semiconductors and creates uncertainty over future headquarters
clean energy supply chains, as well as operations.
shifting some economic development
focus toward entrepreneurship and
automation in recent years.

Leverage Educational attainment continues to Minnesota ranked 42" in net domestic

Minnesotans

increase over time, and workforce
participation for populations of color
has increased in recent years. Despite a
slowdown in overall immigration levels,
Minnesota ranked 19% in net international
migration from 2020-2022.

migration, experienced a steep decline in
overall workforce participation, and saw a
concerning drop in literacy and math scores
for 4" and 8t-grade students. Additionally,
Minnesota ranks last among states in the
share of high schools with computer science
offerings.

Strengthen
communities

Minnesota continues to expand
broadband access, make meaningful
gains in economic inclusion and develop
grassroots efforts to address housing
and child care shortages.

Despite ongoing efforts to address the
issue, the COVID-19 pandemic exacerbated
childcare and housing availability challenges,
with rising inflation, interest rates and labor
shortages impacting future capacity. And
while gains in broadband expansion and
economic gains for populations of color are
encouraging, both areas need to accelerate
faster to meet objectives.

ranking 35" in GDP growth, 40" in job growth,
35% in labor force growth and 42" in net domestic

migration.

» Minnesotas growth compares similarly to other
states in the region but ranked 8" out of 12 Midwest
states in GDP growth and 10" of 12 in job growth.

Action items for future growth:

Minnesota must prioritize productivity to enable a

programs and identify opportunities to increase
access, evaluate outcomes and modernize program
goals to align with long-term economic objectives.
o Streamline permitting processes to help Minnesota
build on existing industry strengths.
« The cost of doing business is an element in driving
business investments that cannot be ignored.

Minnesota must regain its position as a regional

more prosperous future.
o Accelerate efforts to equip Minnesotans with tech
skills and invest in training for workers of color.
 Double down on efforts to spur entrepreneurship
and retain high-growth firms.
o Assess workforce and economic development

magnet for talent in the upper Midwest.

o Retain and attract more young adults as they
transition from high school to post-secondary
education and the workforce.

o Increase regional competitiveness by making the
state more affordable while maintaining its high
quality of life.

MINNESOTA: 2030 — 2023 EDITION
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Minnesota’s economic

performance

F ew could have envisioned the circumstances that
would come to dominate the economic landscape of
the early 2020s. The state’s unemployment rate sat at 3.3%

2020-2023

Three distinct phases have marked the 2020s economy:
1. The unprecedented economic downturn in
the spring of 2020.

in December 2019, and tight labor markets slowed job 2. The extraordinary response and initial

growth in the second half of the 2010s, creating questions

recovery from this downturn.

about Minnesota’s capacity for future economic growth. 3. The imbalances in supply and demand

A Wall Street Journal headline from October 2019 read,
“Minnesota, Long a Bright Economic Star, Wonders

that led to a sharp rise in inflation and an
aggressive monetary response to slow prices

What’s Next,” highlighting case studies of hiring challenges
among employers and stagnating labor market activity.

By March 2020, however, Minnesota’s economy was
upended by the global COVID-19 pandemic that halted
economic activity and led to the worst public health crisis

without sparking a recession.

Further, while Minnesota largely followed the direction
of the U.S. economy so far this decade, the state recovered
and grew at just half the rate of the U.S. and ranked

in a century.

in the bottom 20 states across most major economic

Three phases of the 2020s economy

Phase one: Spring 2020

Unprecedented economic
downturn caused by global
COVID 19 pandemic

Phase two: Mid 2020 to early 2022

Robust initial recovery with surging
demand and decreased supply

Phase three: Early 2022 to present

Rebalancing act to bring down
inflation without tipping economy
into a recession

* The first cases of COVID-19 in
Minnesota are reported in early
March and the Shelter in Place

order takes effect on March 27.

« Total nonfarm employment falls
by 416,000 in March and April.

* Real GDP declines by 6.6% in
Q12020 and by 29% in Q2 2020.

* Unemployment rate peaks at
11.1% in May 2020.

» Federal government passes
largest stimulus package in U.S.
history and Federal Reserve drops
interest rates to around 0%.

* Minnesota’s economic recovery
begins in May 2020, despite ongoing
pandemic impacts.

* First COVID-19 vaccines are administered
in December 2020 and over 100 million does
are administered by March 2021.

* Unemployment falls to pre-pandemic
levels by October 2021.

» Real GDP surpasses pre-pandemic peak
by Q2 2021.

* Personal income rises at fastest pace
in a decade.

* Home prices and stock market values
reach record highs.

« Labor force participation rate falls and total
labor force shrinks by 97,000 people.

* Global supply chain disruptions create
delays and price increases.

* Imbalance in supply and demand drives
up prices at an accelerating pace.

» U.S. inflation rate hits a 40-year high of
91% in June 2022.

* In March, Federal Reserve begins first of
seven interest rate hikes in 2022.

* Minnesota unemployment rate hits record
low of 2.3% in April 2022.

« Inflation gradually ebbs and
unemployment rate slowly rises in second
half of 2022.

* The S&P 500 falls 1,180 points between
December 2021 and September 2022

* Minnesota ends 2022 with still low
unemployment but signs of cooling in the
economy.
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growth indicators. The unique circumstances of the
past three years created new questions about economic
competitiveness among states, as remote work and a
resurgence of large-scale U.S. industrial policy created
new opportunities and threats for state economies.
Finally, these changes created a mix of economic
outcomes across industries and regions of the state
since 2020. The following section outlines key trends
and markers of economic change in the first three years
of the decade.

The 2020 recession was the deepest on
state record but was short-lived, with
Minnesota’s GDP and unemployment
recovering by the summer and fall of 2021.

Economic downturn and initial response
Minnesota experienced an unprecedented economic
downturn in the first quarter of 2020, as the COVID-19
pandemic halted economic activity in Minnesota and
worldwide. Total nonfarm employment fell by 416,000
jobs in March and April, an amount larger than the
entirety of North Dakota’s workforce. Unemployment
spiked to 11% in May. State GDP declined by nearly
30% in the second quarter. Tens of thousands of
businesses around the state were forced to close
their doors and either pivot to remote operations
or temporarily close their business altogether.
All indicators showed that the economic fallout
experienced in late March and April of 2020 had hit
with the magnitude of the Great Depression and the

v‘ﬁ[ Minnesota:
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suddenness of a natural disaster.

The scale and speed of the 2020 downturn were
matched by an aggressive federal response to provide
relief to businesses and households. Within the first
year of the pandemic, Congress authorized roughly
$5.5 trillion in economic relief, and the Federal
Reserve enacted stimulative monetary measures
to increase capital availability. Federal measures to
stabilize the economy combined with a rapid shift
among employers and workers to adapt to new realities
enabled a robust initial recovery through the second
half of 2020. By the end of 2020, Minnesota recovered
nearly 180,000 of the initial jobs lost that spring, GDP
bounced back by 30.5% in Q3 and 6% in Q4, and
unemployment ebbed to 4.8%.

Further, the mass deployment of resources to rapidly
develop COVID-19 vaccines reached a critical turning
point. By December 2020, the first COVID-19 vaccines
were delivered, and by March 2021, over 100 million
doses had been administered to the U.S. population.
This helped create the conditions for economic
recovery to accelerate faster in 2021.

Surging demand in 2021

Minnesota, like the U.S. economy, experienced a
surge in consumer demand, as personal income grew at
the fastest rate in a decade and asset prices - including
housing and stock market values — soared to new highs.
The mix of consumer spending also shifted early in
the pandemic from local services to goods and digital
technology sectors, as households spent more time at

Minnesota’s economy recovered by mid-2021

Minnesota: Real GDP by quarter (in $ millions):
Q4 2019 - Q4 2021
$360,000
$350,000

$340,000

$330,000
$320,000
$310,000
$300,000
$290,000
$280,000

Q4 Ql Q2 Q3 Q4 Q1 Q2 Q3 Q4
2019 2020 2020 2020 2020 2021 2021 2021 2021

Source: Bureau of Economic Analysis

Minnesota unemployment rate
(seasonally adjusted)

12 111

0

8

0

Jul-20

Sep-20 N

N » (<))
Feb-20 m—
Mar-20 IE——
Aug-20

Apr-20
May-20

Oct-20 EE—————
Nov-20
Dec-20 E——
Jan-21 E———
Feb-21 m—
Mar-21
Apr-21 EE——
May-21 IE——
Jun-21
Jul-21 ————
Aug-21 ——
Sep-21 EEE—

Jan-20
Jun-20
Oct-21

Source: Bureau of Labor Statistics

MINNESOTA: 2030 — 2023 EDITION


https://www.wsj.com/articles/minnesota-long-a-bright-economic-star-wonders-whats-next-11570540426
https://www.wsj.com/articles/minnesota-long-a-bright-economic-star-wonders-whats-next-11570540426
https://www.hhs.gov/coronavirus/covid-19-vaccines/index.html
https://www.hhs.gov/coronavirus/covid-19-vaccines/index.html

6

2023 EDITION

home and online. Growth in these sectors continued to
accelerate in 2021, even as the economy reopened and
many in-person activities resumed.

