
EXECUTIVE SUMMARY

The Problem

Minnesota has long been a fertile state for growing 
successful businesses. The roster of Fortune 500 
companies headquartered in Minnesota in the 1970s 
testifies to the vital role the state’s agricultural, forestry, 
and mining resources played in setting the foundation 
for a strong economy. Minnesota’s history of successful business enterprises now extends 
well beyond the companies that sprouted from the state’s prairies and forests, proving that 
the people of Minnesota are the state’s most valuable resource. The diversity and success 
of Minnesota’s businesses now form the foundation of an enviable economy. 

The biggest risk facing Minnesota’s economy: Complacency. Minnesota’s past 
performance does not guarantee future results. Data on the state’s workforce and 
economy demonstrate Minnesota cannot afford to be complacent. 

Despite Minnesota’s low unemployment rate, there are weak spots in the labor market. 
Though Minnesota regained jobs lost during the recession more quickly than many 
states, job growth has fallen behind the national average in the past two years. The 
state’s low unemployment rate masks the number of discouraged workers who have left 
the workforce and people working part time because they can’t find full-time jobs. In 
addition, Minnesota’s labor force participation rate is declining among young people and 
people in the prime of their working lives.
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Long-term economic trends also reveal cause for concern. Since the 1970s, Minnesota’s 
ten-year employment growth rates regularly beat the U.S. and Midwest averages. Yet 
beginning in 2005, Minnesota dropped below the U.S. average. GDP growth since 2000 
has been just average. In addition, startup activity is down, IRS data show income leaving 
the state, and Minnesota’s workforce productivity is showing signs of weakness.

The troubling economic trends outlined above show the state must pay close attention 
to anything that might be undermining Minnesota’s job-creating capacity. These factors 
include high taxes, burdensome regulations, weak business clusters, declining capital 
investment, ongoing skills gaps in education, and inefficient distribution of economic 
development funds. 

Globalization also presents a challenge. In a general sense, globalization heightens the 
importance of every factor just listed. In particular, having competitive tax and regulatory 
environments and making sound investments in the state’s labor force and infrastructure 
gain increasingly more importance as Minnesota tries to compete globally.

The Solution

The trends and challenges outlined above demonstrate that Minnesotans should not be 
satisfied with the performance of the state’s economy and job market. Many policies must 
be changed and new policies adopted for the state to reach its full potential. To improve 
Minnesota’s jobs environment, the state should focus on two strategies. First, reduce 
regulatory burdens on Minnesota businesses. Second, provide broad-based support for 
economic development that avoids picking winners and losers.

Reduce Regulatory Burdens

1. Establish an Office of Regulatory Oversight in the legislature to evaluate state and local 
regulations. 

2. Require state agencies to evaluate all regulations for adverse effects on small businesses.

3. Sunset state occupational regulations.

4. Create an Office of Regulatory Assistance.

5. Guarantee workers the freedom to choose whether to join a union.
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Provide broad-based support to businesses; stop picking winners and losers
 

6. Reduce corporate taxes.

7. Create an advisory council to recommend ways to expand and improve Minnesota’s 
incentives for business investments. 

8. Change DEED’s focus from investment to support. 

9. Provide a tax credit to businesses for preparing workers in an apprenticeship program. 

10. Create an Internet-based databank to provide more detailed and objective economic 
and demographic analysis for Minnesota policymakers and businesses.

11. Narrow the information gap between youth and employers. 

JOBS
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THE PROBLEM

Minnesota has long been a fertile state for growing successful businesses. The roster of 
Fortune 500 companies headquartered in Minnesota in the 1970s—including Green 
Giant, General Mills, Pillsbury, Hormel, International Multifoods, Hoerner Waldorf, and 
3M—testifies to the vital role the state’s natural resources played in setting the foundation 
for a strong economy. Still, these businesses did not succeed spectacularly by simply 
extracting the state’s resources. They grew by turning these raw materials into higher-
value products for American consumers. This took entrepreneurial vision and a capable 
workforce. 

Minnesota’s history of successful business enterprise now extends well beyond the 
companies that sprouted from the state’s prairies and forests, proving that the people of 
Minnesota are the state’s most valuable resource. Minnesotans’ innovative spirit and work 
ethic have led to remarkable business successes across nearly every sector of the economy, 
from food processing to financial services to retail to manufacturing to transportation. 
The diversity and success of Minnesota’s businesses now form the foundation of 
an enviable economy. As a result, economic growth in Minnesota has historically 
outpaced other states and served both to drive higher standards of living and to position 
Minnesota as a desirable place to locate a business. Currently, Minnesota’s 4.3 percent 
unemployment rate is the sixth lowest in the nation. Per-capita personal income is the 
thirteenth highest in the nation and—excluding North Dakota, which is in the midst of 
an energy boom—the highest in the Midwest. Minnesota also regularly appears at the top 
of national lists of best states for business.

