
Building on Strength: 
A Competitive Minnesota Economic Strategy 

public affairs 
research and education 
in the Minneapolis-Saint Paul 
metropolitan area 

CITIZENS LEAGUE 



Citizens League Report 

BUILDING ON STRENGTH: 
A COMPETITIVE MINNESOTA ECONOMIC STRATEGY 

Prepared by 
MINNESOTA ECONOMY COMMITTEE 

Steve Alnes, Chair 

Approved by 
CITIZENS LEAGUE BOARD OF DIRECTORS 

November 28, 1984 

Citizens League 
530 Syndicate Building 
Minneapolis, MN 55402 

338-0791 



TABLE OF CONTENTS 

Introduction ............................................. 1 
................................................. Findings 3 

............................................ Conclusions -23 

w a n d a t i o n s  ......................................... 29 
Work of Cornnittee ....................................... 35 
Appendix 1 ............................................. 39 

Appendix 2 .............................................. 43 



INTRODUCTION 

In late Summer 1983, as the state and the nation fought their way out of a 
recession, the Citizens League Board of Directors created a Committee on the 
Economy to consider whether state government could take any action, pursue any 
course, that would enhance the state's economic performance in a changed and 
changing environment. 

The directors said: "The principal charge to this committee shall be to 
identify options for intervention by Minnesota state government to enhance 
economic development, to evaluate their potential effectiveness, and to 
determine what having a state industrial policy might mean to ~innesota." 

The charge continued: "The study should assess objectively the present 
condition, with some attention to the history of the state's economic 
development; determine what the economic future will look like if the public 
policy framework remains what it is today, using as a context forecasts, trend 
projections and an understanding of the state's comparative advantages. This 
study should assess the feasibility of formulating industrial policy within the 
political jurisdiction of a state." (Emphasis added) 

Perhaps inevitably, the committee found itself wrapped up in Minnesota's 
long-playing "business climate" debate. It also found it necessary to separate 
and define, to the extent possible, such terms as "industrial policy, " 
"business climate" and "economic development." 

"Industrial policy" was defined to mean an explicit government policy intended 
to encourage certain industries and industrial sectors expected to grow more 
rapidly than others in the medium- and long-term. The emphasis is on being 
explicit, on the time frame involved, and a choice among industrial sectors. 

"Business climate" was defined as the current combination of tax and regulatory 
practices which affect the daily operations of businesses and which affect the 
views of business people about Minnesota as a place to conduct business. 
Although individual elements of the "business climate" were deliberately 
created, the sum of their effects, while not quite accidental, does not meet 
the test of being an explicit state industrial policy targeted to certain 
economic sectors. 

The committee also identified a group of programs designed to promote or assist 
the location and timing of an individual company, commercial or industrial 
project or business. Examples include state appropriations to promote tourism, 
grants or low-cost loans to individual businesses, tax incentives or breaks for 
certain industries and issuance of tax-free bonds to finance an industrial 
park, export financing, relocation of a business or construction or 
redevelopment of buildings for individual businesses. These activities are 
grouped under the title "economic development." 



The committee is aware that its call for educational improvements might be 
judged as contradictory to its contention that Minnesota also must 
more competitive business climate which might mean 
and spending. Good education cannot be bought cheaply. 
the largest item in the Minnesota budget, and Minnesota 
national per capita average on education. 

Obviously, the activities covered by these three definitions blur the libes 
intended to separate them. But those are the definitions used by the co@ittee 
in succeeding pages when it concludes that: 1) Minnesota should not crea e an 
explicit industrial policy aimed at helping a select band of industries; 2) 
Minnesota must recognize that its business climate is being judged for i s 
competitiveness and thus must elevate the understanding of and the debat 
concerning the subject; and 3) locational development activities of gove lmen t 
should be required beforehand to meet explicit criteria and audited afte the 
fact to determine whether they accomplished their purposes. 

In response to the charge to identify "options for intervention" by stat 

But a case can be made that Minnesota's economy has done as well as it 
despite its high tax status because the state has chosen to invest a 
significant portion of its tax revenues in the productivity of its 
Thus the committee is not recommending that the state seek a better 
climate by reducing spending on education. 

government, the committee found that the most important single thing the 
can do is to improve the potential productivity of its people through 
education. 

Rather it proposes that the state invest its educational dollars in a 
manner designed to give Minnesota an educational system from kindergarte 
through graduate school that is acknowledged by established agencies 
among the best in the nation. 

state 

The purpose is to enable individual Minnesotans to maximize their own ec 
potential and to do it in a way that compels national recognition. That 
be a major state contribution to a vibrant economy. 

The challenge, of course, is to accomplish the educational goals while a so 
improving the business climate. More specifically, the state should see an 
educational system of the first rank but not, in the process, create a t x 
system which drives its graduates away. The committee believes it possi le to 
accomplish this over a relatively short period of years by restraining s ending 

other states so that they are not a central matter of concern in busines 

t 
increases and by gradually bringing Minnesota's taxes close enough to th se of 1 locational and expansion decisions. Now, when state government is enjoyling 
revenue surpluses generated by a resurgent economy and high tax rates, is a 
good time to begin. I 



FINDINGS 

I. Minnesota, by most available quantitative data, has done better 
economically than the nation as 'a whole. The economy of the Twin Cities 
metropolitan area has done better than the state's. 

A. Looking at such measures as personal income growth, employment, growth 
in jobs, and growth in manufacturing jobs, Minnesota has outperformed 
the nation as a whole over the past decade. Several states have done 
better than Minnesota, but not most. The data also show that Minnesota 
suffered more severely in the recent recession than the nation as a 
whole. Some of the most recent economic indicators show some sectors 
of the Minnesota economy are now recovering from recession more 
rapidly than the nation. 

Performance inside Minnesota is uneven. The Twin Cities metropolitan 
area has higher personal income and lower unemployment than the rest 
of the state. State averages may, therefore, obscure the true picture 
in different partb of the state. The 1980 Census found, for example, 
that the median per capita income in Minnesota was $7,451. In urban 
areas, the median per capita income was $8,208, compared to a rural 
average of $5,924. For the Twin Cities metropolitan area, the median 
was $8,632. Unemployment is lower in the metropolitan area than the 
state as a whole. 

The recent recession had a differential impact on different parts of 
the state, according to the August 1984 Review of Labor and Economic 
Conditions, published by the Minnesota Department of Economic 
Security. An article charting employment and unemployment in eight 
regions of the state showed that employment has exceeded pre-recession 
highs and is expanding in the metropolitan, central and southeastern 
regions of the state at the end of 1983, even though these sectors 
have had more rapid labor force growth than other regions. 

Employment. Minnesota has traditionally had lower unemployment rates 
than the nation. Unemployment in Minnesota stood at 5.6 percent, 
compared to a national rate of 7.3 percent, according to the Minnesota 
Department of Economic Security. Unemployment in the Twin Cities 
metropolitan area (including Chisago and Wright Counties) was 4.5 
percent. Unemployment in some Minnesota counties, especially in the 
northeastern part of the state, was much higher than statewide 
averages. 

According to a background paper for the Minnesota Tax Study 
Commission, Minnesota generated jobs faster than most of the North 
Central states and the nation as a whole during the period 1969-1983. 
Employment increased 26 percent in Minnesota compared to 22 percent 
nationally. 

Minnesota's overall job total is at an all-time high, in contrast to 
some other states which have still not exceeded pre-recession levels. 

Manufacturing employment in Minnesota has also increased faster than 
in the nation as a whole, according to state economist William Toal. 
Statistics developed by his office show that from 1972 to 1982, 
Minnesota's durable and non-durable manufacturing employment increased 



while in the nation as a whole it decreased. Total manufacuring 
employment in Minnesota grew by 51,500 from 1970 to 1980, more t 
any midwestern state with the exception of Kansas and Wisconsin, 
according to the state economist's office. 

Income. Personal income in Minnesota grew faster than the natio 
average in recent years. Real earned income per capita (inflati 
adjusted) grew by 16.2 percent, compared to a national figure of 
percent, for the 1969-1982 period, according to Tax Study Commis 
research. 

Minnesota ranked 18th in personal income per capita in 1981, a r 
it held in 1980 and 1970, according to the U.S. Department of 
Commerce. Minnesota's real per capita personal income growth fro 
to 1980 was 29.6 percent, compared to a national figure of 24.6. 
contrast, however, real per capita income grew 25.6 percent in 
Minnesota and 28.3 percent for the nation as a whole from 1979 t 
1982. 

Thus, although Minnesota outperformed the nation in personal inc 
growth over the 10-year period, it did not keep up with the nati 
during the recent recession. More recent Department of Commerce 
statistics show that from the first quarter of 1983 to the first 
quarter of 1984, Minnesota's per capita personal income growth a 
11.0 percent, outperforming the national rate of 9.9 percent. 

Output. Gross state product grew by 37.5 percent in Minnesota bi 
1970 and 1980, compared to a national rate of 36.2 percent, acco 
to statistics developed by Professor Wilbur Maki and reported in 
Minneapolis Star and Tribune. 

B. Some projections hold that job and personal income growth for 
Minnesota will continue to be healthy, although any such predict: 
are open to question. 

Professor Maki's paper "Minnesota's Economic Outlook to 1990" 
projected per capita income in 1990 just slightly below the U.S. 
average. Maki notes that per worker income in Minnesota is expel 
to be below the national average, but because a higher proportio~ 
Minnesota's population is in the workforce, the per capita avera; 
higher than the national average. 

The Minnesota Department of Finance's October 1984 economic forec 
(produced by D.R. I. , an independent, private economic consultant 
showed the following projections for wage and salary income incrc 
for Minnesota and the United States: 

Actual Projected 
1982 - 1983 - 1984 - 1985 - 1986 - 1987 - 

U.S. 5.1% 5.8% 8.7% 6.1% 6.7% 8.6% 
MN 4.6 6.1 9.3 8.5 7.0 8.6 
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A research paper developed for the Minnesota Tax Study Commission 
states with progressive tax 

showed a 

here fits the overall r$atterds3 i d m m  ' - -7'g : - LdV t l l  a+ 

E. Expansion of Minnesota Busfness and new bust8 qq 
driving force for job growth, not the relocqthn 
businesses he& oi ' ti% etpanBlon2 of %%~-a~-itate 
Minnesota. , - ,a: th e l  - 

, . 
. . :: L -' _ . k ' p + i t l I ~ i ~ ~  - * . .. 

Data developed by Prof. David Birch of the ~ssachusett~ Institute of 
Technology show a fairly constant rate of bGiness diss91ut~ow~'~ad,atl* 
8 percent pet year, thoughout all regions o f  $he nation. His-, x:': ' - ' r  

statistics &how that whether a region is increasing in job38r not, 
the percentage of businesses closing up shag is c-tani?: ''.~~reh''abd 
other economists studying business employment patterns conclbded '' 
business relocations are not significant distributors of lobs ; ' 

.J ,G"- 

"Practically all of the leverage lies in affecting w4ere new firms 
locate and where existing firms chooseito expand," ~iich said. 

,3t CC 
F. University of Minnesota Professor John A. Borchert, in a paper 

prepared for the Commission on Mindesota's Future in 1975, argued that 
entrepreneurship has played a vftal role in the past development of 
Minnesota's economy. 

"In Minnesota local job entrepreneurship may well be even more 
necessary for local job creation than it is in some other parts of 
the United States. For this region has always lacked important 
resources or energy; it is on the geographical margin of the 
national market; and it is not a geographical concentration of 
low-priced labor. Circumstances would seem to demand that people 
within the state invent ways to serve the national and local 
markets and thus to create jobs that otherwise would not exist 
here. The alternatives would be either to move or to work for 
wages low enough to offset the cost of importing energy and 
reaching distant markets . " 
"The amount and performance of local entrepreneurship appears to 
have been quite high in comparison with the United States 
generally. It also appears not to be simply the result of a high 
degree of concentration of the regional economy in a single 
metropolitan area. There is evidence that this high rate of 
development of job-providing firms has been a continuing process 
at least from the 1850s through the 1960s. It appears that 
Mfnnesota enterprise not only accounts for virtually all job 
creation within the state but also contributes more to job 
creation in the nation as a whole than might be expected on the 
basis of the state's population. 
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downturns. 

