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Inflation does vary between rural and urban Minnesota

By Marnie Werner
Vice President of Research

According to a Star Tribune article in January 2022, “For the broader Midwest, inflation was
7.5% in December, far above the 5.9% rate in the more heavily populated northeastern states.”
Inflation wasn’t even consistent around the state: “Rochester; St. Cloud; Mankato; Fargo, N.D.;
and La Crosse, Wis., reached an inflation rate above 8% through the last months of 2021 ....
Duluth was just below that level” (Kumar and Sitaramiah, 2022).

How does it happen that the inflation rate for the Midwest region was just below 6% in
December 2021, but for Minnesota’s population centers, inflation rates were more than two
percentage points higher? And was inflation really hitting some parts of the country harder than
others?

The short answer is yes. We know that inflation varies over time, but it can also vary in strength
in different parts of the country and even within a single state.

In general, inflation happens when, as the saying goes, “too many dollars are chasing too few
goods.” We can see how this happened during the pandemic, starting in late 2020/early 2021,
where, according to an lowa State University report, inflation was being driven by three factors:

Pent-up demand. By spring of 2021, people were sitting on money saved up from rising wages,
government payments, and not being able to shop, go on vacation, or even drive to work. When
they went out into the marketplace to try to buy goods that were often in short supply due to
supply chain disruptions, they were effectively bidding up prices.

Supply chain disruptions. Even though things were settling down in the U.S. by 2021, countries
around the world were still dealing with sick workers and quarantines, disrupting their ability to
manufacture and ship goods. Here in the U.S., a shortage of truck drivers that started before the
pandemic was likely exacerbating the supply chain situation (Kumar and Sitaramiah, 2022).

Workforce shortage. Besides truck drivers, workforce shortages that had started well before the
pandemic are still disrupting industries and services. Employers have found it challenging to
replace retiring Baby Boomers, forcing them to raise wages drastically in a short period of time



as they try to attract and retain scarce employees. Those costs have then been passed on to
consumers.

Rural areas were hit harder by inflation between 2020 and 2022

As inflation began ramping up, between 2020 and 2022, rural households were hit with a
double whammy: a sharp increase in the price of gas for a group that on average drives more
miles than urban dwellers. Rural residents in general spend more of their income on gas than
urban dwellers, simply because rural drivers travel longer distances for everything and have
little to no public transportation as an alternative. Urban households, on the other hand, spend
more of their income on housing compared to rural households, said researchers from the
Federal Reserve Bank of New York in a January 2023 report (Chakrabarti, et al). While the price
of gas went up everywhere in the U.S.,, the increase in the price from its lowest point right after
the start of the pandemic to its peak in June 2022 was sharper for places like the Midwest and
the South, which tend to be more rural than the East or West Coasts.

In Minnesota, for example, between 2020 and 2022, the average price of gas (all grades, all
formulations; eia.gov) shot up 210%, from a low of $1.55 during the week of May 4, 2020, to a
peak of $4.80 during the week of June 13, 2022 (Figure x, gas price chart). In comparison,
California, known for having some of the highest gas prices in the nation, saw only a 132%
increase in its average price of gas ($2.72 up to $6.31) during the same time period.
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Figure 1: While California's gas prices tend to be higher, the price of gas rose faster and farther in Minnesota during
2021 and 2022. Data: U.S. Energy Information Administration

In addition, rural households are more likely to own larger vehicles, which get poorer gas
mileage, and are more likely to own a used car. Used cars in particular saw a huge increase in
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used car prices during 2020 due to a lack of new vehicles caused by supply chain problems
(Conroy and Weiler).

In cold states in the Midwest, natural gas, liquified petroleum, and propane also jumped in price
(Peters, 2022). Even though the price of natural gas fluctuates seasonally (Figure x), a twelve-

month moving average for the price of natural gas in Minnesota from 2013 to 2023 shows the
unmistakable trend upward during 2021 and 2022.
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Figure 2: Natural gas prices were staying fairly level or even trending downward until the middle of 2021, when
they took a sharp jump. Data: U.S. Energy Information Administration

Although not as serious, inflation in the price of food was also a pain point for rural residents,
partly as the cost of shipping products to rural areas drove up prices and partly because, with
rural grocery stores dwindling in number, rural Americans also drive farther to get their
groceries. The median rural householder has to travel 3.11 miles to shop at their nearest

grocery store, compared with 0.69 miles for urban households (Conroy and Weiler), but in the
more rural areas, that distance can be much farther.

Inflation affects rural household income differently

These increases in prices also affect rural households’ discretionary income as well, says an lowa
State University Extension report. According to the report, discretionary income (what’s left
after necessities are paid for) in rural households is more vulnerable to inflation anyway
because rural households have lower incomes on average compared to urban households. This
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difference is often balanced by the fact that most rural areas also offer a lower cost of living. In
2021 and the first half of 2022, however, rural households were hit much harder by spiking
prices for fuel and used cars compared to their urban counterparts (Peters, 2022).
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Figure 3: Discretionary income in urban U.S. and rural U.S. households decreased as inflation rose between 2020
and 2022. Only a major jump in earnings saved rural households from losing their discretionary income altogether.
Data: Peters, David. “Inflation Impacts on Rural Households in the U.S.” lowa State University Extension and
Outreach, 2023.