The biggest risk facing Minnesota’s economy is complacency. Successful companies 
always pay close attention to competitors and adjust their business strategies to new 
realities. To thrive, the state of Minnesota must do the same. Yet many people seem too 
satisfied with the direction of the state. The fact is, Minnesota’s past performance does 
not guarantee future results. Despite Minnesota’s low unemployment rate, there are a 
number of weak spots in the labor market. Furthermore, several economic indicators 
point to long-term problems for the state’s workforce. A number of factors are converging 
to lessen or even eliminate many of the advantages that have long supported Minnesota’s 
economy. The state is slipping under current policy, but the full impact will not be felt for 
years. The solutions offered in this report aim to address this. 

Past Performance does not Guarantee Future Results

Minnesota is home to many great companies that have been a driving force behind the 
state’s success. However, that strength was established years ago, and Minnesota cannot 
rely on those companies for tomorrow’s jobs. The state’s future economic performance 
depends on new companies. Recent research demonstrates the job-creating prowess of 
small businesses is generally limited to young startups.1 Economists Edward Prescott (a 
Nobel laureate who formerly taught at the University of Minnesota) and Lee Ohanian 
explained the importance of startups in a Wall Street Journal editorial last June:
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New businesses are critical for the U.S. economy to grow because a 
small fraction of today’s startups will become tomorrow’s economic 
heavyweights. Most of today’s workers are employed at older, established 
businesses, but the country cannot rely on existing companies to boost 
the economy. Businesses have a life cycle in which even the largest and 
most successful reach a stage at which they stop expanding.2

Many Fortune 500 companies in Minnesota appear to have hit this stage, at least in terms 
of expansion in the state. Table 1 shows the number of Minnesotans employed by the 
largest Fortune 500 firms with substantial business operations in Minnesota. Target, 3M, 
Delta Airlines, and Supervalu all report fewer Minnesota employees in 2012 compared 
to 2000. Most other companies report only modest gains. The state rightly takes pride in 
these companies, but this pride risks making Minnesotans complacent about what new 
businesses need to succeed. The following data on the state’s workforce and economy 
demonstrate Minnesota cannot afford to be complacent. 

Minnesota’s Economy is Leaving Many Workers Behind

Reporters on Minnesota’s relatively low unemployment rate generally acknowledge the 
“the signs of strength in the job market mask a lot of economic pain that remains.”3 The 
fact is, today’s 4.3 percent unemployment rate exists in a much weaker job market than in 
November 2006, the last time the rate was as low. Lower employment growth, continued 
under-employment, and declines in labor force participation all point to a job market that 
leaves much to be desired. 

Recent Job Growth is Low

During the past ten years, employment growth in Minnesota has been just average. As 
shown in Table 2, Minnesota’s 4.12 percent employment growth between 2004 and 2013 
exactly matched the U.S. growth rate and underperformed 21 other states. Although 

JOBS

Source: Corporate Report and Twin Cities Business Corporate Lists, various years.  

Table 1: Number of Minnesotans Employed by Selected Fortune 500 Companies 
Target 
Corporation

UnitedHealth 
Group, Inc.

3M 
Company

Delta 
Airlines

U.S. 
Bancorp

Supervalu, 
Inc.

Medtronic, 
Inc.

Hormel 
Foods 
Corporation

Best Buy 
Company 
Inc.

1995 22,600 3,145 23,127 16,770 10,938 5,000 4,600 3,192
2000 35,047 4,694 18,179 21,303 10,834 8,600 5,696 7,167 6,500
2010 28,381 11,500 14,275 13,000 10,482 9,052 8,000 7,848 6,982
2011 30,525 12,000 15,000 13,000 10,655 8,646 8,000 7,885 7,459
2012 30,773 18,000 15,000 9,000 10,883 8,300 7,898 7,976 7,555
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Minnesota’s job market pulled out of the Great Recession faster than most states, annual 
job growth in the state has been below the national average for the past two years. 