"A state specialization in the rapidly expanding sectjrs of the 
national econbmy did not fully explain Minnesota's 
above-the-national-average rate of employment growth. 
Minnesota's industrial mix is about evenly split 
industries that grew rapidly at the national 
grew slowly at the national level. 

Using shift-share analysis, researchers for the Tax Study 

"The factor that did account for Minnesota ' s above-average 
employment growth was the ability of most of its induqtries to 
outperform their national counterparts. Nearly all iqdustry 
sectors grew faster in Minnesota than they did nation 
allowed Minnesota to increase its share of the 
employment, " the report said. 

- 
Commission 

Minnesota has a large number of corporate headquarters, a 
often cited as a reason for Minnesota's economic success. 
on the Fortune 500 list, a ranking of the largest industr 
enterprises in the nation. With 40 of the largest firms 
here, Minnesota has more than its national share. If cor 
headquarters were distributed among states on a per capit 
Minnesota would be expected to have roughly 10. 

calculated that Minnesota's economy does not contain a 
higher-than-average share of fast-growing industrial sect 
(Shift-share analysis measures how much of a share each 

a 

group has in the economy and measures how these various 
fared over time.) 

I I 

Corporate headquarters jobs are more stable than jobs in ectors such 
as manufacturing and construction and also tend to pay we 1. The i * 
presence of many large corporate headquarters has generat d spinoff 
businesses and the demand for business services such as 1 gal, 
accounting, financial, and advertising services. 

D. How Minnesota's economy would have performed if another se/t of 
policies had been pursued is impossible to know. Critics of the 
state's business climate say Minnesota's economy would ha e grown(even 
faster if policies were different. 1 
A study by the Small Business Development Center in Saint 
'many as 80,000 jobs left or located outside Minnesota bec 
state-induced business costs. 



G .  Minnesota is probably a bad location for certain kinds of businesses. 
Industries which need many, low-skilled workers, or which will be at a 
competitive disadvantage because of transportation costs will not do 
well in Minnesota. Jeno's Pizza moved from Duluth, for example, 
because shipping costs to eastern markets raised the cost of the 
product. Jeno's opened a factory in Ohio in order to cut 
transportation costs. 

Tonka Toys moved its assembly operations to Texas and Mexico to take 
advantage of low-wage labor there. 

Minnesota labor needs may outpace Minnesota's labor force. Demographic 
projections show the rate of increase of the Minnesota labor force will 
decline significantly. If job growth continues at anything like the pace 
it did in the 19709, labor shortages will occur. 

A. During the 19708, the baby boom generation and a higher percentage of 
the female population were assimilated into the Minnesota workforce. 
(All figures in this section are from the state demographer's 
office.) The Minnesota labor force grew 17.65 percent in the 1960s 
and 30.15 percent in the 1970s. Employment grew 18.72 percent in the 
1960s and 28.77 percent in the 1970s. 

The rate of labor force expansion is expected to slow in the 1980s to 
16.5 percent. During the next decade, the 1990s, labor force 
expansion is projected at 6.7 percent. 

If Minnesota's job-creation rates average what they did during past 
decades, unemployment in 1990 will be four percent. Under some 
extrapolations, Minnesota could have an unemployment rate approaching 
zero. 

B. In Minnesota, and elsewhere, certain people remain unemployed even in 
times of low general unemployment. For a variety of reasons, they do 
not become part of the labor force even during periods of expansion. 
In all likelihood, these people will need assistance even if the 
economy continues to generate many new jobs. 

C. If predictions about employment hold, public policy choices in the 
1990s and beyond may need to be geared toward achievement in other 
economic indicators, such as personal income growth and productivity. 
Currently, much of the public debate centers on unemployment 
statistics and job creation. Most public programs which are 
established specifically to help the economy cite job creation as 
their central aim. Job creation and anti-unemployment programs will 
not be of central importance to overall public policy should these 
demographic predictions come true. 

The economic forces affecting Minnesota are increasingly global and 
national rather than regional and local. 

A. Decades ago, Minnesota companies did a higher proportion of their 
business locally. Now, many Minnesota companies are national and 
multinational in scope. 



Because proximity to markets can be less important in service and 
communications businesses, Minnesota's competitive disadvantage for 
some growing segments of the economy has decreased. 

Conversely, some of the traditional business service and headquarters 
functions which have grown up in the metropolitan area can now be more 
easily moved to other parts of the nation or upper midwest. 

Cg Minnesota has a variety of advantages in a service-based, 
technology-oriented economy. The presence of a large number of 
corporate headquarters, a skilled workforce, a better-than-average 
education system, high technology companies, a positive cultural 
environment, and well-developed public-private channels of 
communication are among them. Some of these advantages, such as the 
education system and the skilled workforce, stem in significant part 
from public sector activity. 

D. Blue-collar jobs in traditional manufacturing industries offer high 
wages. These jobs have been an avenue for social advancement and 
created middle-class communities. Observers as diverse as business 
climate critic Don Larson and state Commissioner of Employee Relations 
Nina Rothchild predict difficulties for Minnesota as these sorts of 
jobs decline in importance. Manufacturing jobs are in general more 
highly paid than service jobs, it is often argued. Manufacturing 
industries also often provide the base around which service industries 
cluster. 

Rothchild said that middle-income households lead to a cohesive 
community that is willing to invest in long-term benfits such as 
stable neighborhoods, good schools, and social equity. The community 
as a whole will change fundamentally if a bifurcation of income 
develops in a service-oriented economy, some observers hold. 

Another concern about service industries is that they can move easily, 
leading to social disruption. Service businesses are easier to move 
because they are not tied to significant capital investments such as 
factories. New technologies make it possible to perform certain 
business functions anywhere, making low-wage, low-tax locations more 
attractive. 

The September 1984 issue of Twin Cities Labor Market Information, 
published by the Minnesota Department of Economic Security, shows that 
average manufacturing earnings are not the highest of all sectors. 
Public utilities, construction, and some transportation sector 
earnings are higher than average manufacturing earnings, with trade, 
services, and finance/insurance/real estate lower. Within the various 
sectors, important differences exist. Legal and medical services, for 
example, pay quite well compared to most manufacturing jobs, and some 
manufacturing jobs, such as textiles and apparel, pay lower wages than 
many non-manufacturing sectors. 

'A 1984 survey on salaries conducted by the Minnesota Department of 
Economic Security shows that certain job categories exist in different 
industrial sectors. Stenographers, stock clerks, typists, system 
analysts, janitors, personnel managers, data entry operators, guards 



and other job titles are present in all types of businesses. Syst m 
analysts and personnel managers working for service and trade 
businesses are likely to make more money than guards or typists 
working for manufacturing firms. I 
The current low-wage status of certain occupations should not be t ken 
for granted, either. Wages in many manfacturing industries began ow 
but increased over time. The same may occur in other sectors as 
markets mature and pressure from workers for higher wages grows. : 
At present, there is little evidence that Minnesota is doing poor1 in 
developing manufacturing jobs in any event. Minnesota is moving i 4 
the opposite direction of the nation, increasing the number of 1 
manufacturing jobs at a time when the number of manufacturing jobs i n  
the nation dropping. It was pointed out to the committee, however 
that because of the way in which statistics are tabulated, the 
determination of what a manufacturing job is -- as opposed to a 
service job -- may be difficult. A manufacturing firm will have i 
headquarters jobs categorized as manufacturing, even though the pe 

operating word processors. 
may be sitting in offices, spending their time on the phone or 

E. A great deal of the discussion about service versus manufacturing 
businesses fails to take into 
types of service industries. 
businesses -- such as medicine 
cluster around population centers, 
any other type of business. Many personal services and 
as restaurants and retail, also must locate near 

Concerns about a declining manufacturing base may be less well 
when considering a state, as opposed to a whole nation. The 
the steel industry may be of concern for the nation as a whole, bu 
the presence or absence of an industry in one state might not 
Minnesota may specialize in services, headquarters, research and 
development, and agriculture and prosper without a strong steel or 
auto manufacturing sector. 

F. The rate of change, both technological and economic, is 
Technological advances are creating new products at 
Because of the rapid pace of change, predicting the 
is difficult. 

A 3M executive noted recently that roughly 25 percent of that 
company's products are less than five years old. I 

Technological change hits all businesses and activities and is not 
confined to a narrow band of "high tech" businesses. The effect o 
communications technology, for example, has revolutionized the ba f ing 
and financial industries and altered the worklife of the people 
them. The increase in computer use increased the number of jobs 
companies making computers, but has also reduced the number of 
at insurance companies. 



In an information/service economy, skills are the most important resource, 
not machines. Changes in manufacturing will also require a more skilled 
and trained workforce. Productivity in the emerging economy will likely 
stem more from human capital, not physical. 

A. Presence of natural resources and access to capital were driving 
forces during the industrial age. The presence of population centers 
with technically-trained persons and entrepreneurs can be viewed as 
the analogous economic driving forces now. 

Capital and natural resources will undoubtedly continue to be 
important factors in future economic growth. They do not carry the 
central importance which they did in the past. 

B. Because of the importance of skills and technological knowledge, 
education is a key factor for the state's economic future. 

Training occurs both in the workplace and in schools and colleges. 
Computer programming can be learned on the job, in college, or at a 
vocational-technical institute. 

Training and retraining will likely become more important in a 
shifting economy. 

C. The Minnesota High Technology Council was formed in 1982 to promote 
technology-oriented businesses in the state. A paper issued by the 
group cites "A Guide to Business Site Locations: The United States. 
For High Technology Businesses, " (Auguste Thourard Corp., 1982) as 
identifying the following as the five most important criteria for 
locating high technology industry. 

* Proximity to major universities of national ranking. 

* Proximity to other major high-tech businesses. 

* Local quality of schools, surrounding community. 

* Level of education, surrounding population. 

* Concentration of scientists and engineers. 

All of these factors have to do with people and skills or systems to 
help people adopt or learn new skills and none with natural resources 
or proximity to markets. The high value-added nature of many high 
technology products makes their quality the determining factor in 
sales and usefullness, not factors such as proximity to market. 

D. A 1981 survey by Fortune magazine showed that quality of life for 
employees, personal preferences of company executives, and style of 
living for employees were ranked as the most important factors used by 
executives for locating corporate headquarters. 

VI. Government at all levels has long been involved directly or indirectly in 
the economy. Recessions in the 1970s involved state and local government 



i n  the  economy i n  new and d i f fe ren t  ways. The involvement of state110 a 1  
government on the  economy has a l imited impact. f 
A. S t a t e  and l o c a l  governments h i s t o r i c a l l y  were involved l e s s  d i r e c t  

and t o  a l e s s e r  degree than the  federa l  government i n  economic 
policy. The federa l  government has more t o o l s  -- such a s  t r ade  
t a r i f f  policy,  f i s c a l  and monetary policy, and more far-reaching 
incentives -- than s ta te- local  government. 

State-local  government has had the  ro l e  of providing public s e m i c  
l i k e  education and in f ras t ruc tu re  which support urban socie ty  and 
i ndus t r i a l  economy. 

B. Back-to-back recessions i n  the  1970s heightened governmental 
consciousness of the  economy. The economy was a c en t r a l  i s sue  i n  

i 
fhe 

1980 and 1984 pres iden t ia l  campaigns. I 

The success of foreign competition i n  many indus t r i es  l ed  t o  propobals 
f o r  federa l  i n i t i a t i v e s  -- including an i n d u s t r i a l  policy -- t o  
strengthen the  economy. 

C. I n  Minnesota, the  impact of the recession of the  l a t e  1970s genera 
concern about the s t a t e ' s  economic future .  Gov. Rudy Perpich ran 
platform promising ac t ion  t o  spur the  s t a t e ' s  economy. 

The e f f ec t  of s t a t e  pol ic ies  on the s t rength  of the  economy was a 
major i s sue  i n  the 1984 l e g i s l a t i v e  campaign. 

