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Economic Challenges Continue

Issue Preview 0 Jared McEntaffer

Welcome to the eighth issue of the Dakota Outlook. This quarter, we are pleased to introduce two
new fellows to the Dakota Institute team: Joseph Schartz and Tracy Dice. Joseph Schartz earned
his Master of Public Policy from Georgetown University. Tracy Dice joins us from Dakota Wesleyan
University where she is an Associate Professor of Economics and Finance. Their additions strengthen
the breadth of perspectives the Dakota Outlook brings to readers, and we look forward to their
continued contributions.

As South Dakota’s ARPA-era federal funding finally winds down, Joseph Schartz turns attention to what
“normal” actually looks like. Federal dollars are projected to account for 41.5% of the FY2027 state
budget, not far from historical norms predating the pandemic. Medicaid remains the dominant driver,
and even a one percentage point shift in the federal match formula can move the state’s obligation by
$13 million. With sales and property tax policy in flux, Schartz argues that the greatest fiscal risk to
South Dakota may not come from Pierre but from Washington.

Tracy Dice makes a compelling case that healthcare deserves a larger place in South Dakota’s economic
conversation. At roughly 9.8% of GDP, it is the state’s second-largest industry. In the 31 counties with
available data, healthcare accounts for nearly 16% of employment on average, and wages in the sector
exceed the all-industry average in more than half of those counties. With the 65-and-over population
growing in 56 of 66 counties, the demand side of the equation is only accelerating, making workforce
shortages and rural access the central challenges ahead.

Kyle Kopplin digs into two major bills from the 2026 Legislative Session (SB96 and SB245) that
replace property taxes with sales taxes at the county and school district levels. Using a game-theory
lens, Kopplin shows that the benefits are grossly unequal: retail-heavy counties like Minnehaha and
Pennington stand to replace most or all of their property tax levies, while smaller neighboring counties
face pressure to follow suit or risk subsidizing someone else’s relief. What is framed as tax reduction is
better understood as a reshuffling of who pays and how reliably revenue is raised.

David Sorenson reports that South Dakota’s population grew by 7,984 (0.86%) between 2024 and
2025, with Minnehaha and Lincoln counties accounting for roughly two-thirds of the total increase.

One-third of counties lost population. If current trends hold, South Dakota would cross the one million
mark by 2033.

Aaron Scholl finds that South Dakota’s long-standing housing affordability advantage within the Upper
Midwest has narrowed considerably. Real median home prices rose roughly 30% between 2018 and
2024, and the typical borrower’s loan-to-income ratio now matches Minnesota’s. South Dakota built
more per capita than any neighboring state during the boom, yet supply still could not keep pace with
demand.

Devan Schaefer examines South Dakota’s position amid the national data center expansion. The
state’s wind-dominant grid, cold climate, and lack of a corporate income tax check major boxes for
hyperscale developers, but the 2026 legislative session reshaped the playing field by rejecting sales
tax exemptions on data center equipment. Schaefer also highlights a cost reality that extends beyond
state borders: South Dakota ratepayers will share in MISO’s $21.8 billion regional transmission
buildout regardless of whether any facility opens here.



How Does Federal Fiscal Policy Impact
South Dakota’s Budget?

Fiscal Policy 0 Joseph Schartz

It had to end at some point.

More than six years after the COVID-19 pandemic hit the world stage, federal American Rescue Plan
Act (ARPA) aid is finally coming to an end. As South Dakota returns to its normal federal funding
posture post-ARPA, ‘normal’ still means federal dollars finance roughly two-fifths of the total state
budget. The fiscal question facing state policymakers is not whether federal funds disappear, but how
exposed South Dakota is to federal policy shifts in Medicaid, transportation, education, and other key
areas.

In fiscal year 2026, approximately $1.5 billion (or 61%) of the state’s receipts are projected by the
Bureau of Finance and Management to be provided by sales and use tax. A mix of other income
sources (state lottery, contractor’s excise tax, insurance company tax, unclaimed property receipts,
tobacco taxes and a bank franchise tax) round out the state’s income balance. During this year’s
legislative session, state revenues forced lawmakers to make difficult choices, especially on the “big
three” priorities of Medicaid health care providers, education, and state employees. Enhanced revenue
projections delivered during the session made the choices slightly easier and enabled a 1.4% boost
for those categories.

A changing revenue picture

Substantial changes to both sales and property tax design are on the horizon with the passage of
Senate bills 96 and 245. Senate bill 96 authorizes counties to adopt an optional 0.5% sales tax to
reduce property taxes on owner-occupied homes. Senate bill 245 creates a state-backed property
tax reduction fund for homeowner relief, utilizing revenue from a 0.3% increase in state sales tax.

As lawmakers grapple with the future of sales tax receipts under this new design, it's worth taking a
closer look at a historically large (and essential) part of South Dakota’s budget and government service
delivery: the federal contribution.