Newly released employment data suggest employment growth in Minnesota is slowing 
well below the national average. Annual employment growth in Minnesota, measured 
on a monthly basis by the Bureau of Labor Statistics Quarterly Census of Employment 
and Wages, began dropping below the national average in January 2014. Figure 1 shows 
the annual employment growth preceding each month between January 2013 and 
March 2014. Between March 2013 and March 2014, Minnesota dropped well below the 
U.S. average and ranked last among Midwestern states. Data show that less hiring is the 
primary issue in flagging job numbers today, not layoffs or firings.4 

Employment Gains have not Made Up for Lost Growth

Minnesota has now recovered the jobs “lost” in the recession, but this does not account 
for the job growth missed during those years. If job growth had continued after 2007 
at the 1.6 percent average annual rate experienced between 1990 and 2007, Figure 2 
shows Minnesota would have 230,000 more jobs in 2013. This is not to say that the job 
losses were avoidable or even that another 230,000 jobs represents an ideal size for the 
job market. The point is that substantially more growth is needed for the job market to 
recover fully. 

Unemployment Rate Undercounts the Number of Unemployed and Under-Employed

Though Minnesota’s unemployment rate is relatively low, digging a little deeper reveals 
a large number of people still left behind. The nominal unemployment rate does not 
include discouraged and marginally attached workers who have stopped looking for 
work, nor does it include people working part time because they can’t find full-time 

Source: Bureau of Labor Statistics, Quarterly Census of Employment and Wages.

Table 2: Private Employment Growth
10 yr (2004 to 2013) 5 yr (2008 to 2013) 1 yr (2012 to 2013)

Growth State Rank Growth State Rank Growth State Rank
Minnesota 4.12% 22 0.78% 10 2.02% 18
United States 4.12% -0.20% 2.09%
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work. If included, these people would represent more than a doubling of the standard 
unemployment rate.5 Figure 3 shows there were still nearly 100,000 more people not fully 
employed in 2013 compared to 2005. 

More hallmarks of today’s job market are individuals who can’t find work for six months 
or more, degree-holders working at jobs where no degree is required, a dramatic upswing 
in part-time work, disproportionate numbers of government hires,6 and a boom in 
temporary labor with no benefits.7 Because the unemployment rate doesn’t account for 
these factors, it overstates the health of the job market. These are not “questionable and 
tangential factoid[s],” as Minnesota’s current governor recently argued.8 Concerns about 
the value of using the standard unemployment rate to describe the health of the state’s 
economy are shared broadly among economists.9

The Labor Force Participation Rate Continues to Decline

Minnesota’s falling labor force participation rate offers further evidence of weakness in 
the job market. In fact, workforce departure is a big factor behind the state’s declining 
unemployment rate. When an unemployed person leaves the market, there is one less 
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Source: Bureau of Labor Statistics, Local Area Unemployment Statistics.
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person in the numerator of the unemployment rate, which leads to a lower rate. The state 
economic forecast confirms that Minnesota’s favorable unemployment rate benefits from 
a “sharp decline in labor force participation.”10 

Labor force participation, defined as the population either working or actively seeking 
work, is at its lowest level since 1980 in Minnesota, as shown in Figure 4. Minnesota 
labor force participation has declined from a high of 75.8 percent in 2001 to 70.4 percent 
in 2013. If today’s workforce matched the participation rate in 2000, there would be 
another 176,000 Minnesotans in the labor market. That’s not too far from the 230,000 
jobs Minnesota would have had if the job market had maintained average annual growth 
through the recession. 

State officials blame retiring baby boomers for the much of the decline, suggesting there’s 
not much the state can do about it.11 Retirements account for part of the decline, but 
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Figure 5 reveals a dramatic drop in the rate of young people participating in the labor 
force, and Figure 6 shows a worrisome drop among people in the prime of their working 
lives. The weight of evidence in the economic literature confirms economic weakness is 
the primary factor behind declining labor force participation rates since the start of the 
Great Recession.12 

Economic trends reveal cause for long-term concern

A number of additional economic trends are perhaps more worrisome than the current 
job situation. 

Long-Term Employment Growth Waning

To understand long-term trends in the stock market, analysts often look to ten-year 
“rolling returns,” which track the ten-year stock growth preceding each year. The same 
can be done for employment growth. Figure 7 charts the difference between Minnesota’s 
ten-year rolling employment growth rates and rates for the United States and the 
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Midwest. It specifically shows whether Minnesota’s employment growth rate was higher 
or lower over any ten-year period ending in 1970 to 2013. 

Until 2005, Minnesota growth rates were consistently higher than both the United States 
and the Midwest, save for a five-year period between 1986 and 1990. The state’s higher 
than average growth in the 1990s began declining in 2000. Since 2005, Minnesota ten-
year employment growth has been slightly lower than the national average. Minnesota 
employment growth dipped below its West North Central neighbors beginning in 2009. 
It would be tempting to assume the North Dakota gas and oil boom accounts for this 
change. However, with North Dakota removed from the region, Minnesota employment 
growth still would fall short in 2010, 2011, and 2013.