D. A t  the  municipal l eve l ,  public programs aimed a t  c lear ing slums an 
b l igh t  during the 1960s became by the  1980s programs aimed a t  
generally enhancing economic ac t i v i t y .  Minneapolis Mayor Donald 

government. 

d 
Fraser, f o r  example, sa id  job creat ion is an important goal f o r  c i  y f 

E. Although v i r t u a l l y  a l l  l eve l s  of government current ly  undertake 
programs geared t o  improving the  economy, controversy e x i s t s  over 
should do what and what impact governmental involvement has had. 
Author Jane Jacobs and others  point out t ha t  s ta te- level  a c t i v i t y  
l imi ta t ions  because economic a c t i v i t y  does not conform t o  s t a t e  
boundaries. Jacobs argues t ha t  metropolitan areas ,  not nations 
s t a t e s ,  a r e  the  most relevant  economic uni ts .  Jacobs points  out 
some c i t i e s  prosper i n  declining nations and some c i t i e s  decline i 
properous nations. 

Prof. John Adams of the University of Minnesota to ld  the  committee/ 
t ha t  there  is r e a l l y  no such thing a s  a s t a t e  economy, but only l o c a l  
port ions of l a rge r  nat ional  and in te rna t iona l  economies. 

Other observers say t h a t  the  relevant  e n t i t y  is  the  economic sec to r  o r  
a c t i v i t y ,  such a s  communications, agr icul ture ,  heavy manufacturin , o r  

gains o r  declines i n  wealth a s  a r e s u l t  of i t s  par t i cu la r  

8 mining. A s ingle  industry -- such a s  t e x t i l e s  o r  taconi te  mining -- 
circumstances, not  because of i ts  loca t ion  i n  a c e r t a i n  p o l i t i c a l  
boundary. Minnesota's current  economic circumstances bear t h i s  out ,  
with growth i n  manufacturing and decline i n  agr icul ture .  



State-level public officials undertake many efforts to get large companies 
to locate factories and branch offices in their communities, but this has 
no net impact on the larger national economy. 

Critics of municipal and state initiatives to develop jobs say these 
activities merely shift jobs which would have occurred anyway from one 
location to another, with no net increase. Public officials under 
pressure to "create jobs" willingly try to import businesses even 
though they might not represent real economic growth for the society 
as a whole or greater economic opportunities for residents of a given 
community . 
Activities by the municipal industrial development authorities, for 
example, certainly result in the location of some businesses and 
factories in municipal industrial parks. But it is impossible to tell 
if those plants would simply have located elsewhere in the same city 
or in another city. The state of Minnesota recently offered financial 
incentives to get a waferboard factory to locate in Two Harbors. The 
International Falls Daily Journal worried editorially if the new 
competition to the Boise Cascade factory in International Falls will 
result in a shift of jobs from International Falls to Two Harbors. 

F. State public policies have limited impact on the economy. Most of the 
speakers who addressed this committee said global and national 
economic forces are the fundamental determinants of what happens to 
the economy. The current upswing in Minnesota employment, for 
example, is more directly a result of national economic growth than 
any state or local public policy. The state can do little to have an 
impact on the fundamental forces which have led to declines in demand 
for Minnesota farm products and taconite, or increased demand for 
printed goods, cbmputers , and business services. 
Long- and medium-term graphs of employment and income growth show that 
Minnesota, and other states, follow basically the same trends as the 
nation as a whole. When the national economy is in a recession, 
Minnesota will be hit too, although sometimes not as badly and other 
times somewhat worse. 

G. Programs and policies may have a dramatic impact on one type of 
business or industry and almost none on other ones. High personal 
income taxes, for example, may create difficulties for an engineering 
firm trying to attract top graduates in a national market. It is 
unlikely high income taxes have any effect on mining or agricultural 
operations. 

Because businesses go through cycles and stages of development, 
policies and programs may have an impact at a one time for a certain 
business and not at others. Reduced interest loans, for example, are 
of little use to start-up ventures too small to do the paperwork to 
apply for them, but may be critical for an expanding manufacturer. 
.World trade initiatives are unlikely to help multinationals like 
Honeywell or 3M market their products overseas because they already 
have sophisticated marketing systems, but may help businesses now 
serving only domestic markets expand into global markets. 



The availability of space for expansion or venture capital at the ~ 
right moment in a firm's growth may be a determining factor about ' 
whether the firm expands, goes out of business, or moves elsewher . 

H. Most public activities geared towards development 
e 

fundamental economic forces, such as productivity 
rather have an impact on location and timing of economic 
Programs such as low-interest loans, enterprise zones, 
the state as a place to locate a business, and tax 
have a minimal impact on productivity or innovation. 

I. Besides its involvement in providing such services as education ajd 
infrastructure, government has a strong role in mitigating econom c 
dislocations. Income support ef f orts and retraining, for example1 are 
largely public responsibilities. ~ 

I In the case of large-scale economic dislocations, such as the I 

declining market for taconite, the public sector is called upon td 
mitigate the social dislocation. In the public discussion over tqe 
future of the Iron Range, few voices are calling on the steel 
companies to retrain or relocate workers, or to protect the econo ic 

public responsibilities. 

4 health of the communities involved. These functions are assumed o be f 
On an individual basis, when a person is totally without income, he 
person turns to the public sector for help. After a certain peri d, 
the former employer's responsibility is ended and economic suppor 
becomes a purely public endeavor. 

1 4 
VII Minnesota is perceived as having a negative business climate by many 

groups. The debate over business climate in Minnesota has been under way 
for decades and is polarized. The disagreement is characterized by 
contrasting analysis of available facts. 

A. Minnesota is and has been a high tax state. Minnesota's current 
in total per capita state-local taxation is llth, roughly where i 
been for decades. 

4 Expenditures in Minnesota are higher than the national average an , in 
contrast to taxes, are moving up, not down. The difference betwee 
taxes and spending is accounted for by federal aid, fees and char 
and interest income. 

In recent years, Minnesota's overall tax take has grown closer to not 
farther from, national averages. Looking at individual taxes, how ver, 4 reveals a different picture. Minnesota is substantially above the 

Minnesota has higher workers compensation insurance rates than 
neighboring states, but is about average nationally. The 1983 
Legisiature overhauled the workers compensation laws in response o 
criticism about high rates. f 

national averge in personal income taxes and close to the average 
sales and property taxes. 

in 



Unemployment compensation is also a frequent target for criticism. 
Data developed for a 1984 state task force on the issue showed that 
Minnesota is below the average in average employer contribution rates. 
Some businesses pay at a rate considerably higher than average, 
however, as a matter of public policy. 

Regulatory policy was identified by some speakers as a disincentive to 
business. 

Although the debate has gone on for many years, it sometimes is based 
on perceptions rather than facts. Businesses know what their 
government-induced burdens are but do not always have ready 
information on how their counterparts in other states are faring. 
During the last legislative session, for example, the 
business-labor-government task force on unemployment compensation 
cited above began work with the assumption that costs were well above 
the national norms. This turned out not to be the case for most 
Minnesota employers. 

B. A central issue in the business climate debate is the aggregate level 
of taxation and the resulting competitive disadvantage this creates 
for Minnesota business. A company doing business in many states, for 
example, may have to pay premium salaries or other additional 
financial compensation to attract top people in finance, advertising, 
law, engineering, or any other profession. The top people in these 
fields can choose among employers and are highly sought-after in 
national marketplaces. The Minnesota firm must pass those costs along 
to consumers of its products, making it more expensive to sell its 
products. This puts the company at a competitive disadvantage. 

For small firms, the additional costs imposed by high taxes may price 
its products out of the market. For a multinational, high taxes make 
recruiting top talent more difficult. 

Defenders of Minnesota's business climate point to the performance of 
the economy over the years as evidence that the state's high taxes 
have not hampered growth. Some also contend that the short-term effect 
of cutting taxes would be to reduce public services, and quality 
public services are crucial to maintaining an attractive environment 
or quality of life for the region. Because mobile professionals 
choose to live in places with good schools, parks and recreation 
facilities, clean air and water, and good transportation facilities, 
hasty tax cutting which would put those services at risk is not a good 
policy, they would argue. 

D. Business climate studies will come out with different conclusions 
depending on what sort of business is under consideration. The 
Alexander Grant survey of general manufacturing business climates 
shows Minnesota well down the list while - INC. magazine's ranking of 
desirable locations for new businesses, shows Minnesota at the top of 
.list for many categories. 

One view holds there is no such thing as a business climate because of 
the variable impact of state-local policies on different sorts of 
business activity. Taxes, unemployment compensation and workers 
compensation are basically unimportant for profitability in some 
economic sectors. 



E. In the end, business people, not public officials, decide where pldnts 
and offices are located and expanded. Business managers will make ( 
those decisions based on what they think is best for the company add 
how receptive--they think an environment is to their company. 1 
The perception of a negative business climate may be as harmful to the 
state as any fact or figure. Companies can exercise choices about 
where they expand. The relations between the business and public 1 
sectors in Minnesota historically have been positive, with the sta 
often looked to as a national model for public-private cooperation 
Any controversy which puts this positive relationship in jeopardy 
an issue of valid public concern. 

VIII Public activities designed to affect business location and spur i 
development at more locations appear to be inevitable. At the local 
level, these efforts often take place at cross purposes. At the  state^ 
level, they are sometimes a top priority for the governor and Legislat3re 
and other times are not. I 

A. The !hvernor and Legislature are going to be involved in any perce 
economic problems. 

Elected officials have an interest in seeing more economic activit 
within their jurisdiction, even if the activity is merely moved fr 
some other location. 

For better or worse, public pressure builds up for officials to do 
something whenever there is an economic downturn. This pressure c n 
lead to policies which are demonstrated to be counterproductive. 
Legislature passed a "buy Minnesota" law, for example, a law wide1 
conceded to be not in the best interests of the general public. 

b 
Nonetheless, the law passed, had its predicted ill effects, and wa 
later repealed. 

Be Many of the tools used by state and local government do not help t 
small, young businesses identified by Prof. Birch as the primary 
generators of new jobs. Low-interest, tax exempt loans are offere 
primarily to established business and do not help start-up firms. 

C. Some development tools, such as low-interest loans and new streets or 
sewers, are offered in most places, so they do not offer special h lp 
to communities in economic distress. They often work at cross 
purposes. With many Minnesota cities undertaking commercial and 
industrial development programs like revenue bonds, tax-increment 
financing, and other inducements for business location, it is not 
clear that the state as whole is better off through the effort. 

industrial revenue bonds as between $10 million in 1980 and $81 

, 
recent report from the state auditor estimated the state tax loss rom 

million in 1984. These expenditures may only serve to have a busi ss 
locate in one town and not another, or in one city in the metropo itan 
area and not another. j 

D. Some programs, such as enterprise zone or border cities legislati n, a are explicitly developed to help certain regions or depressed are s. 
As such, there is no attempt made to determine if the measures, w&ch 
reduce state revenues, actually increase the net total of economi ' 4 1 



activity or simply induce it to happen in one place instead of 
another . 
Studies of the British enterprise zone program show no net job 
increase. Businesses, rather, locate in the enterprise zones instead 
of someplace else. 

Policies which have a locational impact have validity in achieving th 
eir desired ends, but should be understood as directing location and 
not expanding the overall size of the economy. 

E. Because of the continuing state-to-state competition for business 
relocation and new plants, such programs as tax abatements, low-income 
loans and state promotional efforts are likely to continue. 

Although this committee did not engage in a systematic effort to 
measure the degree to which states try to lure plants and businesses 
to them, such competition does seem to be increasing. A reader of 
business magazines and newspapers will spot numerous advertisements 
touting the various incentives and strengths available in different 
states. 

Many states have developed sophisticated marketing programs including 
attractive brochures, booklets, and other materials designed to show 
the state in a good light. Entire magazines are devoted to 
advertising state development incentives. 

F. Locational development policies are rarely reviewed and evaluated, 
although the Office of the Legislative Auditor has begun a study of 
industrial revenue bonds and tax-increment financing and the state 
auditor's office recently issued a report critical of some development 
programs. 

Officials of the agencies which engage in these activities have a 
great deal of anecdotal information about what goes on, but no 
rigorous statistical analysis done outside the involved agencies seems 
to exist. 