By the summer and fall of 2021, Minnesota’s economy
had, by several key measures, fully recovered from the
largest downturn in the state's modern history.

The state’s real GDP surpassed its pre-pandemic peak
in the second quarter of 2021. The unemployment rate,
which peaked at 11% in May 2020, fell to pre-pandemic
levels in October 2021. The notable exception to this
recovery, however, was the lack of recovery in total
employment. While the unemployment rate returned to
pre-pandemic levels by October, Minnesota’s economy
still had 108,800 fewer nonfarm payroll jobs than it did at
the beginning of 2020. What accounted for this apparent
contradiction?

The pandemic-recovery period has been
marked by supply-side shocks, reflected by
a historic shortage of workers, supply chain
disruptions and rising inflation.

Workforce shortages
As consumer spending and output rose throughout
2021, so did demand for workers. Minnesota’s job
opening rate more than doubled from December 2019 to
December 2021. However, despite strong labor demand,
supply in the labor market moved in the other direction.
Minnesota’s total available labor force declined

O
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by over 97,000 people in the first twelve months of

the pandemic. Likewise, Minnesota’s labor force
participation rate fell from 70% in January 2020 to
67.3% by September 2021. Though it is difficult to
precisely measure the causes of this decline, many
economists point to a combination of early retirements,
COVID-19 health impacts and lack of child care
availability as leading factors that played a role in this
sudden and steep decline in workers.

Whatever the exact combination of causes, the
imbalance of supply and demand in the labor market
drove unemployment to historic lows. By January 2022,
Minnesota’s unemployment rate fell below 3% and hit
arecord low of 2.3% in April 2022. This presented both
a strength and challenge for Minnesota’s economy, as
tight labor markets meant fewer unemployed workers
but less capacity for employers to add jobs and meet
growing demand.

Supply chain disruptions

In addition to historic workforce shortages, the early
2020s have been impacted by a shock to global supply
chains. Supply chain disruptions occurred early in the
pandemic and continued to distort economic activity over
the next two years, creating bottlenecks, shipping delays
and steep price increases in everything from electronics
and building materials to food and energy. These
disruptions stemmed from both supply-side constraints
on global production and transportation of goods as well

Minnesota total civilian labor force (seasonally adjusted):
January 2020-January 2023
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as demand-side pressures as consumer spending shifted
from services to goods. Russia’s invasion of Ukraine in
February of 2022 further disrupted global supply chains
and placed new obstacles to the flow of energy, food and
other goods in Europe and around the world.

Inflation and interest rates

US. inflation held at historically low rates throughout
the 2010s, with year-over-year increases in the
Consumer Price Index (CPI) averaging just 1.6% in the
decade following the Great Recession.

The pandemic and ensuing recovery changed this,
however. By early 2021, market imbalances began
appearing in the U.S. inflation data. Consumer prices
then accelerated at the fastest pace in 40 years, hitting
a peak of 9.1% in June 2022. By this time, inflationary
pressures had come to dominate economic concerns,
fueling uncertainty and squeezing cash flow for
businesses and households.

It wasn’t until March of 2022 that the Federal Reserve
took its first steps to combat inflation by raising the
federal funds rate up from near-zero percent levels.
Once it did, however, the Federal Reserve moved
aggressively, initiating a series of seven consecutive
interest rate hikes in 2022.

This marked the shift into a distinct new phase of the
2020s economy, as monetary objectives to bring down

v‘ﬁ[ Minnesota:
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inflation without tipping the economy into a recession
seemed to dominate everything else.

Such concerns have shaped expectations and
concerns in Minnesota, along with the rest of the
nation. As of late 2022, rising interest rates appear to be
taking effect. Inflation fell for six consecutive months,
and hiring demand cooled. Minnesota’s unemployment
rate rose steadily, albeit slowly, from a low point of 2.3%
in April to 2.9% in December 2022.

Despite some signs of cooling, Minnesotas
economy remained stable heading into 2023. Real
GDP expanded by 1.3% in the fourth quarter of 2022,
and employers continued adding jobs, nearing
pre-pandemic levels.

While Minnesota largely followed the
national trendline, the state’s economy grew
at just half the rate of the U.S. and ranks in
the bottom 20 states across most major
growth indicators so far this decade.
Minnesota’s economy was subject to large forces
beyond its direct control in the first years of the 2020s. No
state in the U.S. avoided the health or economic impacts
of the COVID-19 pandemic or was shielded from the
effects of rising inflation and interest rates. Yet, economic
performance varied widely across states, even within the
constraints of these broader forces. As the data make

The “Great Rebalancing Act”:
Bringing inflation down without sparking a recession

Unemployment spikes and
prices fall as U.S. enters a

12 ;
steep economic downturn.

10

falls below 4%.

Minnesota’s economy

recovers to pre-pandemic
GDP output in summer of
2021 and unemployment

Federal Reserve begins first
of seven rate hikes in 2022
as U.S. inflation rate reaches
8.5% in March 2022.

Minnesota
unemployment
falls to a record
low of 2.3%.
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Source: Minnesota Chamber Foundation Analysis of Bureau of Labor Statistics data
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clear, Minnesota consistently trailed the U.S. economy so
far this decade and ranked in the bottom twenty states
across most major indicators of economic growth.

The state’s below-average growth since the beginning
0£2020 is linked to its particularly sharp decline in
labor availability and its position in the slowest-growing
region of the US. These same trends were present
heading into the decade but were exacerbated by
the dynamics of the 2020 downturn and subsequent
recovery. Underlying these themes are deeper
questions about various factors that influence the
state’s competitiveness, such as its tax and regulatory
climate, availability of housing and child care, economic
development efforts to attract business investment and
overall reputational issues.

GDP, income and job growth

Minnesota trailed U.S. growth rates in GDP, per
capita income and total employment from 2019-2022.
These are among three of the broadest measures of
overall expansion in the economy, and in all three,
Minnesota grew below the U.S. average and ranked in
the bottom half of states so far this decade.

Minnesota’s real GDP grew by roughly half the rate
of the U.S. economy from 2019-2022, averaging 0.9%
annual growth and ranking 35" among all states.
Similarly, the state ranked 40" in job growth, with total
employment declining 1.1% from 2019-2022, while
total employment grew by 1.6% in the U.S. in that time.

O
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Per capita income growth fared better, with Minnesota
roughly mirroring U.S. per capita income growth and
ranking 25" overall.

Two primary factors are linked to Minnesota’s below-
average growth in the pandemic-recovery period.

First, Minnesota experienced among the sharpest
decline in labor force availability in the U.S. since early
2020, inhibiting businesses’ ability to hire and expand
output. Labor force participation rates fell in 2020 and
failed to bounce back in large numbers as the economy
reopened and hiring demand picked up over the next
two years. This left the state with over 47,000 fewer
workers in the labor force in December 2022 compared
to January 2020, ranking 36™ nationally in labor force
growth in that time. Analysis from the U.S. Chamber of
Commerce shows that Minnesota had only 43 available
workers for every 100 job openings in December of
2022, making it the worst workforce shortage in the U.S.
By comparison, there were 67 workers for every 100 job
openings in the U.S. as-a-whole.

State-to-state migration trends may also play a role
in Minnesota’s labor force challenges. After improving
in the last years of the 2010s, Minnesota’s net domestic
migration fell significantly in the early 2020s, losing
nearly 36,000 residents to other states from 2020-2022
and ranking 42" nationally.