GDP Growth Revised Down

A little more than a year ago, local media reported Minnesota had the fifth-fastest-
growing economy in the nation in 2012, according to the Bureau of Economic Analysis 
(BEA). Minnesota politicians understandably trumpeted this news. In June 2014, 
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however, the BEA revised its GDP estimates, which dropped Minnesota’s 2012 GDP 
growth below the national average and dropped the state’s rank to 25.13 This change did 
not make headlines. 

The state’s GDP growth did accelerate in 2013, moving the state to the 13th-fastest-
growing economy for the year. Still, the past two years actually reflect a longer trend 
of Minnesota growth swinging above and below the national average. Since 2000, 
Minnesota has posted seven years of GDP growth above the national average and seven 
years below the national average. The long-term trend shows Minnesota’s economy 
growing at just an average rate.

New Startup Activity is Down

Much of Minnesota’s economic strength draws from major Fortune 500 companies 
that are maturing. As noted previously, while they still contribute significantly to the 
state’s economic health, future job growth depends on new startups. Unfortunately, 
national data show the startup of new firms has declined from highs around 12 to 13 
percent in the early 1980s to eight percent in 2010.14 The nonprofit Center for Enterprise 
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Development rates Minnesota exactly average among the states in per-capita business 
creation.15 Also, Minnesota ranked 48th of all 50 states plus D.C. for entrepreneurial 
activity in the Kauffman Foundation’s Index of Entrepreneurial Activity for 2013, down 
from a rank of 10th in 1998.

Wealth is Flowing out of the State

According to Internal Revenue Service data, over $5 billion in income moved from 
Minnesota to other states between 1995 and 2010.16 This has reduced the funds available 
for business investment, for tax collection, and for wages. Much of this is income moved 
to more tax-friendly states like Texas, Colorado, and Washington. For many retirees, 
especially wealthy ones who maintain homes in two states, the decision about where to 
declare “tax residency” is driven by tax policy. Given the right policy, “snowbirds” could 
leave wealth in Minnesota as they retire to Florida for part of the year. Populist sentiment 
against “the rich” notwithstanding, this wealth is needed to fund business investments, 
and, in turn, jobs.

Workforce Productivity Concerns

Most people assume Minnesota workers are more productive than the average 
U.S. worker. After all, Minnesota’s per-capita GDP and per-capita personal income 
are substantially higher than the national average. Yet looking at GDP per worker, 
Minnesotans appear to be less productive than average U.S. workers. In 2013, GDP per 
Minnesota employee equaled $113,096 compared to $125,457 for the nation--about ten 
percent less.17  

Figure 8 tracks Minnesota’s labor productivity as a percent of U.S. productivity. It shows 
a relative bump in Minnesota productivity between 1998 and 2005, but since 2006 
productivity has held close to 90 percent of the national average. Federal data became 
available in 2007 to create a more accurate state-level measure of productivity based on 
economic output per hour worked. Minnesota’s productivity is 95 percent of the national 
measure. There is one bright spot. Minnesota made strong gains in manufacturing 
productivity between 2007 and 2013, which is what accounts for the uptick seen in Figure 
8. Nonetheless, the relative decline in per-employee productivity after 2004 is still a 
concern.

Factors undermining Minnesota’s workforce

Faster growth is needed to offer Minnesotans opportunities similar to decades past. The 
troubling economic trends outlined above show the state must pay close attention to 
anything that might be undermining Minnesota’s job-creating capacity. Here is a short list 
of factors undermining the future growth of Minnesota’s workforce.

JOBS
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High Taxes

Minnesota is a high-tax state, and in the last two years, taxes have become considerably 
higher. In 2013, the Minnesota Legislature approved and the governor signed $2.1 
billion in tax increases. They raised the top personal income tax rate from 7.85 percent 
to 9.85 percent—the third highest in the United States. A large proportion of Minnesota 
corporations are S-corporations that pay their taxes through the personal income tax. 
Minnesota is in the top ten for individual capital gains taxes and, at 9.8 percent, the state’s 
corporate tax rate is also third highest in the country. Adding in the federal corporate tax 
rate of 35 percent—the third highest in the industrialized world—makes Minnesota one 
of the least attractive places for business investment. 

Governor Dayton and other proponents of high taxes argue that taxes are just one of 
many factors businesses evaluate.18 While that is true, for many businesses taxes are a 
substantial factor. The Dayton administration’s promotion of tax incentives to lure new 
businesses to Minnesota underscores the fact that taxes do matter. It is widely accepted 
(and covered in the Blueprint report on taxation) that higher taxes reduce the amount of 
taxed activity; therefore taxes are clearly a barrier to creating more jobs.