The state auditor's report said that although IRB programs and tax 
increment financing are undertaken for the purpose of creating jobs it 
is difficult to verify that they are in fact doing so. The report 
found many instances of job-creation claims which were either 
incorrect or impossible to verify. 

IX. The provision of quality public services is an important function which 
has a direct and long-term impact on the economy. Without good roads, 
schools , police and fire protection, sewers, and other services delivered 
by government, the modern economy could not function. 

A. Educational institutions perform many societal functions, but their 
impact on the economy and the workforce has become a major public 
issue. 

The Governor's Task Force on the Future of Post-secondary Education in 
Minnesota cited the work of collegee and universities as central to 
the state's economic future. It argued that, for Minnesota to remain 



competitive economically, a higher proportion of the workforce need 
post-secondary training and many people now in the workforce will n 
post-secondary level retraining as new job skills are needed and 01 
ones become obsolete. 

Several business leaders who addressed the committee cited the need 
for people with certain skills -- notably engineering skills. A ma 
source of engineers and other trained personnel is from Minnesota's 
public educational institutions. 

Minnesota's high level of educational services is often linked to i 
strong economic performance. More highly educated persons make mor 
money. The connection between the extensive vocational-technical 
training system and a high quality workforce was cited frequently b 
both business people and academics in committee testimony. 

Upgrading basic skill levels through better education has been 
identified by many speakers and studies as a way to enhance economi 
performance. Some groups, including the Citizens League, and 
individuals have called for major structural change in education in 
part or in whole to improve the state's economy. 

A strong educational system is important to highly educated people 
already in the workforce. Charles Denny of the Minnesota High 
Technology Council and others said talented engineers from 
out-of-state will not move to a place with inferior schools. They 
want to send their children to good schools. This view is reinforc 
by the Fortune magazine survey which asked executives what factors 
significant for headquarters location. That survey found education 
be a frequently-cited factor. 

B. The University of Minnesota plays an important role in the developm 
of certain industries. Several speakers and much of the literature 
indicate a strong link between major research institutions and 
successful technological businesses. Companies in technical fields 
locate close to universities at which leading-edge research is taki: 
place. 

Research and development activities at the University of Minnesota 
have had an economic payoff for Minnesota particularly in forestry, 
taconite mining, and agriculture. 

A strong connection between the development of technology-based 
business and educational institutions can be be found in the evolut 
of California's Silicon Valley, North Carolina's Research Triangle, 
and Massachusett's Route 128. In these locations, the proximity of 
major research institution is often cited as a vital element in 
business development. 

C. A critical element in securing Minnesota's economic future is to foc 
on quality services. Corporate decision makers, entrepreneurs, 
engineers, and other key people who can choose where to live like tc 
live in place with a high quality of life; one with good schools, 
parks, a clean environment and low crime. 



Ae with other business location factors, quality public services have 
a differential impact. A firm choosing where to locate a 
manufacturing facility will seek different services (streets, sewers) 
than a research office (proximity to a university, a pleasant 
environment 1. 

The metropolitan area's success in developing regional parks, 
transportation facilities, and sewers, and in coordinating growth is 
an important economic plus for the region. 

D. The public sector has a unique long-term responsibility in public 
service delivery. The relatively better educational and 
transportation systems put in place years ago have an economic payoff 
now. 

Especially in education, these services have traditionally been the 
province of the public sector in Minnesota. Other states have a 
stronger tradition of non-public education, both at the K-12 and 
higher education areas. 

Minnesota's private colleges represent a substantial resource and 
supply a steady stream of talented people, but the only major research 
university in the state is public, in contrast to states like 
California, Massachusetts, New Jersey, and New York. 

X. An explicit state-level industrial policy would be a new venture and would 
carry some risks. The multitude of existing state policies and practices 
which affect business could be defined as a "default" industrial policy. 

A. , A e  described to the committee, an industrial policy would be an 
explicit government effort to promote growth in some industries and 
ease the decline in others. As has been noted, most of the proposals 
for this sort of activity have focused on national action, not state 
or local. 

Leading proponents of a national industrial policy, including 
Harvard's Robert Reich, MIT economist Lester Thurow, and scholar 
Amitai Etzioni, have focused on the unimpressive performance of 
certain key industries, notably steel, autos, and consumer 
electronics. Foreign competition took away large portions of their 
markets. Frequently, the competition was assisted by or engaged in 
some sort of partnership with government. 

The conclusion reached by industrial policy proponents is that similar 
governmental involvement, albeit tailored to American circumstances, 
could help economic performance here. Moreover, it is argued, that 
unless the government gets involved, other industries will be targeted 
by foreign competition. 

At the same time, major American companies, like Lockheed and 
. Chrysler, have sought and received governmental assistance. The 
steel, textile, apparel, shoe, automobile, and other industries have 
sought tariff or other trade protection involving the national 
government. Reich, Thurow, Etzioni and the others argue that 
government is already involved and should seek a systematic, coherent, 
long-range approach and not simply react to circumstances. 



B. The committee has not found any state undertaking an explicit polilcy 
of this sort. A proposal for an industrial policy was recently p t to 
the voters of Rhode Island, who rejected it. 4 
The Rhode Island proposal was characterized by direct state 
intenrention to change the industrial profile of the state. At 
present, Rhode Island's economy includes concentrations of indust Ses 
like textiles and jewelry which are anticipated to offer low-age jobs 
and slow growth. Under the plan, the state would have encouraged 
technology and other growing businesses in the state. 1 
Rhode Island industrial policy supporters included businessmen, ~ bankers, academics, and public officials. I 

The proposal received wide attention and discussion and was put to a 
referendum, which failed. The voters* rejection of the intitlati 
was largely attributed to a perception that the program would 
new public spending and that there was no reason to assume state 
involvement in directing the economy would insure economic 
Skepticism over direct involvement by politicians was also 

C. One argument for a Minnesota state industrial policy is that the sltate 
is already involved in direct intervention into the economy, but 
uncoordinated, ad hoc basis. Minnesota, for example, favors the 
agriculture and forestry industries through government-supported 
research and the Agricultural Extension Department of the 
of Minnesota. The state has established a supercomputer 
aid that industry. 

Choices to support these industries have been undertaken in isola 
without attempts to coordinate them with other state activites. 
Proponents of an industrial policy say it would be better to try 
coordinate all of these investments in a rational fashion. 

D. Academics, including Prof. Margaret Dewar, who have studied state 
industrial policy say public decisions about the allocation of ca ital 
are likely to be political. Frequently, 

P 
allocation will be influenced by political forces. Existing 
and interest groups are the ones with 
pointed out, and these groups are the 
bear for public assistance intended to 
sort of "lemon socialism" proved to be unsuccessful 
older, less efficient industries received 
more dynamic enterprises. 

Moreover, this line of argument goes, the marketplace is likely t 
a much better decision-making tool for capital allocation than an 

be removed. 
public entity even if the influence of self-interested parties co 

Problems arise when specific industrial policy proposals are 
considered. If, for example, the state developed a new mining or 
agricultural technology, isolating its impact at the state level PUld 
be difficult. Mining companies and farmers outside of the state puld 
also benefit. 

I 



E. Industrial policy, as commonly defined, seeks to identify ndustries 
and categories of business which are likely to succeed. I dustries 4 
tend to locate where they do for marketplace reasons and n t because 
of public policy choices. Attempts to induce an industry 8 r business 
to locate someplace it would not go otherwise, most econom sts would 
say, is risky because it runs counter to general economic t nfluences. 



CONCLUS IONS 

I. Among the governmental activities which affect the state's long-term 
economic well being, education is by far the most important. The impact 
of the educational system is greater than most public activities 
undertaken in the name of economic development. 

A. A top-notch university and post-secondary education system is 
necessary for vigorous economic growth. Activities undertaken by the 
University of Minnesota in the areas of research and education have 
been important components in Mi~esota'S past growth. The result of 
University research has been important For a variety of economic 
sectors and is not confined to technology or technology-based 
entities. 

The university and post-secondary system have two key functions with 
regard to economic growth: supplying trained personnel, especially at 
the graduate level, and conducting research. 

The creation of a large pool of talent in business, medicine, law, 
architecture, engineering, an11 other ftelds is dependent on university 
training. Individuals with these skills generate new economic 
activity, opening employment opportunities for people at all skill 
levels. Although on-the-job training is also important, college and 
university training is a vital first step in skill development. The 
issue of a sufficient supply of trained engineers was cited several 
times as an important issue for the state's economic future. 

The presence of these individuals in the community is important for 
economic growth and the quality of life. Although there is no 
assurance that someone trained at the University of Minnesota will 
remain in Minnesota, the fact is graduate students are likely to 
reside near where they went to school when they have finished. A study 
by the ~4innesota High Technology Council showed that 60 percent of the 
engineers trained at the University of Minnesota take their first jobs 
in the state. 

The university's research function is also vital. Basic research 
takes place in only a few places, universities among them. 

Applied research by the university can also have a direct impact on 
economic growth, as is the case with Ninnesota's agriculture, 
forestry, and mining iad~~s t ries. 

These functions of supplying trained personnel and undertaking 
research are now carried out almost exclusively in a university 
setting. The private sector trains managers, engineers, and other 
professionals and does its own research and development, but it rarely 
grants degrees or conducts basic research. 

The University of Miauesota has for generations been the central focus 
'in Minnesota for advanced professional training and basic research. A 
basic economic responsibility of the governor and Legislature is to 
make sure the university continues to perform these vital 
responsibilities. 



B e  Generalized upgrading of job skills and educational attainment is ~ 
needed for Minnesota and its people to succeed. More and differen 
technologies are certain to become important factors in our econom c 
lives. Changes in the workplace will make new demands on the 
workforce. Global competition will force Minnesota graduates to b 
stacked up, in the marketplace, against graduates of Japanese and 

I 
German high schools, technical institutes, and universities. That 
competition will undoubtedly be stiffer than what has existed so 

11. Delivery of other public services besides education is also important o 
the state's economic future, again more important than most of the 
programs undertaken in the name of economic development. 

t 
I 

To a large degree, high-quality public services set Minnesota apar/t 
from its neighbors and many other parts of the country. Minnesotai 
enjoys a reputation as a state in which it is pleasant to live. 
Concern about quality of life issues such as high crime, the 
environment, traffic congestion, and inadquate recreational facili 
are important controversies in other American cities. To neglect 
public services important to the quality of life would be a risky 
course for Minnesota. 

111. Current tax and spending policies may put continued economic success ib 
jeopardy. Spending to provide'high quality services must be balanced 
against the need to have a tax and spending system which is not i 
detrimental to economic growth. 

A. The tools and policies state-local government can use to spur the i 
economy conflict or overlap with other public goals. Determinatio of 
economic policy involves tradeoffs between competing goals. The most 
significant tradeoff issue in Minnesota is providing a high level f 

business away. ~ H public services without creating a tax structure so onerous it dri es 

The tradeoff is most apparent in the most fundamental public decis on i" -- levying taxes to support public purposes. Dollars taken out of1 
private circulation reduce private economic activity, yet the publ~ic 
needs roads, schools, police, and other public services. I 

Minnesota's higher-than-average taxes support quality public servibes 
which have, over time, been helpful in stimulating a climate for a 
strong economy. At the same time, the higher-than-average taxes a e a 
deterrent for certain types of businesses and the progressive tax 
structure and high taxes function as a disincentive for highly-pai 
professionals. These professionals, whether they are in industry, 
advertising, law, engineering, or another field, are important in 

decisions about where businesses expand or locate. 

1 
making the economy productive and also are likely to be influentia in 1 
The dilemma is a central one for Minnesota policy makers today. 
Minnesota will likely be a high-tax state in order to support hig 
quality services which in turn will lead to an environment in whic 



economic growth will occur. Service providers insist that even more 
money is necessary to provide quality schools, a world-class 
university, roads, and other public services. Yet, if taxes exceed 
practices elsewhere by too great a margin, Minnesota will be judged 
by many people to be a bad place to live and conduct business. 