A second explanation for Minnesota’s below-average
growth relates to its regional position in the upper
Midwest. While Minnesota’s economy has grown

Minnesota’s overall economic performance: 2019-2022

O us[ Minnesota:
2030 s,

Real GDP growth index (Q4 2019 =1.00)
Minnesota and U.S.

Pre-pandemic — 2022
(Minnesota)

GDP growth 0.9% CAGR
(2019-2022)
Per capita income growth 5.1% CAGR

(2019-2022)

Job growth -1.1%

(Jan 2020 — Dec 2022)

Labor force growth -1.5%

(Jan 2020-Dec 2022)

3.4% (Jan 2020)
2.9% (Dec 2022)

Unemployment

Population growth 0.5% CAGR
(2019-2022)
Net domestic -45,469

(2020-2022)

Net international +27,077
(2020-2022)

Pre-pandemic — 2022 Minnesota national rank Minnesota Midwest rank
(u.s.) (1%t = best) (out of 12 states)

1.7% CAGR 35th 8 out of 12
(2019-2022)

5.2% CAGR 25th 6t out of 12
(2019-2022)
+1.6% 40t 10t out of 12
(Jan 2020-Dec 2022)
+0.2% 35th 10t out of 12
(Jan 2020-Dec 2022)
3.6% (Jan 2020) 11t lowest in Dec 2022 5t out of 12
3.5% (Dec 2022)
0.5% CAGR 30t 6t out of 12
(2019-2022)
NA 420 9* out of 12
NA 19th 5t out of 12

Source: GDP and per capita income are taken from the Bureau of Economic Analysis, State GDP estimates (showing real GDP in chained 2012 dollars)
Source: Job growth, labor force growth, and unemployment rates are taken from Bureau of Labor Statistics, Current Employment Statistics and Local Area Unemployment Statistics
Source: Population growth and domestic and international migration statistics are taken from the U.S. Census Population Estimates 2022 Vintage series
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slower than most states since 2020, its growth roughly
mirrored that of the region. Data from the Bureau of
Economic Analysis shows that states in the Plains,
which includes Minnesota, grew at the slowest rate

of all economic regions so far this decade. Real GDP
in the Plains region grew at 0.9% from 2019-2022,
compared to 2.7% in the Mountain West, which led all
regions at that time. This suggests that broader regional
factors — such as industry structure, consumer activity,
population and labor force dynamics - played a role in
the rate of growth in Minnesota’s economy.

Yet, even within the region, Minnesota’s performance
has been middling at best. Minnesotas real GDP growth
ranked 5" of seven states within the Plains region since
the pre-pandemic peak. Minnesota’s comparative growth
within the region follows a longer-term trend. Minnesotas
economy expanded faster than all Midwest states from
1977-1997 and outperformed the region in a variety of
economic measures. Since 2000, however, Minnesota
dropped to the middle of the pack, growing 6™ fastest
among the seven plains states and 6 fastest among the 12
states that make up the entirety of the Midwest.

Economic recovery and growth varied
significantly by sector, with tech and
business service sectors driving overall
economic growth.

The unusual dynamics of the early 2020s created

unforeseen impacts across Minnesotas industry
sectors. Some longer-term trends — such as automation,
digitalization and the shift toward knowledge-based
service sectors — accelerated during the pandemic and
recovery while other industry trends saw a complete
reversal. Additionally, sector impacts varied across the
different phases of the past three years.

Goods industries: Strong demand in goods
industries during the pandemic spurred overall job
growth in Minnesota’s manufacturing sector. Likewise,
increases in home building and remodeling boosted
the state’s construction sector from late 2020 to early
2022. However, rising inflation and a weakening
global economy created headwinds in 2022, leading
to a cooldown in jobs and output since early 2022 and
clouding the near-term outlook for these sectors.

Minnesota’s natural resource industries took
divergent paths, with rising commodity prices and high
yields boosting farm output. In contrast, Minnesotas
mining and logging sector employment and output fell
in the face of headwinds.

Tech, headquarters, professional services, and
finance and insurance: Skilled tradable service
industries were less impacted by pandemic lockdowns
in 2020 and experienced a surge in growth during the
pandemic-recovery period. Real GDP growth in four
industries — information (composed largely of tech and
telecom industries), management of companies and
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Source: Mil Chamber Fol

January 2020-December 2022

enterprises (e.g., corporate headquarters), professional,
scientific and technical services (which includes
everything from engineering and law offices to IT
service providers and R&D facilities), and finance and
insurance - increased by a total of $12 billion between
2019-2022, compared to just $9.8 billion for all other
industries combined.

Local service sectors: Local service sectors
were among the hardest hit in 2020 and continued
to recover from job losses as of late 2022. Yet,
differences are apparent within local services as well.
Industries offering higher median wages - such as
education services, health care, wholesale trade,
and transportation and warehousing - surpassed
pre-pandemic employment levels by the middle of
2022, while lower-wage industries such as retail and
accommodation and food services have yet to fully
recover the jobs lost in 2020.

Regional population and economic trends
were disrupted in the early 2020s.

After years of population growth flowing to urban
counties, Minnesota experienced a sharp reversal this
decade. Population declined in Minnesota’s largest
urban counties of Hennepin and Ramsey due to
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ion analysis of Bureau of Labor Statistics data

domestic migration losses from 2020-2022. Conversely,
population increased in outlying suburban counties
and counties with strong recreational and outdoor
amenities. While these trends raise new questions
about future migration patterns — and the economic
implications of those trends - it is too early to tell
whether these changes will persist in coming years.
Population forecasts continue to show that many
Greater Minnesota counties will experience flat or

declining populations over the next decade and beyond.

Overall economic performance across regions was
mixed. Each regional economy experienced similar
directional trends in the first three years of the decade,
with all regions experiencing large job losses in early
2020, followed by a recovery period challenged by
tight labor markets and workforce shortages. However,
the magnitude of these trends varied across regions.
For example, Minnesotas Northeast, Central and
Twin Cities regions suffered much larger relative
losses in workforce capacity from early 2020 to early
2023, declining by 3.4% - 3.9% in that time. Regional
economies in Southern and Northwest Minnesota
also saw declining workforce availability but to a lesser
extent, declining by a range of 0.7% in Northwest to
1.8% in Southwest Minnesota. =
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Total change in real GDP by sector ($ millions):
Minnesota 2019-2022

Professional, scientific and technical services

$3,811
Information

$3,190
Management of companies and enterprises I —— T 2 028
Finance and insurance I 2 115
Agriculture, forestry, fishing and hunting  mE 1,637
Wholesale trade m—-._— —s———— 51,183
Health care and social assistance m——— $1,083
Real estate and rental and leasing mE— — ——— 983
Administrative and support/waste mgmt/remediation . $947
Manufacturing m———— $803
Arts, entertainment and recreation mmm $202
Other services | $9
-$1  Accommodation and food services
-$236 mmmm Educational services
-$277 s Utilities
-$349 mmmmmmm Mining, quarrying, and oil and gas
-$892 s Transportation and warehousing
-$1,569 EEEEEEEES————— Construction
-$1,812 IS Retail trade

Percent change in total available labor force by region:
January 2020-January 2023

-0.7%
-1.6%
-1.8%
-3.4% -3.4%
-3.9%
Northwest Southeast Southwest Seven county Central Northeast
Minnesota Minnesota Minnesota Mpls-St. Paul, Minnesota Minnesota
Minnesota
Source: Minnesota Department of Employment and Economic Develop , Local Area L P Statistics

Note: Chart shows data by Minnesota Planning Areas as measured by DEED
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Economic outlook

through 2030

M innesotas economic outlook continues to be
shaped by long-term population trends. Below
are four trends to look for:

Minnesota’s total labor force is projected to
remain essentially flat this decade. Minnesota added
nearly 822,00 people to the state’s workforce in the
23 years from 1978 to 2000. Since 2000, however,
Minnesota added just 276,000 people to its workforce
and is projected to add only 43,000 this decade. This
is driven by an aging population where the number
of working-age adults will plateau. Slow labor
force growth will be exacerbated by a reduction in
labor force participation that results from an aging
population and by low (or negative) net migration.