Former state economist Tom Stinson recently suggested high taxes are “not a problem” 
as long as Minnesota has a competitive advantage in worker productivity.19 Yet 
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Minnesota may not have this advantage. The labor productivity data reported above 
place Minnesota’s productivity below the national average. Minnesota still does well on 
most education outcomes, but the gap between Minnesota and low-performing states is 
narrowing. If Minnesota is indeed losing its worker productivity advantage, then high 
taxes are a problem.

Burdensome State Regulations

A state’s regulatory environment may be the most important factor contributing to 
job growth within the state’s control. When asked what makes Texas such an attractive 
place for business, Dale Craymar, the president of the Texas Taxpayers and Research 
Association, highlighted the state’s regulatory environment, not the state’s low tax rates.20 
While government has an obligation to protect the public, over-regulation is costly and 
often places heavy burdens on job producers while providing little or no social benefit. 
Here’s how Edward Glaeser and Cass Sunstein recently summarized the problem:

Sensible regulatory requirements can reduce illnesses and accidents, 
protect the environment, and maintain quality of life. But when 
regulations are onerous and poorly designed, they can cause serious 
harm—overwhelming small businesses, reducing economic growth, 
eliminating jobs, squelching innovation, and causing serious hardship. 
Many studies have found that entrepreneurship is the lifeblood of 
urban regeneration, meaning that business regulations that stymie 
entrepreneurship… can have particularly large costs, especially during 
times of economic difficulty. While regulation is an important tool for 
governments, it is vital that the authors of such rules strike the right 
balance, giving careful consideration to the track records of old rules 
and the likely consequences of any new requirements.21

Minnesota has a mixed record on regulation. The latest Thumbtack.com/Kauffman 
Foundation Small Business Friendliness Survey gives Minnesota high marks for the ease 
of starting a small business; however, Minnesota receives C grades when it comes to the 
general regulatory environment, employment regulations, ease of hiring, and licensing.22 
By comparison, Texas garnered As and A-pluses across every indicator. Forbes ranks 
Minnesota’s regulatory environment as average, at 22nd.23  

These rankings suggest there are ample opportunities to improve Minnesota’s regulatory 
climate. The processes for gaining approval to mine nonferrous metals in northern 
Minnesota and build the Sandpiper Pipeline from North Dakota to Superior, Wisconsin, 
provide concrete examples of the difficulties the state’s regulatory process can impose on 
businesses that would create good-paying jobs.

JOBS



Weak Business Clusters

As the Minnesota Center for Fiscal Excellence noted in a recent report, “Minnesota 
may have a lower margin for error in being a significant outlier on business taxes and 
costs than other ‘high tax, high service’ peer states.”24 This is because Minnesota does 
not have the strong business “clusters” found in other high-tax, high-service states like 
New Jersey, New York, Maryland, Massachusetts, and Connecticut. Minnesota’s traded 
cluster strength ranks 39th nationally; these other states rank 16th or better. According 
to Harvard Professor Michael Porter, clusters of concentrated business activity in related 
industries deliver tremendous advantages to a region. Porter recently visited the Twin 
Cities to launch a website highlighting their importance.25  

Declining Capital Investment

One reason for a lower rate of startups is a lower rate of funding. Capital investment is 
fundamental to business startups, and a lack of adequate capital is one of the primary 
reasons for business failure. A study commissioned by the Department of Employment 
and Economic Development (DEED) in 2013 indicated that between 2008 and 2012 
venture capital investments in total dollars in Minnesota decreased 45 percent, compared 
to a decrease of only 17 percent for the country as a whole.26 The number and total value 
of venture capital deals in Minnesota since 1995 are shown in Figure 9. These data are 
not trending in the right direction. Investing capital in startups often involves a high 
degree of risk for the investor, especially for cutting-edge technologies or untried business 
models.27 Minnesota needs those startups and therefore must be or become an attractive 
place to take those risks. 

Skills Gap in Education 

The so-called “skills gap” is another indicator of long-term economic weakness. Though 
another Blueprint report addresses the topic of education, the seriousness of the issue 
to the long-term prospects of job growth cannot be overstated. Even though Minnesota 
fares better than the nation on graduation rates as a whole, there are still serious problems 
in education. A significant portion of graduates from the nation’s high schools lack the 
basic skills28 to obtain work in advanced manufacturing,29 to attend college, or to fill 
entry-level jobs.30 

Future job growth and education are linked, and the data indicate problems in matching 
employees with employers. Many Minnesota firms struggle to fill positions, and 
students are leaving school unable to find meaningful work. The Governor’s Workforce 
Development Council in 2011 found that nearly half of manufacturers had positions that 
were unfilled due to a lack of qualified applicants, and one in eight reported having at 
least ten percent of jobs unfilled.31 

16
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Inefficient Distribution of Economic Development Funds 

The Department of Employment and Economic Development (DEED) is empowered to 
offer incentives selectively for business. This is a very inefficient way to achieve growth. 
The engines of prosperity have rarely been fueled by government management. DEED’s 
economic development programs are classic examples of corporate welfare:  

•	 They are discretionary, so they put government in the position of choosing 
winners and losers. 