In many sectors, this tax and spending margin has been exceeded. The 
calls of so many businessmen and citizens for tax reduction signals 
the existence of a problem. The research of the Tax Study Commission 
confirms the presence of a problem. 

Minnesota no longer enjoys the luxury of being able to make tax policy 
without regard to what other states and nations are doing. Minnesota 
has long regarded fairness to be an overriding principle for taxation 
and as a result fashioned one of the most progressive tax systems in 
the nation. To what degree this system harms economic performance is 
not clear, but new evidence generated by the Tax Study Commission 
suggests it does have an impact. 

Continuing tension between the public and private sectors is 
counterproductive and could have serious negative repercussions for 
the state in the future. 

Resolving the dilemma will be no easy matter. 

Some sort of mechanism or method is needed to permit a fact-based, 
open, credible resolution of many of the issues of contention between 
the public and private sectors. Despite the presence of many 
cooperative ventures -- including Minnesota Wellspring, the Minnesota 
Business Partnership, the work of the various chambers of commerce, 
the task forces set up by the governor and legislature -- debate on 
business climate issues has not reached consensus and closure. 

B. The increasing state-to-state competition and global competition 
creates new risks and opportunities. New access to global markets 
meant a rapid increase in personal income for Minnesota farmers in the 
early 1970s. When the markets shifted, for reasons not under the 
control of Minnesota farmers, their personal income dropped sharply. 

Minnesota now sees itself as being in competition with other states 
for economic development. This understanding has led to discussions 
about what constitutes a "competitive" tax system and a "competitive" 
educational system. Competition for jobs and industry is likely to 
grow sharper and include more actors. A generation ago, it would have 
been unthinkable that Minnesota would have been in competition with 
Taiwan, Mexico, or Japan, but regulatory policy, wage levels and the 
success of the educational system here and in those countries will 
likely have a great deal to do with how people fare economically. . 

C. Each public activity has an opportunity cost i,n addition to the 
displacement of private economic activity. Any activity undertaken in 
the name of economic development replaces some other activity. If a 
focus of the Legislature is emergency job training or promotion of 
tourism, the Legislature has less time and money to spend on 
developing successful educational programs or the AVTI programs. 



The Legis la ture  and governor have a l imi ted  amount of t i m e  and e f f b r t  
t o  devote t o  solving problems and s e t t i n g  policy. The policy-maki g 
agenda should be l imi ted  t o  the  most important items and not  c l u t t  red 
with secondary and t e r t i a r y  a c t i v i t i e s  with l i t t l e  chance t o  have 
major impact. Focusing on less important programs and a c t i v i t i e s  
hinders t h e  a b i l i t y  of government t o  undertake successfully and 
complete important a c t i v i t i e s .  

H 
A healthy economy i s  des i rab le  because i t  provides people with the  
g rea tes t  number of options and t h e  g r e a t e s t  opportunity t o  maximize t h  ir 
own potent ia l .  I 
A. Economic growth is not  i n  and of i t s e l f  desirable.  Its u t i l i t y  libs 

i n  how i t  enriches t h e  l i v e s  of people. I 
The public purpose i n  fos te r ing  a s t rong economy is t o  provide peo l e  
with a broad v a r i e t y  of options about how t o  l i v e  t h e i r  l ives .  
more jobs the re  a r e  i n  Minnesota, the  greater  the  options t o  
Minnesotans with regard t o  employment. The f a s t e r  t h e  r a t e  of 

possible g rea te r  choice about where t o  l i v e ,  r ec rea t iona l  

Thl 
personal income growth, the  higher the  standard of l i v i n g ,  making 

oppor tuni t ies ,  educational choices, and c u l t u r a l  enrichment. 

Be Many fea tu res  of t h e  income-support system encourage dependency, not se l f -suff ic iency,  crea t ing an economic d ra in  on the  s t a t e .  Because of 
the  importance of people a s  resources,  i t  is i r o n i c  t h a t  income 
support po l i c ies  support some individual  i n  counterproductive rolqs.  

V. The dramatic changes occurring i n  the  economy make necessary continue 
public sec to r  involvement t o  help  c i t i z e n s  maximize t h e i r  oppor tuni t i  

A. The s h i f t  from manufacturing t o  services  c rea tes  new r i s k s ,  even 
though Minnesota has fared  w e l l  s o  far .  Because of the  increas in  
pace of technological change, new businesses and indus t r i e s  grow nd 
mature rapidly.  Old products and services  a r e  frequently and s w i  t l y  
replaced. 4 
Although some of the  s p e c i a l  q u a l i t i e s  t h a t  have made Minnesota ~ economically successful  i n  the  past  -- highly s k i l l e d  workers, 
entrepreneurship, many corporate headquarters -- a r e  known and a r  
l i k e l y  t o  continue, the  community cannot assume t h a t  these  specia 
q u a l i t i e s  a r e  t h e  ones needed t o  be successful  i n  the  future.  

Be The focus i n  years ahead w i l l  necessar i ly  be on q u a l i t y  jobs, and n o t  
j u s t  any jobs. Minnesota w i l l  need a productive people and publi  
p o l i c i e s  should be or iented  towards t h i s  end. 

V I .  An i n d u s t r i a l  policy t o  choose which types of economic a c t i v i t y  shoulq, be 
encouraged i n  the  s t a t e  would not work. 1 .  

On balance, t h e  various arguments agains t  a s ta te- level  indus t r i a  
policy a r e  more persuasive than the  arguments i n  favor. P o l i t i c s  r e  
l i k e l y  t o  be t h e  determining fac to r  i n  the  d i s t r i b u t i o n  of any ne 
s t a t e  support f o r  t h e  economy. Gov~rment has  no spec ia l  a b i l i t y  t i 



iden t i fy  l i k e l y  economic winners. The impact of s t a t e  a c t i v i t y  i s  
uncertain . 
A more l i k e l y  path t o  success i s  t o  focus on the  fundamental 
r e spons ib i l i t i e s  of the  public sector.  The public sector  has many 
v i t a l  functions it must perform i f  the  economy and the  people of 
Minnesota a r e  t o  prosper. Goverment should pay more a t t en t i on  t o  them 
than t o  new types of a c t i v i t i e s  which have l i t t l e  ce r ta in ty  of success 
and s i gn i f i c an t  pos s ib i l i t y  of mischief. 

VIf Minnesota needs, however, coherent public pol ic ies  designed t o  influence 
bas ic  economic forces  such a s  individual  productivi ty and the  a b i l i t y  of 
individuals t o  perform successfully i n  a va r i e t y  of economic 
circumstances. 

A+ Pol ic ies  and programs which seek t o  influence business locat ion and 
a r t i f i c i a l l y  induce types of indus t r i es  t o  develop where they 
otherwise would not do not  contribute basic energy t o  the  economy. On 
the  other hand, e f f o r t s  t o  increase  the  a b i l i t y  of individuals t o  
succeed economically do not need t o  predict  the  fu tu r e  of the  economy 
t o  be successful.  

Rather than t ry ing t o  influence business locat ion,  s t a t e  government 
should t r y  t o  enable c i t i z ens  t o  engage i n  productive economic 
functions. State-local government does t h i s  now through a va r ie ty  of 
programs and a c t i v i t i e s ,  from education t o  emergency job subsidies. 
Current e f f o r t s  a r e  fragmented and ad hoc i n  nature. 

Many of t he  ex i s t ing  programs, especia l ly  the  ones which have an 
impact on business locat ion,  work a t  cross  purposes. Taken a s  a 
whole, they present no coherent s t ra tegy  or policy fo r  the  s ta te .  It 
i s  unlikely the  sum t o t a l  of the  impact of tax-increment financing, 
revenue bonds, and enterpr ise  zones could be made i n t o  a coherent 
package. An approach which t a rge t s  the  individual  c i t i z e n  a s  the  
re levant  economic var iable  o f f e r s  more promise. Each individual  -- 
whether handicapped, current ly  not  pa r t  of the  labor force,  or  
current ly  without marketable s k i l l s  -- represents a resource t o  
society. 

B. Proponents of a s t a t e  i n d u s t r i a l  policy a r e  correct  t ha t  new 
challenges l i e  ahead and t h a t  public policy w i l l  be an important 
var iable  i n  how they a r e  met. The public sector  w i l l  be ca l led  upon 
t o  take remedial s t eps  i n  instances i n  which the  economy breaks down. 
It makes sense, therefore,  fo r  s ta te- local  government t o  undertake 
measures t o  insure  maximum employability and productivi ty of i t s  
c i t izens .  

V I I I  More and more systematic attempts t o  evalute and review loca t iona l  
development programs a r e  needed by the  s ta te .  A policy ra t iona le  f o r  
company-specific and industry-specific programs such a s  t ax  breaks, 
grants,  and loans, should be developed. 

Despite some rudimentary s teps  by t he  l e g i s l a t i v e  auditor  and s t a t e  
audi tor ,  no systematic review and evaluation e x i s t s  of programs l i k e  



industrial revenue bonds, tax-increment financing, enterprise zonc 
and border city legislation. Without mechanisms to accomplish 
evaluation and review, it is impossible to tell whether these pro1 
work and should be retained. 
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RECOMMENDATIONS 

I Minnesota does not  need an i n d u s t r i a l  pol icy  which s p e l l s  out what types 
of business and indust ry  should be encouraged i n  t h e  s t a t e .  S t a t e  
government should not  be involved in t imate ly  i n  d i r e c t  a l loca t ion  of 
c a p i t a l  and t h e  flow of resources t o  any pa r t i cu la r  i n d u s t r i a l  sector. 

Gett ing s t a t e  government involved i n  large-scale d i rec t ion  of t h e  
economy is a f u t i l e  endeavor. Po l i c ies  of t h a t  s o r t  a r e  l i k e l y  t o  
bring out  t h e  worst of the  p o l i t i c a l  process. Even i f  p o l i t i c s  could 
be removed from t h e  process a l toge the r ,  the  s t a t e  has no spec ia l  
a b i l i t y  t o  f o r s e e  t h e  fu tu re  and could not  be expected t o  outperform 
t h e  marketplace a t  f i n a n c i a l  a l locat ion.  

The t o o l s  commonly mentioned a s  p a r t  of an i n d u s t r i a l  pol icy  do not 
have an impact on most of the  fundamental economic forces  and cannot 
therefore  be expected t o  o f f e r  a r e a l ,  long-term s t ra tegy  f o r  t h e  
s t a t e ' s  economic future.  Even i f  the  s t a t e  could i d e n t i f y  growth 
sec to r s  i n  t h e  economy -- and t h e r e  i s  no c e r t a i n t y  t h a t  i t  can -- it 
i s  not  c l e a r  it has t h e  t o o l s  needed t o  make c a p i t a l ,  labor ,  and other  
resources flow i n t o  these  sec tors .  

11. The Governor should, a s  p a r t  of t h e  normal budget procedure, submit a 
comparative f i s c a l  analysis .  A v a r i e t y  of s p e c i f i c  t ab les ,  described 
below, should be p a r t  of t h i s  analysis .  

I n  order t o  f a c i l i t a t e  a more r a t i o n a l  public debate on taxes and 
spending, t h e  Governor's budget message should contain an analys is  of h i s  
budget proposal. The ana lys i s  should compare key ind ica to r s  of i t s  f i s c a l  
impact t o  pas t  budgets i n  Minnesota and the  rest of t h e  nation. 

Speci f ica l ly ,  t h e  budget proposal should contain: 

* Charts showing how s a l e s  and income taxes  compare t o  personal income 
and disposable personal  income on a per cap i t a  and per taxpayer 
basis. (Calculat ions should be made on both a nominal and 
inflat ion-adjusted basis.) 

* Charts showing how proposed p rac t i ces  compare t o  pas t  p rac t i ce  and 
p rac t i ce  i n  other s t a t e s .  

* Comparisons of proposed s t a t e  spending t o  pas t  state spending and t o  
na t iona l  averages and t rends  f o r  spending. It should be made c lea r  
what the  proposed s t a t e  spending increase would go f o r  and t o  what 
degree proposed spending increases  a t  t h e  s t a t e  l e v e l  are ant ic ipated  
t o  s u b s t i t u t e  f o r  l o c a l  expenditures. 