Slow labor force growth will continue to inhibit
job creation and GDP growth. Total nonfarm
employment in Minnesota projects to increase by
0.1% annually between 2019-2030 as the availability

of working-age adults flattens over the decade. Not
surprisingly, this will slow the expansion of output in
Minnesotas economy as well. Minnesota’s real GDP is
projected to grow at just 1.3% annually through 2030,
which would make it the slowest decade of economic
growth on state record. Barring an acceleration of
productivity, Minnesotas long-term population
trends are expected to keep real GDP growth below
2% through 2050.

A period of tight labor markets with low
unemployment and rising wages seems likely,
though business cycle swings can change short-
term conditions. While slow labor force growth will
inhibit growth in the economy, the upside is that
tight labor markets will likely keep unemployment
low (outside of business cycle downturns) and drive
continued wage growth as employers compete for
talent. THS Markit’s long-term forecast shows that

Aging population and low net migration driving
slow labor force growth in Minnesota

Minnesota population aged 15-64: 1982-2052 (projected), millions
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Labor force participation rate:
Minnesota 1981-2030 (projected)
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average annual wages may increase by 4.9% this
decade, with unemployment remaining below 4% (a
threshold that is sometimes used as a benchmark of

full employment).

Technological .
advancements Minnesota’s
and workfor.ce econom i C
shortages raise the
stakes for increased out I 00 k
productivity .
growth, but continues to
predicting future
productivity b es h d ped by
is difficult. |ong-term
Productivity growth .
slowed across pODUIatlon
the U.S. since the tren d S

early 2000s and
forecasts show
only modest improvement going forward. The
Congressional Budget Office projects that potential
labor productivity in the U.S. could rise to 1.6%
annual growth from 2022-2026 and 1.4% from 2027-
2032. This represents a slight bump from the previous
period between 2008-2021, but it remains well below
the long-term historical average of 2.2%. Moreover,
while low labor supply may increase the incentives
for productivity investments, it may also weaken the
broader impact of those investments to the aggregate
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Total net migration (thousands):
Minnesota 1982-2030 (projected)
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economy as firms struggle to hire enough workers to
scale innovations.

However, predicting future productivity changes
is notoriously challenging. As an article published by
the Federal Reserve Bank of San Francisco states,that
“a period of lower growth — such as the period since
the mid-2000s — will not last forever, but there’s
no way to know exactly when the next increase
in productivity — for instance, from increased
automation — will arrive” Indeed, advancements in
AL, automation and other technologies offer at least
a potential opportunity to spur productivity growth
in future decades. The impact of revived productivity
growth could be substantial. Analysis from the
McKinsey Global Institute estimates that the U.S.
could add $10 trillion to GDP in the next decade by
returning to the long-term historical average of 2.2%
productivity growth.

Productivity trends can vary widely across states.
For example, natural resource developments in North
Dakota caused productivity to spike by nearly 3.5%
from 2007-2021, and productivity grew by over
2.5% annually in U.S. tech hubs like Washington
and California in that time. The Bureau of Labor
Statistics estimates that labor productivity increased
by an average annual rate of 1.3% in Minnesota from
2007-2021, ranking 18" among states. Identifying
opportunities for further productivity growth will be
critical going forward. mm
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Tracking progress:
Strategies for growth

——

T he basic formula for economic growth is simple.
An economy can grow in two ways. First, by
adding more people, increasing the number of workers
who produce goods and services. Or, growth can occur
through productivity gains, increasing the total value
of goods and services produced per hour worked in the
workforce. Periods of robust economic expansion, such
as the 1990s, typically involve both.

As the forecast data show, Minnesota is likely to
experience a decades-long period of low population
and labor force growth, constraining growth in the
state’s economy.

This is not a guarantee, of course. New developments
could change the underlying forces driving
population change. The federal government could
reform immigration policy to allow a greater flow
of international migrants to the U.S., providing an

opportunity for states like Minnesota to attract global
talent. Or, Minnesota could become a net attractor of
people from other states, reversing a longer-term trend
of negative or flat domestic migration. More unlikely
yet, birth rates could increase and create a future wave
of population growth. As outlined below, it will be
essential for Minnesota to compete for talent wherever
and however it can. But change is likely to occur on
the margins rather than as a long-term trend reversal
altogether.

As such, Minnesota must reorient its economic
objectives toward the productivity side of the equation.

Fueling productivity growth would involve
increasing human capital, spurring innovation
and encouraging business investment in the state.
Achieving this is no simple matter, but neither is it
impossible. Minnesota experienced periods of such

Population . . economic
and labor productivity
force growth growth growth
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transformation before, as educational gains converged
with a wave of innovations to create new industries
and boost prosperity for Minnesotans.

In short, a framework for long-term growth
will require Minnesota to grow its population and
workforce in whatever ways it can while fostering
greater productivity growth through innovation and
investment in a highly skilled workforce.

Minnesota: 2030, published in early 2021, outlined
three strategic priorities that seek to support this
framework for growth. By building on Minnesota’s
existing strengths, leveraging the state’s workforce and
strengthening communities, Minnesota can increase
the productive capacity of its economy while making
room for new residents and workers.

The following section evaluates Minnesota’s progress
or setbacks in these three areas over the first three years
of the decade and identifies actionable items that could
move Minnesota closer to its long-term objectives.

Build on strengths

The first strategic priority of Minnesota: 2030 is to
build on Minnesota’s existing industry strengths to foster
a diversified and growing economy. Building on our
strengths means looking first at existing industries and
businesses and enabling their continued expansion over
time. It also means capitalizing on new opportunities that
may arise through changing market conditions.

v‘ﬁ[ Minnesota:
2030 s,

Minnesota has demonstrated both strengths and
weaknesses in this regard since the start of the decade.

Opportunities:

Minnesota’s life sciences sector remains a top
strength in Minnesota’s economy, with biopharma
continuing to gain prominence. Minnesota
entered the 2020s with one of the nation’s largest
and most innovative medical sectors. Minnesota:
2030 suggested that the state can build on this
strength by continuing to support innovation and
growth in its mature verticals within the sector (i.e.,
health care delivery, insurance and medical device
manufacturing) while accelerating growth in biotech/
pharma and digital health.

As of early 2023, this strategic direction appears to
be bearing fruit. Minnesota’s three largest verticals
of delivery, insurance and med-tech recovered from
pandemic-induced job losses and grew faster than
their industry peers in the U.S.

Further, while Boston and the Bay Area continue
to dominate the U.S. biotech industry, Minnesota
has gained traction in recent years. Minnesota’s
biotech-related industries were the fastest growing
vertical within its health and medical sector since
2018 and experienced a surge in total payroll growth.
Recent expansions from companies such as Bio-
Techne, Upsher-Smith, Kindeva, Cambrex, Nu-

Biotech is emerging in Minnesota’s life sciences sector
Total annual wages by industry: (Index: 2017 = 1.00)

Minnesota 2017-2021
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Tek and others reflect a potential for Minnesota’s
still-modest-sized biotech industry to cross a
threshold of scale. Industry growth has also spurred
investments from higher ed institutions, like the
University of Minnesotas 2020 expansion of its
Biotechnology Resource Center, and economic
development initiatives like the Greater MSP-led
attempt to secure $100 million in federal funding for
a “Biolnnovation” cluster development.

Resurgence of federal industrial policy presents
new opportunities for Minnesota industries.
The U.S. government has taken a more assertive
role in recent years to boost the nation’s domestic
supply chain capacity in critical areas such as
semiconductors, medicine and biomaterials, energy
and clean technologies. This wave of industrial
policy efforts has created new opportunities for
Minnesota’s economy.

Below are some examples:

 Semiconductors: Passage of the federal CHIPS
and Science Act — which authorized nearly $53
billion to incentivize semiconductor production
and R&D in the U.S. - spurred substantial efforts
from Minnesota’s semiconductor industry,
universities and economic development entities
to secure support for new expansions and
partnerships in this area. Minnesota is home to
three semiconductor fabs — SkyWater Technology,
Polar Semiconductor and Honeywell — and dozens
of companies that provide equipment, supplies and
services to the industry.