In FY 2023, South Dakota ranked 16th highest in the nation for its proportion of federal funds that
make up the state budget. The recently enacted HB 1326 establishing the fiscal year 2027 budget
totals nearly $7.5 billion, and $3.1 billion of that, or 41.5%, is projected to come from the federal
government. Ten years ago, federal funds accounted for 36.4% of the state budget. While it's true
that federal stimulus in response to the COVID-19 pandemic significantly increased aid to states, this
year's proportion of federal funds isn't necessarily unusual. 20 years ago, toward the end of the Mike
Rounds administration, 41.6% of the fiscal year 2007 budget came from the federal government. In
a 2002 report to Governor Janklow, the Auditor General celebrated “the sound financial condition
of South Dakota” after closing the books on a fiscal year in which 36.8% of the budget came from
federal funds.

While it cannot claim the largest proportion of federal funding in state history, the 2027 budget
does mark another year in a series of sustained fiscal infusions from the federal government that



peaked in 2021. According to a review of state documents by South Dakota News Watch in 2023,
the state received a total of $13.84 billion in federal COVID-19 relief funding, $4.2 billion of which
was received by the state government.

As detailed by a report to the Joint Committee on Appropriations on January 14, the final funds
delivered to the state by the American Rescue Plan Act (ARPA) are due to be spent by the end of
2026 under federal deadlines. That $106 million is dedicated to a wide range of recipients, including
environmental projects, broadband expansion, workforce housing, tourism marketing, health care rev-
enue replacement, behavioral health, a Department of Health cardiac monitors/defibrillator initiative,
reemployment assistance, telemedicine, Capitol Lake improvements, a public health laboratory build
and remodel, and regental campus build remodels.

Table 1: Total Funding Update (As of 12/31/2025)

Project Budget Obligations Expenditures
Environmental Funding Projects (Private) $695,129,729 $695,129,729 $631,608,291
Environmental Funding Projects (State) $76,003,917 $76,003,917 $64,449,964
Broadband $49,924,419 $49,924,419 $42,725,438
Workforce Housing $50,000,000 $50,000,000 $36,398,760
Tourism Marketing $35,000,000 $35,000,000 $31,446,415
Behavioral Health $12,266,000 $12,266,000 $12,266,000
LIFEPAK $10,951,595 $10,951,595 $10,951,595
Revenue Replacement (Correctional Healthcare) $10,000,000 $10,000,000 $10,000,000
Environmental Funding Projects (Men'’s Prison) $10,000,000 $10,000,000 $10,000,000
Regional Services $8,000,000 $8,000,000 $4,073,347
Reemployment Assistance $5,500,000 $5,500,000 $5,500,000
Administrative $1,858,660 $1,858,660 $1,512,253
Telemedicine in Nursing Homes $2,686,819 $2,686,819 $674,700
Capitol Lake $3,000,000 $3,000,000 $3,000,000
Environmental Funding Projects (Women's Prison) $2,420,154 $2,420,154 $2,043,295
Telehealth $1,737,500 $1,737,500 $1,737,500
Total $974,478,793 $974,478,793 $868,387,558

Source: Dakota Institute, SD Bureau of Finance Management

For six years, state policymakers have lived in an unusual fiscal environment, adjusting their budgets
for a temporary post-COVID revenue reality. That the Covid relief era is finally over is made clear in
this year’s budget adjustments:

Tourism: -$8,750,000 federal authority for completion of ARPA marketing projects

Health (Family & Community Health): -$8,000,000 federal stimulus grants

Health (Laboratory Services): -$2,000,000 federal stimulus grants

Education (General Administration): -$2,607,000 federal stimulus grants

These adjustments are key to the state’s offramp from one-time funding, since any costs covered by
ARPA need to be replaced by general funds, some other funding source, or sunset altogether. But
even with the end of ARPA funding, and consistent with recent budgets, federal funds will continue to
play an essential role in the fiscal health of South Dakota. The design of federal programs explains
why.



Why does South Dakota receive so much federal funding?

Evaluating why South Dakota is toward the top of the list of states with a high proportion of federal
budget funds requires distinguishing between one-time dollars like ARPA and structural federal
expenditures. Medicaid is the largest driver of federal funds to the state, which is true of most states.
According to Pew, in fiscal year 2024, the program accounted for 68.8% of total federal grants to
states and was the largest source of federal funding in all but one state.

Governed by a formula known as the Federal Medical Assistance Percentage (FMAP), a slight majority
of South Dakota Medicaid expenses are paid for by the federal government. The Department of
Social Services estimates that even a one percentage point shift in the FMAP can reduce or increase
South Dakota’s funding responsibility by $13 million, making the state’s budget highly sensitive to
the formula. South Dakota’s share of annual Medicaid expenses has risen from approximately 36% in
2021 to 48%in 2026.

In fiscal year 2025, 16% of South Dakotans were enrolled in some form of Medicaid services. A 2025
DSS report notes, “40% of South Dakota’s children will rely on Medicaid or Children’s Health Insurance
Program (CHIP) during the first year of life” and 54% of nursing home residents are dependent upon
Medicaid to pay for their care. The portion of the state budget dedicated to Medicaid is therefore a
direct reflection of FMAP and the medical and financial health of the state’s citizens.