The purpose of t h i s  analys is  would be t o  put both policy makers and the  
public i n  a pos i t ion  t o  understand the  impact of a proposed budget on the  
types of ind ica to r s  which are commonly used now t o  compare Minnesota t o  
other states. A t  present ,  Minnesota i s  compared t o  o ther  s t a t e s  on the  
bas i s  of na t iona l  t a x  and expenditure rankings and on what percentage of 
personal income goes i n t o  public spending and taxing. The s t a t e  budget i s  
adopted general ly without any a t t e n t i o n  t o  its impact on these  indicators.  



The ana lys i s  would shape public debate on t h e  overa l l  s t a t e  taxing and '  
spending p rof i l e .  A p o l i t i c a l  pa r ty  o r  leader  may -- f o r  one reason o 
another -- choose t o  increase  the  percentage of income going i n t o  taxe 
Voters a r e  f r e e  t o  r a t i f y  t h i s  decision o r  r e j e c t  i t  Because of ups hr 
downs i n  the  business cycle,  it may be necessary f o r  goals  t o  be misse 
exceeded i n  any given year. 

What is  needed -- and what i s  not  happening now -- is a public debate 
t h e  overa l l ,  l a r g e r  d i rec t ion  of taxing and spending, and a set of goa 
about where, a s  a policy matter ,  those numbers should be. 

111. The s t a t e  of Minnesota should adopt a goal of continuing f o r  the  balan 
of the  decade t h e  t rend s ince  the  l a t e  1970s of a decl ine  i n  taxing a s  
percent of personal income. 

The committee recognizes t h a t  Minnesota, t o  ge t  t h e  kinds of education I 
programs and public se rv ices  necessary t o  sus ta in  a v i t a l  and growing f 
economy, probably w i l l  continue t o  be on the  high s ide  na t iona l ly  of s f a t e  
and l o c a l  spending. I f  the  money is well  spent ,  it w i l l  br ing an econ 
dividend t o  the  s t a t e .  

I n  the  1985 Leg i s la t ive  session,  f o r  the  f i r s t  t i m e  i n  severa l  years, 
Legis la ture  w i l l  be i n  a pos i t ion  t o  enact  subs tan t i a l  t ax  reform. Th 
research of the  Tax Study Commission w i l l  o f f e r  a s t r a tegy  f o r  ac t ion  
the  presence of a budget surplus w i l l  allow a means t o  act .  Before a c t  ng 
on a new budget, the  Governor and Legis la ture  should be su re  the  a c t i o  
they w i l l  t ake  continues the  t rend of an o v e r a l l  reduction i n  t a x  take  a s  
a percentage of personal income. They should a l s o  examine the  spendin 

a percentage of t h e  s t a t e ' s  economy. 

i: 
s i d e  t o  determine i f  o v e r a l l  public spending is  expanding o r  shrinking 

A more aggressive posture towards redesign of public services  can b r id  e 
t h e  gap between the  need of the s t a t e  t o  reduce taxes and have q u a l i t y  
public services.  The League, f o r  severa l  years,  has offered suggestion 
f o r  spending public money more e f f i c i e n t l y  and has sought t o  o f f e r  an 
a l t e r n a t i v e  t o  the  choices of less taxes,  less service  or  more taxes,  
services.  Without considering the  economic impact, a s t r a tegy  of more 

lore 

e f f i c i e n t  public spending makes good sense. Knowing the  economic impac 
it becomes an imperative. 

I Minnesota should launch a new and continuing e f f o r t  t o  gather and analbee 
f a c t s  bearing on Minnesota's economic performance and the  business c l i  
debate. 

A. The goal  of t h e  new e f f o r t  would be threefold: I 

F i r s t ,  it would generate new da ta  t o  he lp  the  Governor and Legis l  4 t u r e  
prepare pol icy  general ly and t o  assess  the  economic impact of past  
policies.  

Second, it would, through research and publicat ion,  expand public 
consciousness and understanding on public policy-economy i s sues  i 
much the  same way t h e  Tax Study Commission has c l a r i f i e d  and expl  $ned 
f a c t s  on t a x  policy. 4 



Third, it would o f f e r  a p o s s i b i l i t y  of reaching some s o r t  of consensus 
on the  continuing debate over t h e  s t a t e ' s  business climate. 

To be sure ,  t h e  debate w i l l  continue, a s  it should. But t h e  public  
would be b e t t e r  served by the  debate i f  t h e  opposing forces  were 
arguing from t h e  same set of f ac t s .  

For example, t h e  taxes imposed on Minnesota businesses and business 
people a r e  a matter of f a c t  r a t h e r  than conjecture. And they can be 
compared with those imposed by other  s t a t e s .  The debaters  can s t i l l  
disagree about t h e  implicat ions of those taxes and what should be done 
about them, but t h e  f a c t s  themselves should be unimpeachable. 

The esca la t ing  l e v e l  of the  t a x  and regulatory policy debate has 
produced some exemplary data-gathering e f f o r t s  i n  recent  months on the  
performance of t h e  Minnesota economy -- notably the  work of the  
Minnesota Tax Study Commission, the  Minnesota Business Partnership and 
t h e  Minneapolis S t a r  and Tribune. Those one-time e f f o r t s  t o  
understand where Minnesota is  and where i t ' s  going need t o  be 
sustained. 

The model of t h e  current  Tax Study Commission is  a good one. Rather 
than s e t t i n g  up a new agency or  i n s t i t u t e ,  scholars  from around the 
nat ion  should be tapped on a cont rac t  basis.  Many University of 
Minnesota exper ts  can o f fe r  t h e i r  expert ise.  A s u i t a b l e  governing 
board t o  execute t h e  cont rac ts  is needed. Such a board should be 
independent from government and thereby insula ted  from d i r e c t  
p o l i t i c a l  pressure. It should be c lose  enough t o  government t o  
recognize t h e  needs of public  o f f i c i a l s .  I t  should a l s o  be 
representa t ive  of the  various sec to r s  of the  community. Although 
public  money might be needed t o  he lp  pay f o r  t h e  e f f o r t ,  t he  i n i t i a l  
financing should be pr iva te  and enough of t h e  continuing financing 
p r iva te  t o  allow p o l i t i c a l  indepdendence. 

V. The Legis la ture  should e s t a b l i s h  e x p l i c i t  goals  and quan t i t a t ive  
objec t ives  t o  be obtained by t h e  use of t h e  economic development subsidies 
it authorizes. Regular program reviews should be conducted t o  measure 
accomplishments objec t ive ly  , and program modifications should be adopted 
t o  insure  goals  a r e  m e t .  

The performance of subsidy programs such a s  i n d u s t r i a l  revenue bonds, tax 
increment f inancing,  border community r e l i e f ,  export financing, and 
en te rp r i se  zones, i s  not  measured by commonly accepted, quan t i t a t ive  
indica tors .  Such ind ica to r s  include r e a l  personal income growth and i t s  
personal and geographic d i s t r ibu t ion .  

Objectives couched i n  terms of these  ind ica to r s  a r e  needed before analys ts  
can asce r t a in  t h e  r e l a t i v e  success of these  programs and t h e i r  cos t  
e f fec t iveness  i n  achieving t h e i r  object ives.  

Although w e  be l ieve  t h e  analyses of economic development subsidies Is a 
subjec t  f o r  scholar ly  research,  t h e  s e t t i n g  of responsible, measurable 
goals  and objec t ives  is a worthy task  f o r  the  Legislature. 



One indicator ought to be that the company or industry to be encourage 
actually bring something new to Minnesota, rather than merely shift tl 
jobs and the investment from one small town industrial park to anothe~ 
one. 

Creation of genuinely new jobs in Minnesota, measurable generation of 
industry revenues, or targeted income gains to certain groups of peopl 
ought to be the goals. If government incentives appear unlikely to 
achieve these goals, they should not be attempted. If they are atteml 
and measurably fail, they should be abandoned. 

VI. The Governor and Legislature should charge the regents of the Universj 
of Minnesota with developing a plan for the University of Minnesota tc 
become recognized as one of the top public institutions in the nation. 

Our committee heard a good deal about the University. Business people 
stressed the need for qualified personnel. The impact of university 
research on forestry, agriculture and technology industries is clear. 
successful functioning of the institution is therefore important in tt 
economic success of the state and its people. Because our committee b 
not in a position to evaluate all of the various strategies and propos 
for change in the university and other post-secondary systems, we canr 
recommend a specific path to success. 

We do, however, propose to those public entities which have the 
responsibility for the University' s performance -- the Legislature and 
regents -- that they act now to secure the future of the institution a 
increase the ability of Minnesotans to succeed economically. 

At a time of a change in leadership and increased attention to educati 
in the society at large, new initiatives are possible. Moreover, the 
university is likely to see changes in its size and structure as a res 
of projected declining enrollments. 

The goal for the University of Minnesota should be to achieve recognit 
in commonly used measures of performance that places selective collegi 
within among the top programs in the nation. 

The regents, as the direct governing board, are the ones to propose a 
course of action. The Legislature, because it is responsible to the 
public and because it controls state appropriations, must be the group 
evaluate proposed changes and, if necessary, come up with the resource 
needed to accomplish an ambitious goal. 

The Legislature should make sure that there is a plan in place for the 
University of Minnesota to attain the stature necessary to prepare 
Minnesotans for a successful future before committing new financial . .  
resources. 

A variety of non-financial alternatives is available to enhance the 
University's effectiveness. More attention should be paid to output a 
efficiency. An automatic connection between more money and better 
performance does not exist. At the same time, the possibility of 
additional resources -- when a case has been made that they are vital 
will lead to increased performance and enhanced standing -- may be 
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Our proposal focuses on the  University and not the  e n t i r e  post-secondary 
system mainly because t he  r o l e  of t he  University is unique and cen t ra l  t o  
economic growth. Clearly,  a comprehensive s t ra tegy  would include 
important r o l e s  f o r  the  other systems, but because no consensus e x i s t s  
about the  r o l e s  f o r  other systems, choosing a policy or program is not  
possible. 

V I I .  The Governor and Legis la ture  should adopt a s t ra tegy  t o  insure  Minnesota 
high school graduates a r e  competitive with current  standards. Various 
proposals f o r  major s t r u c t u r a l  reform i n  education have been advanced. 
The Governor and Legis la ture  should choose among them. 

One of t he  comparative advantages which can be brought t o  bear by 
Minnesota's public sec to r  is the  creat ion of a be t t e r  educated workforce. 
Given the  nature of the  changes i n  the  economy, human cap i t a l ' s  importance 
w i l l  increase. The one,publ ic  ac t ion which has a broad impact on the  
workforce i n  general is  the  functioning of the  school system. 

Many recent  s tud ies  have i den t i f i ed  problems and issues  i n  
elementary-secondary education. The need fo r  be t t e r  output i n  t h a t  sector  
i s  bound t o  increase,  not  decrease. 

The League has proposed f amily-choice , s e l ec t i ve  deregulation, and a 
res to ra t ion  of the  professional  s t a t u s  of teachers a s  a means fo r  spurring 
c r e a t i v i t y  and innovation i n  schools. Another idea i s  the  imposition of 
s ta te-se t  achivement examinations, s imilar  t o  New York S ta te ' s  Regents 
Examinations, t o  force a greater  awareness of academic achievement. 
S t r i c t e r  academic entrance examinations have been proposed fo r  the  s t a t e ' s  
public colleges and un ivers i t i e s  a s  another option. 

I n  l a t e  1984, a spate  of new proposals and s tud ies  on elementary-secondary 
education a r e  before the  public. 

The Minnesota Business Partnership has proposed a comprehensive, sweeping 
package of proposals which would fundamentally a l t e r  education's 
s tructure.  The Higher Education Coordinating Board proposed changes i n  
teacher education. A gubernatorial  commission on the  connection between 
education and the  economy has developed an agenda f o r  change. 

A l l  of these repor t s  and proposals contain many good ideas and the  s t a t ed  
view t h a t  current  elementary-secondary educational output is  not  what it 
could or should be. 