 Hydrogen energy: The federal Inflation Reduction
Act of 2022 included a $7 billion program
from the U.S. Department of Energy to create
regional clean hydrogen hubs across the country.
Minnesota responded by signing on to two
multi-state initiatives — the Heartland Hydrogen
Hub and the Midwest Hydrogen Coalition - that
will identify potential hydrogen-related projects
in the region. This occurred in conjunction with
an announcement from Cummins in October
2022 that the company will dedicate nearly
90,000 square feet to produce electrolyzers in its
Fridley facility. Additionally, CenterPoint Energy
conducted a $2.5 million pilot project to blend
clean hydrogen into its natural gas pipeline system
in 2022. While still in its nascent stages, these
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efforts present an opportunity for Minnesota
to position itself for further development in the
coming years.

« EV and clean-tech supply chains: Minnesota can
also capitalize on massive investments in clean-
tech supply chains. Most notably, high-profile
mining proposals in Northeastern Minnesota
would provide critical minerals needed for
producing electric vehicles, wind turbines and
other products. These projects are coupled with
a 2022 announcement from U.S. Steel that it will
invest $150 million in Minnesota to produce
higher-grade taconite pellets that serve electric
arc steel furnaces. The combination of these
potential investments would make Minnesota an
increasingly important part of the U.S. domestic
supply chain for electrification efforts.

Economic development programs are opening the
door to investments in automation and innovation.
Encouraging productivity through automation and
technological advancements is essential to growing our
economy. Yet, economic development programs have
historically emphasized job creation as a preeminent
factor in determining local and state support. Recent
developments may be changing this. The Minnesota
Department of Employment and Economic
Development (DEED) launched two automation
incentives since 2021 that provide grants and loans
for automation equipment and training. Further,
Minnesota has experienced a proliferation of resources
in recent years that provide financial and technical
assistance to innovative startups with high-growth
potential. While many of these programs are new, they
should be studied carefully in coming years to measure
outcomes and double down on programs that work.

Threats:

Minnesota’s digital tech sector continues to lag
national peers, threatening future growth in the
state. Minnesota was an early leader in computing and
internet technologies. However, the state’s digital tech
sector never bounced back to full prominence after the
dot com bubble burst in 2001. Since then, the U.S. tech
sector shifted increasingly toward places like California,
Washington, Texas, Colorado, Utah and North
Carolina. From 2007-2021, the GDP in Minnesota’s
computer systems design industry grew 43" fastest

o

among all states. GDP in the tech-heavy information
sector grew 33" fastest. Broader measures of the tech
sector, which include tech jobs in any industry (rather
than just pure digital tech industries) dont improve
Minnesota’s position, with tech jobs growing 38" fastest
in the U.S. and projected to grow 46™ fastest over the
next decade.

Minnesota still has a sizable and skilled tech
workforce. It simply is growing slower than most
states, leaving employers to lure workers from other
Minnesota companies or hire outside the state. This
matters because, despite recent shakiness in the U.S.
tech sector, future economic growth is likely to be
heavily influenced by tech-related activities. The key
to reviving growth is to foster a stronger network of
collaboration and promotion within the industry and,
most importantly, to increase the availability of tech
talent in the state (see “Leverage Minnesotans” for more
on this).

Companies are investing billions in new projects
around the U.S., but Minnesota has failed to attract
large expansions. As mentioned earlier, federal policy
efforts to boost domestic supply chains unleashed
a wave of so-called “mega projects” around the U.S.
Minnesota should be competitive for some of these
expansions. But so far, the state has been unable to
secure such historic investments. A review of publicly
announced business expansions in Minnesota shows
that 130 companies announced expansion plans in 2022
that would generate $3.8 billion in capital expenditures
and retain or create over 5,700 jobs in Minnesota.
Outside of two separate $1 billion data center projects
(which are still in planning stages), the largest
expansions range around $150 million and would
create about 300-350 jobs. These are sizable projects,
to be sure. But compare this to a peer state like North
Carolina that reported in 2022 to have secured 28,690
new jobs from companies investing an expected $19.3
billion in the state. Similarly, Indiana announced 218
new projects in 2022 that will invest $22.2 billion and
create 24,059 new jobs. Minnesota has not experienced
similar levels of new investments this decade.

One component of this underperformance may relate
to permitting delays for new expansions. In 2022, three
companies announced they were pulling out of sizable
economic development projects due to lengthy and
uncertain permitting timelines. These three projects
represent a combined loss of 350 potential new jobs and

ch Minnesota:
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$1.2 billion in capital investment.

Convergence of factors poses questions over
the future of Minnesota’s headquarters economy.
Minnesotas cluster of global company headquarters is
among the state’s greatest economic assets. Minnesota
is home to 16 Fortune 500 companies and an additional
11 companies in the Fortune 1000. By some measures,
Minnesota’s headquarters economy has strengthened in
recent years, with GDP and employment in the state’s
management of companies and enterprises industry
increasing steadily over the past decade.

However, a convergence of issues over the past several
years invites questions about the future. Most notably,
the combination of remote work, public safety concerns
in urban downtowns and inflationary pressures have led
some company headquarters to significantly downsize
their real estate footprint in Minnesota. Since 2021, a
growing number of company headquarters announced
they are leaving behind a collective 4.2 million square
feet of local real estate as they consolidate offices or look
for smaller spaces.

This does not mean those businesses’ operations are
leaving the state. Company statements indicate that
operations will remain in Minnesota and that their
downsizing moves reflect changing real estate needs
due to hybrid work models.

But it does signal a longer-term phase where
headquarters campuses are less likely to be filled day-to-
day with Minnesota workers. This untethering of jobs
to office locations leaves open the possibility that some
employees may move out of the state and continue to
work for the company. It also leaves open the case that,
over time, out-of-state employees fill an increasing share
of headquarters jobs with no ties to Minnesota or jobs
may be scattered around the world in smaller offices.
What's more certain is that these moves will create
continued challenges for downtown business districts
and suburban retail hubs that rely on office workforces to
sustain economic activity and provide a sense of vibrancy.

Leverage Minnesotans

This Minnesota: 2030 strategy deals with the dual
objectives of improving the state’s workforce. First,
Minnesota must find creative ways to grow the
number of available workers in the state, even as aging
demographics pose a challenge. Second, Minnesota
must invest in the human capital of its citizens, enabling
productivity growth through a highly skilled workforce.
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Workforce participation is increasing for population of color

Share of population of color working (aged 16-64): Minnesota, 2008-2021

67.2 67.7
| 63.3 627 623 63.6 ‘5|7 |

2008 2009 2010 2011 2012 2013 2014

Source: U.S. Census, ACS data via MN Compass

Opportunities:

Workforce participation is increasing for
Minnesotans of color. To sustain a healthy
workforce, Minnesota must ensure that no one is
left on the economic sidelines. Doing so can help
stabilize workforce participation rates as older
workers exit the labor force. There is some evidence
that Minnesota is succeeding on this front. A
report from the Department of Employment and
Economic Development shows that Minnesota’s
Black labor force participation rate increased by
2.5 percentage points since 2010 - in contrast to
falling participation rates for white Minnesotans and
by 2021 ranked 3 highest in the U.S. Minnesota’s
Latino labor force participation rate was 77.5%
in 2021, highest among all demographic groups.
Further, workforce participation rates among core
working-age adults (age 16-64) for Minnesota’s
population of color increased steadily over the
past decade, reaching a peak of 72.8 in 2019 before
decreasing slightly in 2021. Continuing these gains
over the next decade can help grow Minnesota’s
workforce and improve economic outcomes for
BIPOC communities (see “Strengthen communities”
for more analysis on this topic).

MINNESOTA: 2030 — 2023 EDITION
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Minnesota continues to rank high in
international migration despite the recent
immigration slowdown in the U.S. The case for
immigration is simple. Population growth has slowed
to record lows in the U.S. due to declining birth rates
over time. The U.S. economy had nearly 10.8 million
unfilled jobs at the end of 2022, and job vacancies are
expected to be a continued challenge going forward.
Barring a reversal of fertility rates, immigration
remains the primary mechanism to grow the nation’s
population and ensure a stable workforce. This is
especially important for states like Minnesota, where
immigration has long been a competitive advantage.
International migration helped offset domestic
migration losses since 2000 and supported the
economic activity by boosting the state’s workforce
and entrepreneurship. While restrictive federal
policies and the global COVID-19 pandemic led to a
slowdown in immigration in recent years, Minnesota
still ranked 19" among states in net international
migration from 2020-2022.

Minnesota can seek to leverage this strength by
further building out its support structures to welcome
and settle new Americans here while advocating for
federal immigration reforms to meet the needs of a

o I

modern economy.