•	 They frequently discriminate against Minnesota businesses trying to grow 
organically in favor of outsiders coming with promises of jobs.

•	 They evaluate a small number of private sector business plans--a far larger 
number are never considered. 

•	 They are the focus of endless debate and tinkering. 

Government has a poor record of success in determining which businesses deserve 
capital; therefore, it does not make sense to put the government in the role of business 
investor. 
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Globalization

As the Minnesota Department of Revenue explains, “Minnesota must compete for new 
jobs, business investments, and economic growth in today’s global economy, driven by 
rapid advances in technology, transportation, and communications.”32 To the extent other 
states and countries across the globe can offer higher returns on investments in capital 
and labor, economic growth and job growth in Minnesota will slow. In a general sense, 
globalization heightens the importance of every factor just listed. In particular, having 
competitive tax and regulatory environments and making sound investments in the 
state’s labor force and infrastructure become increasingly important as Minnesota tries to 
compete globally. 

THE SOLUTION

The trends and challenges outlined above demonstrate that Minnesotans should not be 
satisfied with the performance of the state’s economy and job market. Many policies must 
be changed and new policies adopted for the state to reach its full potential. The entire 
Minnesota Policy Blueprint is in a real sense a blueprint of state policy reforms focused 
on maximizing the number and quality of jobs available to the people of Minnesota. 
From transportation to education to energy to taxes to families, every blueprint 
recommendation centers on promoting prosperity for all Minnesotans, which ultimately 
means connecting people to good jobs. The following recommendations provide more 
specific steps the state should take to maximize the job opportunities for the people of 
Minnesota. 

To improve Minnesota’s jobs environment, the state should focus on two strategies. 
First, reduce regulatory burdens on Minnesota businesses. Second, provide broad-based 
support for economic development that avoids picking winners and losers.

Reduce Regulatory Burdens

The best opportunities to improve the business climate and grow jobs center on strategies 
to streamline and reduce regulatory burdens. This offers the potential for high impact 
at relatively low cost. Furthermore, some of these strategies are attainable in a divided 
political environment. Efforts to streamline state regulations have received bipartisan 
support over the past few years and have most recently led to a new goal to issue 
environmental permits within 90 days. 

Recommendation 1: Establish an Office of Regulatory Oversight in the legislature to 
evaluate state and local regulations. 

The state should establish an Office of Regulatory Oversight modeled after the federal 
Office of Information and Regulatory Affairs (OIRA) with one important difference: 
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The office should be housed in the legislative branch to provide credible and effective 
oversight of executive agency activities. As recommended by Glaeser and Sunstein, the 
office should focus on “finding creative ways to institutionalize regulatory simplification 
and freeing up the private sector without jeopardizing public safety, health, or the 
environment.”33 At a minimum, the office should provide the following services: 

•	 Periodically review the impact of state and local regulations on businesses.

•	 Assess the cost and benefit of legislative proposals to add new regulations. 

Like the OIRA, it would likely be necessary to limit reviews to regulations with 
substantial economic impact or raising novel questions of policy. The office could be 
combined or coordinated with the Legislative Budget Office proposed in a previous 
Blueprint report on the state budget. 

Recommendation 2: Require state agencies to evaluate all regulations for adverse 
effects on small businesses.

State agencies should be required to evaluate every state regulation for its impact on small 
business. Rhode Island enacted a law in 2012 requiring each agency to review every state 
regulation within four years. The agencies accomplished this task in under 17 months and 
identified over 250 changes to improve the state’s regulatory system.34 Minnesota should 
follow Rhode Island’s example.

Recommendation 3: Sunset state occupational regulations.

State law recognizes the harm state occupational regulations can impose on the workforce 
by requiring the proponents of any “bill proposing new or expanded regulation of an 
occupation” to provide a report documenting the need for the new regulation.35 This 
is called a sunrise law, and it aims to protect people from unnecessary and possibly 
anticompetitive regulations. Occupational regulations often serve only to boost 
incomes and provide job security for people working in regulated occupations. It is not 
clear whether this law is actually followed or whether it has had meaningful effect. To 
protect people more effectively from anticompetitive occupational regulations, the state 
should also implement a sunset provision that periodically would repeal occupational 
regulations, unless the legislature acted to reinstate them.

