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For western North Dakota, the economy has gone from 
one extreme to the other.  Following seven consecutive 
decades of population decline, today western North 
Dakota is the fastest growing rural region in America – if 
not the world. 

When communities have such rampant growth, economists often refer to the economic impact as the Crowding 
Out Effect. In short, the Crowding Out Effect is created by the pressure to increase wage rates as a result of the very 
competitive labor market established by the fast-growth, high-wage energy industry sector. 

Existing businesses, especially ones that offer average 
wages, are severely challenged to maintain their existing 
labor force in a red-hot economy that can escalate wages 
by 100% or more. 

The Crowding Out Effect also significantly impacts 
existing residents on fixed incomes as they see rent, food, 
energy and other prices increase. 

ISSUE:  Crowding Out Effect

The Issue
The high wages that the oil industry is able to offer impacts business and governmental agencies across all sectors. 
The one-two percent unemployment rate underscores the inability of employers to find adequate labor, causing an 
escalation in wages. These higher wages attract labor away from sectors that typically pay lower wages. 

In the short-term, the impacts are two-fold: 1) to compete, local businesses must raise their wages and 2) higher wages 
drive up the cost of living. People whose wages have not escalated in relation to the cost of living, and those who are 
on fixed incomes, are often forced to leave the community to live where the costs are lower; they are “crowded out.” 

In the long-term, economic development capacity and community investment related to energy development can 
“crowd out” consideration of long-term and non-energy-related economic development and diversification.

RECOMMENDATIONS
1. Pursue Economic Diversification Activities at Local and Regional Levels
2. Identify and Implement Large-scale, “Value-added” Energy Initiatives

Background - Defining Crowding out Effect

The term “Crowding Out Effect” is also use by economists to 
describe expansionary fiscal policy, which does not relate to this 
analysis.

The Challenge of Winning

Many residents who have benefited financially from the oil 
development (due primarily to royalties) view their quality of life as 
“threatened” or compromised by the population increases, crime 
increase, etc.   They are now “selling out” and taking their personal 
wealth with them.  This reduces the philanthropic contributions that 
long-term, invested residents have a tendency to make and “give 
back” to their communities.
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In a paper written for Vision West ND, the Center for 
Rural Entrepreneurship noted that there are additional 
impacts specific to this region.  One impact, for 
example, may be pressure for agricultural lands to 
be turned over to oil development causing long-term, 
broad-based loss of agricultural capacity.  Efficiencies 
in the development of new multi-well drilling pads 
mitigate some of the agricultural land impacts.  In 
general, however, the impact on agricultural acreage 
is negligible, given the ability to coincide oil and 
agricultural production.

The Crowding Out Effect has had an indisputable 
negative impact on the businesses and residents 
of the region.  How the impacts are addressed will 
take a combination of market forces and proactive 
community and state initiatives.

ReCommendaTion #1: puRsue eConomiC diveRsifiCaTion aCTiviTies aT loCal and 
ReGional levels
Summary:  In the near term, communities will continue to respond to the impacts and opportunities directly associated with the energy industry. Over 
time, communities will need to more broadly diversity their communities. For a fuller discussion of this opportunity and specific recommendations 
see the “Economic Diversification” section.

Action: Advocate, Create Policy

Lead: Cities and Counties and Tribal Segments

Economic Diversification Activities

However, Western North Dakota should use this period of economic strength to diversify its 
economy beyond the twin pillars of oil and agriculture.

While the Building Communities Strategic Planning methodology has been focused at the local 
level, a section of the regional plan elevates this analysis and discussion to the regional level.  
Specifically, 11 of the 25 Building Communities Strategies have been selected by a majority of 
the Steering Committees as shown in the table.

The selected strategies represent considerable work by approximately 1,000 North Dakotans 
(Steering Committee members and general citizenry) in local planning efforts that took place 
between February 2012 and September 2013.  Communities are mobilized at the local level but 
the regional analysis provides an elevated strategic assessment of top strategies that the entire 
region (perhaps the state) could and should implement in order to diversify economically.  

In the near-term, communities will continue to respond to the impacts and opportunities directly 
associated with the energy industry.  Over time, however, communities will need to more broadly 
diversify their economies.  

FREqUENCy OF STRATEGy SElECTION

Strategy
Selection 

Frequency

Infrastructure Development 20

Business Retention and Expansion 20

Local/Regional Tourism 17

Attracting Government Funding 16

Downtown Development 15

Energy Development 14

Health Care 14

Value-added Agriculture 13

Business Recruitment 12

Pass-through Visitor Services 12

Entrepreneurial Development 11

“Right now, North Dakota and the communities in the 
western part of the state are largely focused on dealing 
with the immediate impacts, positive and negative, of 

the oil boom.  Nearly all of the civic capacity within these 
communities is focused on addressing issues of roads, 
housing, crime and other impacts.  As a result, there is 
less capacity, motivation and energy to think long-term 

and ensure broad-based diversified growth in the local and 
regional economies. 