Education levels continue to

rise in Minnesota. Increasing
education levels in the population
is a fundamental component of
developing the state’s economy over
time. At a high level, Minnesota has
succeeded to continue raising the
share of adults with a high school or
college degree. The share of adults 25
and over with a Bachelor’s degree or
higher increased by 8.5 percentage
points from 2006-2021, reaching a
peak of 38.9% in 2021. Similarly, the
share of adults with at least a high
school degree increased from 90.7%
in 2006 to 94.1% in 2021.

Threats:
Minnesota’s net domestic

Net domestic migration

us[ Minnesota:
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Minnesota has an immigration advantage

Net domestic and international migration: Minnesota
(Cumulative change April 1, 2020 - July 1, 2022)

20,012

Minnesota ranks
42nd

Minnesota
ranks 19th

-37,377

Net international migration

Source: Minnesota Chamber analysis of U.S. Census Bureau, Annual Population Estimates Vintage 2022 data

migration outcomes worsened since

2020, ranking 42" among states

from 2020-2022. Minnesota: 2030 argued that the
state can stabilize its workforce growth by improving
domestic migration outcomes while accelerating
immigration. Both sides of this equation have been
challenged so far this decade. Minnesota became a net
exporter of people, as domestic migration worsened
substantially since 2020 and immigration levels
slowed, leaving the state with overall net migration
losses. Current data from the U.S. Census Population
Estimates show that Minnesota lost -16,312 people
from 2020-2021 and another -19,400 from 2021-2022
net to other states, ranking 42" best among states in
both years.

Unlike immigration, which is heavily dependent
on federal policies, the state has more control over
the factors that influence state-to-state migration
patterns. A breakdown of migration data shows that
much of Minnesota’s net migration losses occur among
people between 17-24 years old. If Minnesota is to
retain and attract more talent to the state, it must start
with improving outcomes among young adults as
they graduate high school and transition into post-
secondary education or the workforce.

Further, Minnesota must improve its regional
competitiveness within the Midwest. Since 2020, only
three Midwestern states — South Dakota, Indiana and

Missouri — had positive net domestic migration, as
migration flowed heavily to states in the sunbelt and
mountain west. Many of these states benefit from a
combination of favorable climates and competitive tax
rates for individuals and businesses. Minnesota can’t
change its location on the map, but it can control the
levers that influence its quality of life and affordability.
States like Utah, Washington, North Carolina, South
Dakota, New Hampshire and Colorado have shown
that these two objectives are not mutually exclusive.
Leveraging Minnesotas quality of life advantages while
lowering cost burdens can help revive Minnesota’s
status as a regional magnet within the Midwest. This is
particularly important as the prevalence of remote work
makes it easier for top talent to move to locations of
choice around the US.

The COVID-19 pandemic led to a sharp drop
in Minnesota’s labor force participation rates.
Stabilizing future workforce participation will be
critical. Minnesota’s labor force participation rates
have steadily declined since 2001 and are projected to
decline further this decade as the population ages. The
COVID-19 pandemic accelerated this trend, with over
97,000 Minnesotans dropping out of the labor force
in the first year of the pandemic. Participation rates
recovered slightly in late 2021 and the first half of 2022
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Minnesota lost a net -156,642 young adults
to other states since 2006

Net domestic migration of 17-24 year olds: Minnesota 2006-2021
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Minnesota lost a net -19,400 residents to other states
from 2021-2022, ranking 42"¢ in U.S.
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before plateauing again. By February 2023, Minnesota’s
labor force participation rate remained two percentage
points below pre-pandemic levels. As mentioned earlier,
Minnesota can help mitigate this long-term trend by
reducing barriers to employment for underrepresented
groups, as well as encouraging work among youth and
older adults who may want to explore part-time or

seasonal jobs.

Minnesota experienced a sharp decline in student
test scores this decade, posing warning signs for
future educational outcomes. Education faced
immense challenges in 2020 and 2021 as the pandemic
and social distancing policies disrupted classroom
activity. The full impact of these disruptions is still to be
seen. However, Minnesota experienced early warning
signs in declining 4" and 8"-grade reading and math
test scores. Results from the National Assessment
of Educational Performance (NAEP) showed steep
declines across the nation in literacy and math in 2022.
Minnesota’s decline was more severe than in the U.S.
and converged closer to the national average in recent
years. This relative decline pre-dates the COVID-19
pandemic. For example, Minnesotas 8"-grade math
test scores in 2015 were 12 points higher than the
national average but were only 6 points higher by 2022.
Similarly, Minnesota’s 8"-grade reading test scores
were five points higher than the U.S. in 2015 but were

even with the national
average by 2022. This
shows both an absolute
and relative decline in
test scores that must be
remedied to better serve
Minnesota students
now and ensure a
highly-skilled workforce
in the future.
Minnesota is
not producing
enough tech talent
to meet current or
future demand. The
availability of tech
talent is critical to
growing Minnesota’s
economy over the
next decade. Yet,
despite notable efforts

“Minnesota ranks
last in the country
in foundational
computer science
offerings at public
high schools,

and we are

not graduating
nearly enough
postsecondary
degree holders to
meet employers’
tech demand.”

-The State of Tech Talent,
Minnesota Technology
Association
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to train Minnesotans in high-demand IT fields, the
state is not turning the ship fast enough to meet the
needs of our changing economy. A report from the
Minnesota Tech Association states that just 21% of
high schools in Minnesota offer computer science
coursework, compared to 53% of high schools in the
U.S. This failure to provide Minnesotans with critical
IT skills negatively impacts the state’s future economic
growth prospects. Tech-related industries project to
drive growth in the U.S. economy this decade, and
advancements in A.I. and automation are reshaping
business models across sectors. Yet, CompTIA projects
that Minnesotas tech workforce will grow 46™ fastest
among all states over the next ten years. Already,
Minnesota’s ranking of total net tech employment has
fallen from 12" largest in 2018 to 18" in 2022.

Strengthen communities

Minnesota’s economic success this decade will
depend on its ability to adequately supply fundamental
community assets such as child care, housing,
broadband and making inclusion a strength of
Minnesota’s economy. While these are statewide
concerns, the solutions often take shape at the local
level. Minnesota experienced a range of outcomes in
these areas this decade. Below we outline some of the
successes as well as remaining challenges in these areas.

Child care
Opportunities:

The urgency of Minnesota’s growing child care
shortage has spurred a proliferation of creative efforts
to increase availability. The COVID-19 pandemic
exacerbated Minnesota’s already-substantial child
care availability challenge. The silver lining is that the
magnitude of the challenge has sparked greater urgency
among communities, businesses and policymakers
to address the issue and entertain a wide range of
potential solutions. Much of the action to increase child
care access has occurred from grassroots efforts at the
local level, tailoring solutions to the unique issues and
assets of the individual community. Research from the
Center for Rural Policy and Development highlights
how grassroots strategies have involved everything
from financial support to providers to leveraging local
schools as providers to public outreach and community
collaboration initiatives. In many cases, this has
included efforts from employers to provide support and
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resources for expanded child care in the community, or
in some cases, to build on-site child care at their place
of business, like the recent announcement of such an
effort by Hormel in Austin.

These grassroots strategies have been coupled with
state policy changes to address regulatory burdens
and increase child care funding. For example, the
state authorized the “pods” model in 2021, allowing
multiple child care family providers to operate in a
shared facility in the community so long as services
are not commingled and remain separate within the
building. These developments should be carefully
assessed going forward.

Threats:

Despite recent efforts, Minnesota continues to
face severe challenges related to increasing child
care availability throughout the state. Since the early
2000s, the total number of licensed child care providers
has declined steadily and substantially throughout the
state. This has been driven by a decline in the number
of licensed in-home family child care providers, which
has disproportionately impacted rural communities
that are more reliant on in-home family-based care and
typically do not have the population density needed
to make center-based care a viable option. Conversely,
regions with larger populations have been able to offset
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some of the declines in family child care providers by
increasing the number of licensed child care centers.
However, daycare centers have faced challenges of their
own, as ongoing staffing issues have strained operations
and limited their capacity to meet demand.