Recommendation 4: Create an Office of Regulatory Assistance.

Businesses could benefit greatly from more support navigating state and local 
regulatory processes. Instead of being an adversary, the state should be a partner and 
work with businesses toward a shared goal of creating a safer and healthier state. In 
2002, Washington state established the Governor’s Office for Regulatory Innovation 
and Assistance to offer a more collaborative and supportive permitting process to 
businesses.36 Minnesota should create a similar office within DEED or the Department of 
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Administration. The office should collect and report feedback from businesses to inform 
lawmakers on whether regulations must be improved or repealed.

Recommendation 5: Guarantee workers the freedom to choose whether to join a 
union.

One of the most onerous regulations the state imposes on workers is the requirement to 
join a union under certain circumstances. There is tremendous merit to allowing citizens 
the freedom to choose whether to join a union. Evidence shows that right-to-work states 
have fared better in job growth. One of the most highly regarded studies related to this 
topic was done by University of Minnesota Economist Thomas Holmes. Holmes’s study 
tested the effect of a state’s business climate on industry location and employment growth. 
While the study centered on business climate, Holmes used the existence or absence of 
a right-to-work law as a proxy for a state being pro-business or anti-business. Holmes 
compared growth in manufacturing employment between border counties, including 
differences along Minnesota’s border. The differences in the growth in manufacturing 
employment between Minnesota and its neighbors were among the most dramatic in the 
country. Between 1947 and 1992, border counties in North Dakota grew by 137 percent 
compared to 20 percent in Minnesota, in South Dakota by 138 percent compared to 27 
percent in Minnesota, and in Iowa by 130 percent compared to 85 percent in Minnesota.

Provide broad-based support to businesses; stop picking winners and losers

Current state economic development policy relies heavily on tax credits, loans, and grants 
to specific businesses and industries. As a result, the state is heavily involved in picking 
winners and losers. The most notable programs include the Minnesota Investment Fund 
and the Minnesota Job Creation Fund. The following recommendations support shifting 
the state toward more broad-based approaches to economic development that would 
benefit all businesses equally. These recommendations focus on improving access to 
capital, information, and skilled workers. 

Recommendation 6: Reduce corporate taxes.

Minnesota’s decline in new business starts relative to the rest of the country strongly 
suggests the state would benefit by increasing access to capital for businesses. The most 
obvious and appropriate strategy to connect businesses with capital is to tax businesses 
less and thereby leave businesses with more of their own money to invest. In FY 2013, the 
state collected about $2.4 billion from Minnesota businesses through the corporate and 
individual income tax.37 A portion of any reduction in these taxes should be reinvested in 
Minnesota businesses. Another Blueprint report, Aligning Taxes with Economic Growth, 
recommends eliminating the corporate income tax by 2016, lowering the income tax 
rate on top earners—which includes S corporations—to five percent and eliminating the 
statewide general tax on business property. Repetition of these recommendations here 
underscores how these tax reductions would increase the capital available to Minnesota 
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businesses to invest in future jobs. Furthermore, a trend of reducing taxes would show 
entrepreneurs they are valued in Minnesota and would encourage them to take the risk of 
starting or expanding businesses.

Recommendation 7: Create an advisory council to recommend ways to expand and 
improve Minnesota’s incentives for business investments. 

Ideally, the state would not need to be directly involved in making investments in 
businesses. All a state must do is offer businesses a set of general policies that provide a 
fair playing field to build any type of business. However, with every state in the country 
engaged at some level in offering tax credits, grants, and loans, it would be practically 
impossible for a state—especially a high-tax state like Minnesota—to avoid giving any 
businesses incentives. State incentives for business investments are in many ways a 
necessary evil.

Despite this, state incentives run a high risk of promoting inefficiency and economic 
cronyism. Businesses often receive incentives when they would have invested in the state 
anyway, the benefits of the incentives often leak out of state, incentives for one company 
can displace investment in another company, and incentives leave fewer public dollars for 
public investments.38 Thus, any state incentive must be carefully administered to avoid 
these negatives. 

Currently, Minnesota provides tax credits for research and development expenses and 
startup company investments. The tax credits provide a way to increase investment in 
Minnesota companies in a way that minimizes economic distortions because they are 
not targeted at any specific company or industry. They apply generally to research and 
startups. To the extent Minnesota provides investment incentives, these non-targeted 
incentives are the most appropriate avenues. The state may be able to improve and 
expand on these approaches. This includes the possibility of incentives to increase the 
capital available to community banks to invest in local businesses.39 To do so, the state 
should create an advisory council to recommend appropriate ways to expand broad-
based incentives and eliminate targeted incentives. The first action of the council should 
be to catalog the state and local incentives available to businesses across the country.