Based on an analysis of data from the Bureau of Labor Statistics’ Consumer Expenditure Survey,
rural households in 2020 had a median after-tax income of $55,465, of which 85% went to
necessities. That left $8,165 in discretionary income for savings and other expenses (Table 1). By
2022, rural earnings had risen by a whopping 43% to a median income of $79,160, but inflation
rose faster, by 56%, causing necessities to take up 93% of income that year. Discretionary
income shrank to $5,430, two thirds of what it was in 2020.
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Table 1: Inflation (the cost of expenses) rose sharply for U.S. rural areas between 2021 and 2022 but were offset by
a rise in earnings at the same time.

Expenses $60,515 $64,982 $71,509 $47,300 $51,894 $73,727
e loRCY $12,374 $11,429 $7,142 $8,165 $6,118 $5,433
income

Total income $72,889 $76,411 $78,651 $55,465 $58,012 $79,160

Expenses 7% 10%  Expenses 10% 42%
l?lscretwnary 8% -38% l?lscretwnary 25% 11%
income income

Total income 5% 3% Total income 5% 36%

Data: Peters, David. “Inflation Impacts on Rural Households in the U.S.” lowa State University Extension and Outreach, 2023.

In urban households, earnings rose by only 8% from 2020 to 2022, while expenses rose 18%, much
slower than in rural areas. Because urban households didn’t see the same increase in earnings that rural
households did, their discretionary income fell as well, especially during 2022, when transportation costs
for rural areas fell and housing costs for urban areas rose (Peters, 2023).

If not for the extraordinary growth in earnings in 2022, however, rural households and their discretionary
income would have been far worse off. Rural areas tend to have a higher percentage of households on
fixed incomes; these households would not have participated in that earnings growth and therefore
would have been much more affected by inflation (Kumar and Sitaramiah). For example, if rural
households had averaged only the same 3% increase in income between 2021 and 2022 that urban
households had but also saw the same 42% increase in expenses that year, the average rural household
would have been nearly $14,000 in the red (Table 2).

Of course, some of the reason behind the big jump in inflation in rural areas that year may have had to
do with the large increase in earnings—again, too many dollars chasing too few goods—but this
hypothetical scenario is a dramatic illustration of how inflation can eat into discretionary income.
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Table 2: If rural U.S. regions had seen only the same increase in earnings as U.S. urban regions had during 2021-
2022, the 42% increase in the cost of expenses would have wiped out any discretionary income. This may well have
happened in households on fixed incomes that did not see that same increase in income.

Expenses 560,515 564,982 S$71,509 $47,300 551,894 S73,727
Discretionary $12,374 $11,429 $7,142 $8,165 $6,118 -$13,975
income
Total income 572,889 576,411 578,651 555,465 558,012 $59,752
Urban U.S., Urban U.S., Rural U.S., Rural U.S.,
2020-21 2021-22 20-21 2021-22
Expenses 7% 10%  Expenses 10% 42%
l:)lscrehonary 8% -38% l:)lscrehonary 5% 0%
income income
Total income 5% 3% Total income 5% 3%

Data: Peters, David. “Inflation Impacts on Rural Households in the U.S.” lowa State University Extension and Outreach, 2023.

Conclusions: We need to dig deeper on inflation numbers
As the economy moved through 2022 and into 2023, gas prices fell while housing costs rose, lessening
the burden on rural areas and shifting it to urban areas, especially the Coasts (Chakrabarti, et al).

These kinds of differences between urban and rural households can go unnoticed, however, because the
Consumer Price Index for All Urban Consumers (CPI-U), the most common measure of inflation in the
U.S., surveys only urban populations, as its name implies. It does capture residents who are technically
“rural,” those living in areas that are classified as rural by the Census Bureau. The survey accounts for
about two thirds of people living in areas defined as rural by the Census Bureau and represents about
93% of the U.S. population, according to a Congressional Budget Office letter (Swagel).

Rural residents do make up anywhere from 15% to 20% of the U.S. population, depending on which
definition of “rural” is used, so the fact that about 15% of households in the CPI survey are rural sounds
representative. As the CBO letter goes on to explain, however, those rural survey respondents are
located near urban centers. The Bureau of Labor Statistics, which conducts the survey, doesn’t separate
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out the data on the rural households for separate analysis “nor collects data on prices for people in other
rural areas” (Swagel).

As researchers who worked to extrapolate data for the rest of rural America showed, price data in rural
areas not near urban centers can be quite different from the prices presented by the CPI. Ultimately,
when urban and rural data are combined, urban data usually overwhelm the rural data, disguising what
is really going on in more remote areas. So, while the CPl is the standard measure of inflation, in rural
areas, it doesn’t necessarily tell the whole story.
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