Both in-home child care and child care centers
were negatively impacted during the pandemic, as
the underlying forces pressuring both sides were
exacerbated. In total, Minnesota lost over 7,500
seats of child care capacity from 2019-2022, with the
relative decline being steepest in more rural areas of
the state.

Housing
Opportunities:

After a decade of limited home building
in Minnesota, permits for new housing units
surged in 2021 and early 2022. Minnesota home
building began slowing in 2004 before coming to a
near halt between 2007-2011. New housing starts
recovered only gradually in the ensuing years, leaving
Minnesota with a substantial shortfall of new housing.
In 2018, the state’s Housing Task Force put forth a
goal of adding 300,000 new units by 2030 to meet
demand. Progress was slow over the next two years
but surged in 2021 and early 2022, as permits for new
housing units hit a 16-year high. This was matched

Child care access decreased across the state this decade

Total change in child care capacity (2019-2022)
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Percent change in child care capacity (2019-
2022)
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by rising home sales, which hit a 20-year high in
the Twin Cities in 2021. Unfortunately, momentum
was cut short by rising inflation and interest rates in
the second half of 2022, leaving Minnesota with an
uncertain near-term housing outlook. The experience
of 2021, however, showed Minnesota’s potential to
increase the rate of homebuilding activity and its
capacity to reduce housing shortages this decade.
Further, similar to the state’s child care challenge,
the issue of housing availability has also spurred
initiatives and collaboration across all regions of the
state, laying the groundwork for future solutions to
take hold. Many employers are leading the way in
investing in workforce housing ranging from Marvin
on the northern border to Mayo in Rochester.

Threats:

Rising inflation and interest rates led to a sharp
drop in new housing activity since early 2022.
Further, the low churn of the existing housing stock
left Minnesota with declining housing inventories
and higher prices this decade. After booming in
2021, Minnesota home building slowed in 2022 and
early 2023 amidst headwinds of rising inflation and
interest rates. In 2022, home sales also sank to their
lowest level since 2014, and permits for new housing
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units plummeted in the second half of 2022 and early
2023. Moreover, housing inventories fell in 2020 and
remained low through 2022, driving up prices and
creating further pressures on housing affordability in
the state.

Taken together, while Minnesota made momentary
progress in 2021, the state continues to face housing
shortfalls and will need to address underlying barriers
to ensure greater future housing availability.

Connectivity/Broadband:
Opportunities:

Minnesota continued to expand broadband access
in recent years. A 2022 annual report from the state’s
Broadband Taskforce shows that broadband access
increased across all three classes of service speeds since
2015. The fastest growth has occurred from broadband
with download speeds of at least 100 Mbps and upload
speeds of 20 Mbps (the middle of the three tiers), which
increased by 49% from 2015-2022 and reached 1.22
million more Minnesota households. Access to very
high-speed broadband also increased, with 479,000
more Minnesotans having access to broadband with
download and upload speeds of 1 gigabit per second.
And access to lower-speed internet service of 25/3
Mbps (the FCC’s current threshold to be considered

Permits for new housing units hit a 16-year high in 2021

Minnesota housing permits (total units): 2001-2021 (annual)
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broadband) continued to reach more unserved
households in that time as well, with 154,000 more
households having access in 2022 than in 2015. These
developments helped close the connectivity gap in the
state. In 2017, there were 186 cities still lacking access
to wired broadband with 25/3 Mbps speeds. But by
2022, that number shrunk to just 16 cities.

Threats:

Despite recent progress, Minnesota remains
behind its statutory goals of ensuring universal
access to 25/3 Mbps broadband service by 2022
and 100/20 Mbps service by 2026. As of late 2022,
nearly 8% of Minnesota households still lacked
access to 25/3 Mbps broadband, with that share
jumping to 25% in rural Minnesota. Progress on
the state’s 2026 goal remains further off, with nearly
13% of households statewide and nearly 38% of rural
households lacking access to internet speeds of 100/20
Mbps. The state’s Broadband Taskforce cites several
notable challenges to deploying service to remaining
areas, including rising construction and material
costs, labor shortages, permitting-related costs and
delays, weather constraints and the high costs of last-
mile connections in remote areas.

The number of Minnesota households connected

Percentage of housing units in Minnesota not
served by wireline broadband service:

October 2022

11.7%

B -

Statewide

B % lacking 25/3 Mbps service (2022 goal)

Source: Minnesota Chamber Foundation calculations from Minnesota Office of Broadband Development Office data
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to internet service continues to grow, but the state
must wisely navigate the barriers that prevent faster
deployment as new state and federal funding provides
a window of opportunity to accelerate statewide
broadband service.

Make inclusion a strength
Opportunities:

Minnesotans of color have made notable gains
across a range of economic and educational
indicators over the past decade. Minnesota has a
moral and economic imperative to make inclusion
a strength in the state’s economy this decade. While
many racial disparities remain, several key economic
indicators have shown considerable improvement in
recent years.

For example:

« Labor force participation rates increased
steadily for Minnesotans of color over the
past decade. The state’s workforce participation
among 16-64-year-olds of color increased from
62.3% to 71.9% between 2011 and 2021. Asa
report from the Department of Employment
and Economic Development (DEED) shows,
Minnesota’s Black labor force participation

increased 11" fastest in the
U.S. from 2010-2020, and

by 2021 Minnesota had the
3 highest Black labor force
participation rate of any state.
o Unemployment rates
37.5% fell for Minnesotans of
color in recent years,
despite large swings during
the pandemic. In 2021,
Minnesota had the 5™ lowest
Black unemployment rate
among the 35 states for
whom data was available. By
January of 2023, Minnesota’s
unemployment rate for
Black and Hispanic or Latino
populations had fallen to
Rural 3.6% and 3.3%, respectively,
both of which were higher
than the state’s white
unemployment rate of 2.2%
but lower than their group’s

o

pre-pandemic levels.

Income levels are rising for populations of color
in Minnesota. Median household incomes rose
by 17.5% for people of color from 2006-2021,
compared to 7.4% growth for the state’s white
population. This helped reduce the racial gap in
median household income by roughly $10,000

in that time. Incomes rose particularly fast for
Black Minnesotans, though they continue to face
among the steepest disparities in income among
demographic groups. As a report from DEED
states, “Like job prospects, median incomes have
been rising rapidly for Black or African American
households in Minnesota over the past decade,
jumping 63.1% from 2011 to 2021. That was

the 7 fastest growth rate in the U.S., where the
median Black or African American household
income increased 40.8%. Minnesota climbed from
the 33rd highest income level for Black people in
2011 to 22" highest in 2021

Entrepreneurship and business ownership

are rising considerably faster for populations
of color than for the state’s white population
and faster than for populations of color in the
U.S. as-a-whole. Minority-owned employer

and nonemployer firms increased by 25% and
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34%, respectively, from 2012-2018, outpacing
the growth of white-owned firms. Black-owned
employer firms grew particularly fast, increasing
by nearly 37% from 2012-2019, compared to just
23.3% in the U.S.

 Educational attainment is increasing for
Minnesotans of color. The share of Minnesotas
population of color graduating on time from high
school increased from 58% to 73% between 2012
and 2021, helping close the achievement gap by
11.2 percentage points. The share of Minnesotans
of color 25 or older with at least a Bachelor’s
degree increased from 24% to 31% since 2010.

Attention to economic inclusion has accelerated
this decade and mobilized a growing number of
stakeholders toward meaningful action. Minnesotans
around the state are making workplaces and
communities more equitable and inclusive. For
example, the Minnesota Chamber Foundation
launched a statewide workforce diversity, equity and
inclusion effort in 2021, the only such initiative led
by a state chamber of commerce in the country. Our
work is aimed at assisting employers across the state,
regardless of size or location, in building inclusive
workforces.

Median household incomes are rising for Minnesotans of color

Median household income for Minnesotans of color
(in 2021 inflation adjusted dollars): 2006-2021
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Threats:

Significant gaps remain across a range of
economic indicators and broader economic
conditions increase risks. While Minnesota has
made meaningful gains in recent years, there is
still much work to do to truly make inclusion a
strength in Minnesota’s economy. Minnesota still
possesses among the largest racial disparities in the
U.S. in areas such as education, income, housing
and more. Further, Minnesotans of color may be
disproportionately at risk amidst rising inflation,
interest rates and cooling labor market activity.
Populations of color historically suffer worse impacts
from economic downturns and are slower to make up
losses in recovery periods. Minnesota must celebrate
recent progress while continuing to fortify those
gains in the months and years to come. Moreover,
the state can improve its economic performance
by accelerating the pace at which Minnesotans of
color thrive as students, workers, entrepreneurs and
community members.