 
In essence, economic development capacity, leadership 
and investment related to the oil boom are crowding out 
any consideration of non-boom and long-term economic 

development and diversification.”

— Don Macke
Center for Rural Entrepreneurship

Background - Fast Growth City and County

Market forces are being led by massive residential development.  Such development is beginning to have an effect on housing rentals (and even 
motel room and RV space rates).  The region is beginning to move toward an economic equilibrium, yet the impacts of this rapidly growing 
economy will likely impact businesses and (especially fixed-income) residents for many years ahead.  
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ReCommendaTion #2: idenTify and implemenT laRGe-sCale, “value-added” eneRGy 
iniTiaTives
Summary: Large-scale projects and investments will continue to emerge in order to address—and capitalize upon—the economic forces of the 
region.  Leveraging such large-scale investments will create additional economic diversification throughout the region. 

Action: Advocate

Lead: Vision West ND in collaboration with the North Dakota Department of Commerce

Taking Bold Measures to Diversify

The development of the energy industry is dominated by private sector interests.  The private sector, rather than the communities and state, has the 
greatest interest and economic ability to implement energy projects and initiatives. 

Simultaneously, it is in the interest of the western North Dakota region, and the state as a whole, to identify and implement long-term, high-wage 
“value-added” initiatives related to the growing energy sector.  

Currently, North Dakota has only one refinery (located in Mandan). Two other areas in the VWND region are planning additional oil refineries, one on 
the MHA Nation and one near Dickinson. Efforts such as these represent “value-added energy.” 

Second, the burgeoning supply of natural gas presents an economic opportunity for the region.  Proactive measures to add value to what is initially an 
environmental externality creates a long-term economic and environmental benefit.  According to the North Dakota Pipeline Authority, the economics 
are now in place for this investment to occur. 

Third, long-term, high-wage jobs occur in the upper echelons of the energy industry itself.  To the extent possible, western North Dakota communities 
can establish themselves as “North Texas” in terms of recruiting and retaining energy management positions in the local economy.  

Summary
Large-scale projects, largely dominated by private sector interests, will likely continue to emerge in efforts to capitalize 
upon the economic forces of the region. The private sector has the greatest interest and greatest economic ability to 
implement energy-related projects and initiatives. Such projects, called “value-added” energy projects, include the 
proposed new oil refineries that are being built near Dickinson, near Trenton and on the Fort Berthold Reservation.

Crowding Out Effect SPOTlIGHT - VWND Region
The state of North Dakota has an unemployment rate of 3%, and the Vision West ND region’s unemployment rate is approximately 1%.  The 
result: existing local employers cannot find employees--and when they do, the cost of labor is extremely high.  This issue is impacting 
employers throughout the region.

Crowding Out Effect SPOTlIGHT - Mountrail County
The pressure on the labor force is creating complications for non-energy industry employers who cannot afford to compete with oil field wage 
rates. One specific concern of Mountrail’s Steering Committee is the inability to hire social workers due to labor shortage issues.
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literature Review
“Redefining the “Crowding Out” Effect:  Economic Development Capacity and Long-term Resilience in the Face of an Economic Boom” 
(The Center for Rural Entrepreneurship, February 2012)

•	 How	communities	across	fast-growth	regions	maintain	and	build	long-term	community	and	economic	development	capacity.
•	 Begins	as	a	labor	market	challenge.
•	 Initially,	wages	increase.		Higher	wages	then	attract	temporary	workers	which	bring	new	challenges	such	as	housing,	cultural	conflicts	and	

demand for public services.
•	 Community	and	economic	development	activities	are	typically	driven	locally.
•	 A	region’s	quality	of	life	is	impacted.
•	 Local	leadership	capacity	may	be	challenged	to	do	anything	beyond	responding	to	the	immediate	short-term	challenges.
•	 Local	and	regional	leaders	must	recognize	that	proactive,	intentional	and	strategic	economic	development	is	critical.
•	 A	deep	commitment	to	economic	diversification	is	paramount.
•	 Smart	and	aggressive	planning	will	provide	a	sound	road	map	for	diversification	and	economic	development.
•	 Strategic	investments	should	be	made	in	maintaining	and	building	non-boom	related	economic	development	capacity.

Background - Montana-Dakota Process Bakken Crude into Diesel for Bakken Market

Montana-Dakota Resources is developing a 20,000-barrel-per-day diesel topping plant in South Heart.  The $300 million project is the first 
greenfield refinery built in the United States since 1976.  The project, a joint venture with Calumet Specialty Products Partners, will include 16 
storage tanks.  

The project is an example of local investment creating local jobs utilizing local resources within the region.