Fai lure  t o  adopt a major new i n i t i a t i v e  t o  enhance educational qual i ty  
w i l l  put i n  jeopardy the  s t a t e ' s  economic future. Relying on pas t  
pract ices  and ex i s t ing  i n s t i t u t i o n a l  arrangements is  fol ly .  



WORK OF THE COMMITTEE 

This League study committee was convened t o  look a t  ways i n  which s t a t e  and 
l o c a l  government could useful ly  intervene i n  the  economy. I n  order t o  do t h i s ,  
t h e  committee f i r s t  sought t o  understand the  nature  of the  economy i n  
Minnesota, the  forces  which a r e  l i k e l y  t o  change it, and t he  d i f fe ren t  public 
policy act ions  proposed t o  shape the  economy. 

The charge t o  the  committtee is  a s  follows: 

Minnesota's r o l e  i n  the  redeveloping economy. Much is now being sa id  and 
done regarding our s t a t e ' s  prospects f o r  pa r t i c ipa t ion  i n  the  recovery from 
the  recession and prospering i n  the  emerging in te rna t iona l  economy. The 
discussion centers  o f ten  on the  challenge t o  basic indus t r i es ,  such a s  i r on  
ore,  a s  s t r u c t u r a l  s h i f t s  cause major shrinkages i n  the  Minnesota pa r t  of 
t h i s  business; even more of ten  the  discussion reveals  a strong bel ief  t ha t  
s t r a t eg i e s  based on high technology a r e  t he  answer t o  current  economic 
questions. Wrapped around t h i s  a c t i v i t y  a r e  some l inger ing  questions: Is 
there  such a thing a s  a s t a t e  economy, or  a regional  economy? Are those, 
a t  bes t ,  simply convenient descr ip t ions  f o r  the  aggregate p ic ture  of the  
r e l a t i v e  success t h a t  people and indus t r i es  located here  manage t o  
achieve? Further,  is  the re  anything t ha t  government can do t o  intervene i n  
the  otherwise enexorable unfolding of economic developments? Can a s t a t e  
have an i n d u s t r i a l  policy, defined here a s  a de l ibe ra te  s t ra tegy  fo r  
shaping the  economic development and expanding jobs f o r  c i t i zens?  

The p r inc ipa l  charge t o  t h i s  committee s h a l l  be t o  i den t i f y  options f o r  

t o  evaluate t h e i r  po ten t ia l  effectiveness,  and t o  determine what having a 
s t a t e  i n d u s t r i a l  policy might mean t o  Minnesota. The study should assess  
object ively  t he  present condition, with some a t t en t i on  t o  the  h i s to ry  of 
the  s t a t e ' s  economic development; determine what economic fu tu re  w i l l  look 
l i k e  i f  t he  public policy framework remains what it i s  today, using a s  a 
context fo recas t s ,  t rend project ions  and an understanding of the  s t a t e ' s  
comparative advantages. This study should assess  the  f e a s i b i l i t y  of 
formulating i n d u s t r i a l  policy within the  p o l i t i c a l  ju r i sd ic t ion  of a 
s t a te .  For example, is  it more p r ac t i c a l  t o  r e l y  on t he  sum t o t a l  of small 
ju r i sd ic t ions ,  such a s  cit ies,  combined with building a regional  compact on 
i n d u s t r i a l  policy among Upper Midwest s t a t e s ?  What, i n  e f f ec t ,  is  it 
possible f o r  t he  s t a t e  t o  do. The term " indus t r i a l  policy" a s  expressed i n  
t h i s  charge should not be in terpre ted a s  applying narrowly t o  manufacturing 
o r  industry i n  t he  t r a d i t i o n a l  sense. Instead it i s  a broad term, 
encompassing a l l  elements which contribute t o  the  economy. 

The committee should make recommendations, i f  possible,  on the  di rect ion of 
preferred i n d u s t r i a l  policy; suggest the  policy t oo l s  the  s t a t e  should use 
t o  f a c i l i t a t e  implementation of the  policy. Which forms of intervention 
have ' the bes t  po t en t i a l  f o r  each objective,  i n  making some things happen 
ra ther  than others ,  i n  accelera t ing o r  reducing the  r a t e  of change, i n  
reducing vu lnerab i l i ty  o r  cap i ta l i z ing  on advantages? 

The committee should consult  broadly with persons who study economic 
developments, including persons i n  the  academic community and economists 
both i n  the  p r iva te  and public sectors ,  with business and labor  leaders ,  
and others. 
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COMMITTEE WORK ~ 
The committee began work on November 3, 1983 and met 38 times. The last eeting mi was held on November 15, 1984. The committee met with economists, other 
scholars, public officials , business people, and journalists. It also 
on an extensive body of literature, including state and federal reports 
statistics about the economy, a variety of reports from independent 
calling for public policy changes, research from public sector 
other states, academic journals, and relevant economic literature. 

Detailed minutes of each meeting are available from the League office, as are 
the documents collected by the committee. I 
Because of the scope of the inquiry, the committee developed a framework 
analysis which sought to categorize the different sets of economic public 
policies. It eventually arrived at a four-part formulation, described in the 
report's introduction. 

Of 
With regards to the central question in the charge to the committee -- doles 
Minnesota need an industrial policy - the committee said it does not, us ng i: the prevailing definition of an industrial policy as an explicit attempt o 
encourage certain types of business activity. The committee proposed act on in 
the other major areas of public controversy over economic policies: the 
business climate, economic development activities, and public service del very, 
notably in the area of education. 1 
COMMITEE RESOURCE GUESTS I 
John Adams, professor of Geography, University of Minnesota 
Elmer Andersen, chair, Task Force on Future of Minnesota 
Mark Anderson, vice president, Economic Development & Fiscal Policy, 

Association of Commerce and Industry 
Charles Arnason, executive director, Minneapolis Technology Corridor 
Bill Blazar, research consultant 
Chris Burns, consultant 
Monte Bute, coordinator, Jobs Now Coalition 
John Cairns, executive director, Minnesota Business Partnership 
Lis Christenson, research associate, Minnesota Wellspring 
Earl Craig, president, The Earl Craig Company 
Mark Dayton, commissioner, Minnesota Department of Energy & Economic 

Development 

Minnksota 



Charles Denny, president ,  Magnetic Controls 
Margaret Dewar, professor, Hubert H. Humphrey I n s t i t u t e  of Public Al 
Willis Drake, r e t i r e d  chair ,  Data Card Corporation 
Bob Ebel, executive d i rec to r ,  Minnesota Tax Study Commission 
Al France, president ,  Lake Superior I ndus t r i a l  Bureau 
Tom Gillaspy, s t a t e  demographer, S t a t e  Planning Agency 
Joe Graba, d i rec to r ,  S t a t e  Board of Vocational-Technical Education 
Randy Halvorson, cha i r ,  Ci t izens  League Income Assistance Committee 
John Hoyt, consultant ,  Ag Extension Service, U of M 
Ed Hunter, manager, Policy Analysis, Minnesota Department of Energy 

nomic Development 
Phy l l i s  Kahn, s t a t e  representa t ive  
Anne Kanten, a s s i s t an t  commissioner, Minnesota Department of Agricul 
Gene Kraut, general manager, St. Paul Por t  Authority 
Don Larson, former business ed i t o r ,  St. Paul Pioneer Press & Dispatc 
Wilbur Maki, professor, Ag & Applied Economics, U of M 
Monica Manning, executive d i rec to r ,  Minnesota Job S k i l l s  Partnershig 
Sa l ly  Martin, executive d i rec to r ,  Governor's Office of Science 61 Tec 
David Morris, president ,  I n s t i t u t e  f o r  Local Self-Reliance 
Lee Munnich, research associa te ,  Minnesota Business Partnership 
Hazel Reinhardt, d i rec to r ,  research, Minneapolis Star  & Tribune Com~ 
Joe Rigert ,  r epor te r ,  Minneapolis S ta r  & Tribune 
Lisa Roden, senior research analys t ,  Minnesota Tax Study Commission 
Nina Rothchild, commissioner, Minnesota Department of Employee Relat 
W i l l i a m  Toal, s t a t e  economist 
Representative John Tomlinson, chai r ,  House Tax Committee 
Tom T r i p l e t t ,  d i rec to r ,  S t a t e  Planning Agency 
Harold Zigmund, cha i r ,  Blandin Paper Company 

The committee and League would l i k e  t o  thank them fo r  t h e i r  invaluak 
e f fo r t .  

The committee was a s s i s t ed  i n  i ts  work by Robert de l a  Vega, Charlen 
Greenwald, Donna Keller, Joann Latulippe, and Constance Pepin of t h  
League s t a f f .  
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A P P E N D I X  1 

Minnesota taxing and spending policy is a significant item in the debate about 
public involvement in the econamy. People who spoke to the camnittee had 
divergent views about the nature of the policy and such fundamntal questions 
as whether taxing was going up or down and how Minnesota compared to other 
states. 

The comnittee, with the assistance of cmittee member Michael Stutzer, 
undertook sane independent research on the subject and developed the tables 
here. The initial data sources are federal statistics. 

Table one shows real general revenue taxes as a percentage of real personal 
income in Minnesota and the United States. General revenue taxation excludes 
fees, charges, tuition, interest income, and federal revenues passed along to 
state-local government. The table confirms the overall picture that a smaller 
percentage of real personal income is going to state-local taxation in 
Minnesota and the nation as a whole than did in the past. From 1981 to 1982, 
the last years shown on the chart, the line for Minnesota shows a steep upward 
direction, which may or may not be the beginning of a trend. 

The second table shows real general revenue taxes compared to real disposable 
incame. The difference between real disposable income and real personal income 
is that disposable incame is income after taxes. Tables one and two show a 
similar picture with regard to the overall trend. 

Table three shows real expenditures -- not taxes -- as a percentage of real 
personal income for Minnesota and the United States. The pattern here is 
different than what was evident for taxes. During the 1960s, taxes and 
spending in Minnesota and the nation moved basically in the same pattern. 
During the 1970s, the expenditure line begins to show substantial fluctuation 
from year to year, in contrast to taxes, which has a generally downward trend. 
During the last years shown on the table, expenditures in Minnesota move away 
from the pattern for the nation as a whole. 

The last recession may explain the pattern here. During the recession, 
Minnesota's income-sensitive tax system, with its heavy reliance on sales and 
personal incanes taxes, had its yield decline sharply. Public spending was cut 
somewhat, but not as much as the decline in taxes. 

The divergent pattern of taxing and spending found in these charts is similar 
to what one sees in research from the Advisory Comnission on Intergovermental 
Relations (ACIR) . kcording to the ACIR, Minnesota in 1982 (the most recent 
year available) had a tax index of 109.1 (100 being the national average) , 
which is not substantially different from where the state had been during the 
late 1970s and down from the 1960s and 1950s. On the other hand, the ACIR 
expenditure index for Minnesota in 1982 showed a figure of 123.4 percent, up 
from the late 1970s. 
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APPENDIX 2 

The char t s  i n  t h i s  appendix were derived from the  Employment and Earnings data  
s e r i e s  developed by the  Department of Commerce. The tabula t ions  were done by 
the  Cit izens League. 

They show the  changes i n  employment and income share f o r  the  major sec to r s  of 
the  Minnesota and na t iona l  economy. 

Throughout, Minnesota's a g r i c u l t u r a l  sec to r  represents  a l a r g e r  share of both 
employment and earning than i n  the  nat ion a s  a whole. In the  o ther  sec to r s ,  
Minnesota does not vary markedly from the  na t iona l  f igures ,  although some 
di f ferences  a re  i d e n t i f i a b l e .  Minnesota has a l a r g e r  share  of wholesale 
t r ade ,  r e t a i l  t rade ,  and se rv ice  workers than the  nation a s  a whole. 
Minnesota exceeds the nat ion by more than one percentage point i n  these 
ca tegor ies  i n  almost every year shown. 

In sec to r s  such a s  construction,  t ranspor ta t ion  and u t i l i t i e s ,  and finance, 
insurance, and r e a l  e s t a t e ,  Minnesota is within hal f  a percentage point  of the  

, nat ion f o r  most of the  years i n  question. 