Priorities going forward

Minnesota: 2030 put forward over 50 individual
strategies and recommendations to grow the state’s
economy this decade. Several priorities are worth
re-highlighting or adding to the list, given changes to
economic conditions.

Minnesota must make productivity
a top priority to enable a more
prosperous future.

The future workforce will be diverse and tech-
enabled. Minnesota needs to accelerate efforts to
prepare for both. Minnesota can build a stronger
economy this decade by investing in a highly skilled
and diverse workforce. As mentioned above, notable
efforts are underway to address these priorities.
However, Minnesota must move the needle faster in
both areas. Doing so will involve both private and
public sector initiatives.

For example, state leaders should put forward
an actionable plan to rapidly increase computer
science and related tech offerings to students across
Minnesota. Minnesota currently ranks dead last in
the U.S. in the share of high schools offering computer
science coursework. Providing these critical skills
to students is necessary to prepare them for a world
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increasingly shaped by digital technologies.

Additionally, private sector leaders can invest
in training and upskilling efforts and leverage
DEI resources to help them equip a more diverse
workforce. The Minnesota Chamber Foundation’s
workforce diversity, equity and inclusion initiative
is poised to partner with employers and workforce
development leaders toward that goal.

Double down on efforts to spur entrepreneurship
and retain high-growth firms. Minnesota’s future
economic success will largely depend on its ability to
foster new innovative companies and help them scale
and stay in Minnesota over time. Minnesota made
significant gains in building its startup ecosystem
over the past decade. These developments yield
fruit by contributing to record-level investments in
new companies and enabling growth in innovative
young firms. Academic literature on the topic makes
it clear that new firms drive net job creation and
make similar contributions to growth in output and
productivity. With Minnesota facing a dizzying array
of new programs and spending across a wide range
of issues, the state should not lose sight of this long-
term priority. Further, state leaders should consider
how policies may impact the formation and success
of new companies in addition to more mature
firms. For example, laws that increase regulatory
complexity or add administrative burdens may
disproportionately disadvantage younger companies
that face greater risks and have fewer internal
resources to navigate complex layers of local, state
and federal rules.

Assess workforce and economic development
programs and identify opportunities to increase
access, evaluate outcomes and modernize program
goals to align with long-term economic objectives.
Minnesota offers an extensive list of workforce and
economic development programs covering a wide
range of topics and targeted populations. Yet, many
of these programs were created under economic
circumstances vastly different from the ones
experienced now. Some programs also establish overly
narrow eligibility requirements and create stringent
administrative reporting requirements, limiting the
take-up rate and potential impact of these programs.
With Minnesota entering a period of low labor
force growth, the state’s workforce and economic
development policies should aim to maximize

o

innovation, productivity and skill attainment.

Further, as competition with other states increases,
programs must offer greater flexibility to users,
clarity of rules, ease of reporting and participant
feedback loops. Such improvements could be
coupled with reasonable legislative oversight to
ensure accountability and effectiveness.

Streamline permitting processes to help
Minnesota build on existing industry strengths.
Minnesota benefits from a diverse industry base with
strengths in sectors such as food and agriculture,
health care and med-tech, mining, corporate
headquarters and a wide range of manufacturing
industries. These existing industries position
Minnesota to retain and attract business investment
in coming years as federal industrial policy and
reshoring of manufacturing activities spur large-scale
expansion projects.

However, Minnesota must streamline its
regulatory processes to compete for investments in
these areas. Speed and certainty are prerequisites
for many expansion projects — particularly in an
environment of high inflation and interest rates —
and Minnesota has too often failed to secure new
investments because of preventable bottlenecks in its
permitting process. Minnesota should make a long-
term investment in its competitiveness by pursuing
regulatory reforms that could increase efficiency
while maintaining high standards to protect public
health, safety and Minnesota’s natural environment.

The cost of doing business is also an element
driving business investment decisions that we
cannot ignore. The 20205’ economy has seen
three concurrent developments that increase the
urgency of addressing long-term operating costs
for Minnesota businesses. First, business costs have
increased considerably since 2020. Supply chain
and labor shortages sparked a 40-year high surge
in inflation in 2021 and 2022, squeezing cash flow
for businesses and households throughout the state.
Second, the pressure for businesses to invest in
productivity is increasing. Businesses face a growing
imperative to invest in new technologies and
equipment to remain competitive and meet demand.
A 2021 survey from McKinsey Global Institute
shows that 70% of businesses reported to be at least
piloting automation strategies in one or more parts
of their business, up from just 57% in 2018. Recent
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developments in A.L could further increase the
competitive pressure for productivity investments.
Third, other states are reducing their cost burdens to
retain and attract businesses and talent. Minnesota
ranks 45" in the Tax Foundation’s State Business Tax
Climate Index and continues to move in the opposite
direction of top-performing states. Minnesota should
look to successful models in the U.S., where states
have been able to reduce costs and spur investment.

Minnesota must regain its position
as a regional magnet for talent in
the upper Midwest.

Advance a strategy to retain and attract more
young adults as they transition from high school to
college and the workforce. People between the ages
of 17 and 24 largely drive Minnesota’s net domestic
migration outcomes. Young adults are much more
likely to move across state borders than older adults
of any age cohort. Minnesota lost a net of nearly
157,000 young adults in this age group from 2006-
2021. Despite the significant impact on Minnesota’s
population, however, too little is known about where
these young adults go when they leave Minnesota
and what underlying factors influence their migration
patterns. Minnesota’s research community, regional
and state leaders, and higher education leaders should
collaborate to better understand this issue and develop
actionable steps to address it.

Minnesota can increase its regional competitiveness
by making the state more affordable while
maintaining its high quality of life. While many
factors influence state-to-state migration patterns,
Minnesota should take meaningful steps to better
balance its quality of life advantages and cost
disadvantages relative to other Midwest states. Across
the U.S., migration flows to states that combine a high
quality of life and reasonable costs to households and
businesses. Further, over two dozen states enacted tax
reforms this decade to improve competitiveness and
adjust for record budget surpluses. Minnesota should
look to states who are leading in attracting talent and
tread carefully in modeling laws after states with poor
migration performance. There’s no magic formula for
retaining and attracting residents — but Minnesota
should be realistic about the balance needed to keep
quality high while ensuring greater affordability. mm
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M innesota’s economy remains strong and resilient,
heading into the middle of the decade. But

as outlined in this report, the state also faces notable
challenges going forward.

We urge leaders throughout Minnesota - including
business leaders, policymakers and community
leaders - to dedicate themselves to building for
Minnesotas future.

The 2020s have been a decade of enormous challenges
and rapid changes. Paradoxically, it has also revealed
long-standing issues that remain difficult to resolve.
Minnesota must prioritize stewardship of its economy to
meet new challenges and solve old ones.

But one might ask: why should Minnesotans care
about growing and developing the state’s economy in the
first place?

With the state already possessing leading companies
and a surplus of worker demand, some may argue that
we can simply maintain the economy we already have.
This would be a mistake.

Minnesotas strong economy and high quality of
life were developed over time as the state welcomed
innovation, cultivated a world-class workforce and
developed its communities. This work is never complete
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in a dynamic economy. Minnesota competes for talent
and investment with economies in the U.S. and around
the world, and that competition has only grown stronger
in recent years.

Further, the economy continues to produce uneven
outcomes across regions and demographic groups.
Without further growth and development, the state will
be less equipped to enable prosperity for all Minnesotans.

Minnesota is obligated to leverage the ingenuity
and resources of its private sector to help its residents
flourish and meet the growing needs of a global
economy. The COVID-19 pandemic showed the vital
role that Minnesota businesses play in supplying life-
saving medical technologies, food, minerals, equipment
and consumer goods here and around the world.

For these reasons, it is critical to continue investing
in strategies that can unlock a decade of prosperity and
innovation.

The Minnesota Chamber Foundation will work to
advance these efforts over the coming months and years
and welcomes a broad coalition of stakeholders to join
us in this mission. We cannot be complacent nor take
our strengths for granted. Join us in helping to shape
Minnesotas future. =8
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