Recommendation 8: Change DEED’s focus from investment to support. 

DEED was created in 2003 by the merger of the Minnesota Department of Trade and 
Economic Development (DTED) and the Minnesota Department of Economic Security 
(MDES). DEED has a multi-billion dollar budget and has a multitude of programs 
aimed at administering benefits in addition to economic development. Because of the 
merger, only a minority of DEED’s resources are focused on stimulating job growth. 
DEED currently offers targeted “economic development” incentives to businesses, which 
in 2014 resulted in a couple hundred businesses being selected out of thousands that 
applied (or that could have applied).40 This puts the government in the place of betting 
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on certain business plans and discriminating against current businesses, including those 
whose executives believe the effort of applying will not pay. The number of plans in play is 
constrained by government bureaucracy, limiting growth before it can start. 

Business owners are willing to take risks if there is a reasonable chance of success, and 
the state should want them to take those risks, because success will bring jobs. The state 
should encourage every business to invest in its ideas by lowering the costs associated 
with starting or expanding. This would put thousands or tens of thousands of potential 
business plans in play, vastly increasing the chance of success and leaving the risk where it 
belongs, on the business owner and not on the state.

DEED should be focused on supporting businesses through access to information and 
access to external business opportunities—both domestic and international. Relative to 
education and in addition to supporting present STEM initiatives, DEED should expand 
and innovate to support engagement by business leaders with educational institutions 
and should be expand and enhance apprenticeships and other partnerships that lead 
youth to good careers.

Recommendation 9: Provide a tax credit to businesses for preparing workers in an 
apprenticeship program.

Apprenticeship programs could be an important tool to close the skills gap. Instead 
of requiring traditional coursework, apprenticeship programs provide students with 
opportunities to learn skills on the jobsite. These programs take on greater importance 
as traditional vocational training declines. The state should not discriminate between 
traditional coursework and training at a jobsite. To provide more opportunities for 
apprenticeships, the state should offer a tax credit to businesses to train workers through 
apprenticeship programs. DEED should survey apprenticeship tax credit programs in 
other states as well as successful apprenticeship programs in other countries.41 

Recommendation 10: Create an Internet-based databank to provide more detailed 
and objective economic and demographic analysis for Minnesota policymakers and 
businesses.

Policymakers and businesses require economic information to make sound decisions. 
While large businesses can afford consultants, small businesses and policymakers are 
often left in the dark. To fill the information gap, the state economist’s office, under the 
direction of the Minnesota Council of Economic Advisers, should create a databank to 
provide objective data and analysis on the state’s economy and demographics. Too often, 
DEED reports statistics flattering its programs or showing progress toward political 
objectives. Similarly, business groups tend to highlight only the information that makes 
Minnesota look like an attractive place to locate and grow a business. Periodic objective 
analysis of the state’s economy is provided by the Secretary of State in collaboration 
with the St. Cloud State University School of Public Affairs Research Institute.42 This 
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recommendation envisions a similar but more robust effort that takes a more detailed 
analysis of demographics, economic sectors, regions of the state, and peer states. The 
databank should coordinate data from multiple state and federal agencies, similar to 
the Federal Reserve Economic Data (FRED) online data tool provided by the St. Louis 
Federal Reserve.

Recommendation 11: Narrow the information gap between youth and employers.
Too many students leave the education system without skills to fill high quality jobs. 
Minnesota has a world-class system of public colleges and technical schools. Courses 
in needed skills are available, but that does not mean students will opt to take them. 

The skills gap is in many ways an information gap. There are good, high-paying jobs 
that do not require a four-year college degree; for example, a skilled machinist makes 
about $60,000 a year.43 The state should be working to narrow the information gap that 
exists between youth and businesses so students who elect not to pursue a traditional 
college education become aware of the alternatives available to them.44  

The private sector should take the lead in closing the information gap. For instance, there 
is a broad move nationally to sponsor student tours of local manufacturing facilities, 
such as the Florida Advanced Technological Education Center “Made in Florida” student 
tours.45 Kentucky recently began the Tech Ready Apprentices for Careers program to 
provide pre-apprenticeship opportunities to secondary students. Ford recently started 
a program of two-day externships to bring high school teachers into their facilities to 
provide real-world examples they can bring back to their classrooms to demonstrate how 
math and science is applied in the workplace.46 Colleges are also collaborating with high 
schools to connect students to manufacturing careers.47 Similar initiatives are underway 
in Minnesota, and these programs should be expanded. 
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