For government employment, Minnesota i s  below the  nat ional  share  f o r  a l l  
government employment, but above i n  s t a t e  and l o c a l  goverment workers. In  
mining, Minnesota begins the s e r i e s  with a h igher- thannat ional  average 
employment share and ends with hal f  the na t iona l  share, although the  p ic tu re  
f o r  any one year i n  an i n d u s t r i a l  sec to r  with the  v o l a t i l i t y  of mining may not  
be representat ive.  

The trends f o r  employment i n  Minnesota and the  nation show s imi la r  pa t t e rns  i n  
some areas.  Manufacturing employment, f o r  example, represents  a smaller share 
of the s t a t e ' s  and the nat ion 's  employment i n  the  1980s than it d id  i n  1970. 
Manufacturing earning's share ,  however, did not decl ine  a s  much. 

Overall i n  Minnesota from 1970 t o  1980, f o r e s t r y ,  f i sh ing ,  and a g r i c u l t u r a l  
se rv ices ,  mining, construction,  manufacturing, t ranspor ta t ion  and u t i l i t i e s ,  
and goverment employment declined a s  a proportion of the  t o t a l ,  with wholesale 
t rade ,  r e t a i l  t r ade ,  services ,  and f inance,  insurance and r e a l  e s t a t e  taking up 
a l a r g e r  share.  In  the  nat ion over the  same time, the same pa t t e rn  is  evident, 
with the exception of mining and fo res t ry ,  f i sh ing,  and a g r i c u l t u r a l  services 
which grew i n  share na t iona l ly  but  declined i n  Minnesota. 

During the  time period showri, Minnesota moved from below t o  above the na t iona l  
average i n  per cap i t a  personal income. liinnesota's higher-thanaverage labor 
force  pa r t i c ipa t ion  was c i t e d  t o  the committee a s  one reason f o r  the  higher per 
cap i t a  personal income. 

The League would l i k e  t o  thank David Rademacher of the S t a t e  Planning Agency 
f o r  h i s  a s s i s t ance  i n  making these  f igures  available.  



APPENDIX 2 I 
1970 1975 

FfN US MN US 
Headings Earnings h p l o y  Earnings h p l o y  Earnings Employ Earnings employ 

Total  14,850,928 1,380,953 803,922,000 78,488,000 23,075,869 1,575,185 1,258,643, 
Income* 

Per 3,893 -- 
Capita* 

Farm* 914,454 25,824 18,131,000 1,244,000 1,356,837 42,868 
(62%) (1.9%) (2.3%) (1.6%) (5.9%) (2.7%) (2.4%) (1.6%) 

.& 

Non-farm* 13,936,474 1,355,129 785,791,000 77,244,000 21,719,032 1,532,317 
(93.8%) (98.1%) (97.7%) (98.4%) (94.1%) (97.3%) (97.6%) (98.4%) 

Mining 1.3% 1.1% 1.1% .8% 1.5% .9% 1.5% ~ .9% 

Construct.  7.5% 4.7% 6.5% 4.6% 6.5% 4.1% 6.0% ~ 4.3% 

Manufact. 26.9% 23.4% 28.1% 25.1% 25.2% 20.4% 26. 0% 
-Non-Dur . 11.2% 10.1% 10.6% 10.6% 10.5% 8.7% 9.6% 
-Durable 15.6% 13.3% 17.5% 14.6% 14.7% 11.7% 16.4% 

Trans. & 7.9% 6.2% 7.5% 5.8% 8.3% 5.9% 7.6% 1 5.5% 
U t i l i t i e s  I 

Wholesale 7.7% 5.9% 6.2% 4.9% 9.3% 6.8% 5.4% 
Trade 

R e t a i l  12.3% 16.9% 11.1% 14.8% 11.1% 17.3% 10.6% 15.4% 
Trade 

Services 14.8% 17.6% 15.9% 17.6% 15.6% 20.0% 16.8% 1 19.2% 
I 

A l l  Govt. 15.7% 19.4% 17.9% 21. 0% 16.8% 19.1% 18.8% ( 21.4% 

*These f i g u r e s  a r e  expressed a s  t o t a l  personal income. A l l  o ther  income,figurea on the char t  a r e  earnin s. P 
Sta te  6 12.5% 15.1% 11.0% 13.2% 13.8% 15.7% 12.4% 
Local 

#Forest,, Fishing and Ag Service 

@Finance, Insurance and Real Es ta te  

14.8% 

Append i x  2 Continued on l l ex t  Page 
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1980 

Employ 

1,838,132 

MN 
Earnings 

39,553,059 

US MN 
Earnings b p l o y  F ~ r n i n g s  

US 
Earnings Employ Headings Employ 

1,773.284 Tot a  1 
Incane* 

Prr  
Capi ta*  

F FAG l 
C ,. Mining 

Cons t ruc t .  

Hanu f a c t .  
-Won-Du r  . 
-Durable 

Trans.  6 
U t i l i t i e s  

Vhalesale  
Trade 

R e t a i l  
Trarle 

FIRE? 

Se rv ices  

A l l  Covt. 

S t a t e  6 
Local 

*These f i g u r e s  a r e  expressed a s  t o t a l  pe r sona l  income. A l l  o t h e r  income f i g u r e s  on t h e  c h a r t  a r e  ea rn ings .  

# f o r e s t ,  F ishing and As Service  

?F in lnce ,  Insurance and Real Es t a t e  
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Functions Can Provide Better Wal Service for Twin 
Cities Citizens 

Improving the 'Discussion' of Public Affairs 
Comnunity Plans for City Decisions 
We Make It Too Easy for the Arsonist 
Needed: A Policy for Parking 
More Care About the Cost in Hospitals 
Public Meetings for the Public's Business 
A Better Way to Help the R m r  
Helping the Metropolitan Economy Change 
Selective Control Is the Only Way to Protect E l m  
Declining Enrollments in Higher Education: Let Consumers Make 

the Choices! 
Broadening the Options in Child Care 
Suppressing Burglary 
Careful Use of Public Money for Private Leisure-~ime Activities 
Balancing the New Use and Re-Use of Land 

For titles and availability of earlier reports, contact the CL of ~ i if ice ~ I 



WHAT THE CITIZENS LEAGUE IS 

Formed i n  1952, the  Cit izens League is an independent public a f f a i r s  
education and research organization i n  the  Twin C i t i e s  metropolitan area.  

Volunteer research committees of the  Cit izens League develop repor t s  which 
explain the  problem a t  length,  make f indings and conclusions on what needs 
t o  be accomplished, and propose spec i f i c  workable solutions.  

Over the  years, the  League's research repor ts  have been among the  most 
he lp fu l  and r e l i a b l e  sources of information f o r  governmental and c iv i c  
leaders ,  and others  concerned with the  problems of our area.  

The League is supported by membership dues of individual  members and 
membership contributions from businesses, foundations and other  
organizations throughout the  metropolitan area.  

You are invi ted  t o  join the  League, o r ,  i f  already a member, i n v i t e  a 
f r i end  t o  join. An appl ica t ion blank is provided f o r  your convenience. 
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RESEARCH PROGRAM 

* Four major s t u d i e s  a r e  i n  p rogres s  
r e g u l a r l y .  

* Each committee works an  average of 2 
hours  every  week, normally f o r  6-10 
months. 

Annually o v e r  250 r e source  persons  made 
p r e s e n t a t i o n s  t o  an  averge  of 25 members 
pe r  s e s s i o n .  

* A. f u l l t i m e  s t a f f  of e i g h t  p rov ides  d i r e c t  
committee a s s i s t a n c e .  

An average i n  excess  o f  100 persons  f o l -  
low committee hea r ings  wi th  summary 
minutes  prepared by s t a f f .  

F u l l  r e p o r t s  ( n o r m ~ l l y  40-75 pages) a r e  
d i s t r i b u t e d  t o  1,000-3,000 
persons .  

CL PUBLICATIONS 

Minnesota J o u r n a l  - e i g h t  pages; 
publ ished every two weeks; mai led  t o  a l l  
members; pub l i c  a f f a i r s  news, a n a l y s i s  
and commentary. 

CL Mat t e r s  r e p o r t s  a c t i v i t i e s  of t h e  
C i t i z e n s  League; meet ings ,  p u b l i c a t i o n s ,  
s t u d i e s  i n  p rogres s ,  pending i s s u e s .  

* Pub l i c  A f f a i r s  D i rec to ry  - 40 pages con- 
t a i n i n g  l i s t i n g s  of Twin C i t i e s  a r e a  - - 
a g e n c i e s ,  o r g a n i z a t i o n s  and p u b l i c  
o f f i c i a l s .  

PUBLIC AFFAIRS ACTION PROGRAM 

Members of League s tudy  committees a r e  
c a l l e d  on f r e q u e n t l y  t o  pursue t h e  work 
f u r t h e r  wi th  governmental o r  
nongovernmental agenc ie s .  

The League r o u t i n e l y  fo l lows  up on i t s  
r e p o r t s  t o  encourage,  o u t  t o  t h e  l a r g e r  
group of persons involved i n  p u b l i c  l i f e ,  
a n  unde r s t and ing  of c u r r e n t  community 
problems and League p roposa l s  f o r  
improvement. 

COPMUNITY LEADERSHIP BREAKFASTS 
LANDHARK LUNCHEONS 
QUESTION-AND-ANSWER LUNCHEONS 

Publ ic  o f f i c i a l s  and community headers  
d i e c u s s  t ime ly  s u b j e c t s  i n  t h e  
t h e i r  competence and e x p e r t i s e  
b e n e f i t  of t he  g e n e r a l  publ ic .  

* Held from September through Ma;: 
I 

* Minneapolis b r e a k f a s t s  a r e  
Tuesday from 7:30-8:30 a.m. 
Lutheran Brotherhood. 

S t .  Paul luncheons a r e  he ld  evelry o t h e r  
Thursday from noon t o  1 p.m. a t  
Landmark Center .  

South Suburban b r e a k f a s t s  a r e  
l a s t  Thursday o f  each month f r  
8:30 a.m. a t  t h e  Lincoln  Del, 
France Avenue South ,  Bloomingt 

An average of 35 persons  a t t e n d  t h e  64 
b r e a k f a s t s  and luncheons each flear.  ~ * Each yea r  s e v e r a l  Q & A luncheo(ns a r e  
held  throughout  t h e  me t ropo l i t  n a r e a  
f e a t u r i n g  n a t i o n a l  o r  l o c a l  au 1 h o r i t i e s ,  
who respond t o  ques t ions  from 
key p u b l i c  po l i cy  i s s u e s .  

SEMINARS I 
* The programs a t t r a c t  good news 

i n  t h e  d a i l y  p r e s s ,  t e l e v i s i o n  

* At l e a s t  s i x  s ingle-evening meetings a 
year .  I 

coverage 
pnd r ad io .  

Oppor tuni ty  f o r  i n d i v i d u a l s  t o  ( p a r t i c i -  
pa t e  i n  background p r e s e n t a t i o  s and 
d i s c u s s l e n s  on major pub l i c  po l i cy  
i s s u e s .  I 
~n average of 100 persons  a t t e  
s e s s i o n .  

INFORMATION ASSISTANCE I i 
The League responds t o  many r e  u e s t s  f o r  
i n fo rma t ion  and provides  speak rs t o  com- 
munity groups on t o p i c s  s t o d i e  . i 
A c l ea r inghouse  f o r  l o c a l  pub1 c a f f a i r s  
informat ion.  \ 

C~&MS w u e  84 South 61h Street 
Minneapolis. M~nnesota 55402 Membmhip lnformatlgn • 

~elephone (612) 3380791 I r) - 
Please check one: Individual ($25) D Family ($35) 17 
q Sustaining ($1 00 and up) CI Full-time Student ($1 5) q 

Mail to: UHome OOffice 

Name Telephone 

Address 

City State ZIP 

Employer Telephone 

Employer's Address 

CL Mmbershlp suggested by 
(If famlly membershlp. Iwseflll In the follawlng). 'I 

spouse's Name 
I 

Spouse's Employer I Telephone 

Membership contributions are tax deductible 

Employer's Address I 

I 1 
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