Table 2: FY2027 Budget

. Share of
Agency Federal Allocation Federal
Department of Social Services $1,183,918,645 38.2%
Department of Transportation $863,509,008 27.8%
Department of Human Services $413,398,653 13.3%
Department of Education $242,532,495 7.8%
Board of Regents $119,365,382 3.8%
Department of Health $88,392,019 2.9%
Department of Public Safety $35,025,898 1.1%
Department of Game, Fish and Parks $34,846,556 1.1%
Department of Labor and Regulation $33,931,305 1.1%
Department of the Military $26,903,675 0.9%
Department of Agriculture and Natural Resources $24,696,033 0.8%
Office of the Governor $12,260,941 0.4%
Office of the Attorney General $6,459,400 0.2%
Bureau of Finance and Manegement (BFM) $3,551,765 0.1%
Department of Veterans' Affairs $3,421,837 0.1%
Department of Corrections $2,984,210 0.1%
Secretary of State $2,276,143 0.1%

Source: Dakota Institute, SD Bureau of Finance Management

The second-largest recipient of federal funds in the state is the Department of Transportation. Federal
transportation funds are primarily distributed to states through grants using formulas determined
by Congress. Metrics like population, lane miles, vehicle miles traveled, and tax contributions play a
factor in the funding. These funds, largely from the Highway Trust Fund, often require state matching
funds, with money reimbursed to states after project approval. The Tax Foundation recently reported
that only two states, Maryland and New Jersey, raise enough revenue to fully cover their highway
spending. The analysis found that South Dakota covers 37% of its own highway spending, making the
federal government an indispensable part of the state’s transportation budget.



The third-largest block of federal funding goes to the Department of Human Services (DHS), also
highly impacted by Medicaid spending and FMAP. Funding for developmental disabilities services
($167M), the South Dakota Developmental Center in Redfield ($13M), long term services and
supports ($204M), rehabilitation services ($23M), and services to the blind and visually impaired
($3M) make up the 2027 DHS budget. Taken together, DSS, the DOT, and the DHS account for
nearly 80% of South Dakota’s federal funding.

Table 3: FY2027 Budget, Alternative View

A Share of
Agency Service Funded Federal Amount Federal
Social Services Medical Services $910,988,061 29.38%
Transportation Construction Contracts $775,068,873 25.00%
Education Education Resources $235,616,233 7.60%
Human Services Long Term Services and Supports $204,702,269 6.60%
Human Services Developmental Disabilities $167,096,083 5.39%
Social Services Economic Assistance $122,352,298 3.95%
Transportation General Operations $88,440,135 2.85%
Social Services Behavioral Health $72,273,632 2.33%
Social Services Children’s Services $53,470,808 1.72%
Health Family and Community Health $46,696,795 1.51%
Regents South Dakota State University $30,048,342 0.97%
Regents Agricultural Experiment Station $26,756,154 0.86%
Game, Fish and Parks ~ Wildlife - Informational $25,491,669 0.82%
Social Services Administration, Secretary of Social Servicese $24,833,846 0.80%
Human Services Rehabilitation Services $23,127,321 0.75%
Public Safety Criminal Justice Services $21,906,563 0.71%
Military Army Guard $18,336,841 0.59%
Regents SD School of Mines and Technology $16,888,005 0.54%
Human Services South Dakota Developmental Center - Redfield $13,540,729 0.44%
Regents University of South Dakota $13,303,651 0.43%
Regents University of South Dakota School of Medicine $12,404,570 0.40%
Labor and Regulation  Administration, Secretary of Labor $12,328,151 0.40%
Health Laboratory Services $12,167,968 0.39%
Labor and Regulation  Job Service $11,962,292 0.39%
Labor and Regulation ~ Reemployment Assistance $9,188,132 0.30%

Source: Dakota Institute, SD Bureau of Finance Management

Fiscal stability risks and watch points

The end of ARPA has shifted the focus on these one-time funds from budgeting and allocation to
project implementation and compliance to maximize the impact of federal assistance. As federal
funding support for states reverts to structural norms, state lawmakers could have fewer opportunities
to fuel the state’s economy with one-time federal funding.

The future of federal fiscal policy looms large for South Dakota. Federal funding formulas, match
rates, and grants have long been core to South Dakota’s balanced budget. Beyond sales tax receipts,
one of the greatest risks to South Dakota’s budgets remains federal attitudes toward health care
spending. State policymakers will likely closely monitor proposed changes to Medicaid, transportation
aid and formula grants. What should they watch in particular? FMAP changes, Medicaid eligibility and
utilization, and federal appropriations volatility. Considering the largest recipients of federal funds in
South Dakota, changes to Medicaid, transportation, or education policy remain significant risks to the
state’s general fund and overall fiscal health.



A Farmer, a Nurse, and a Welder Walk into a
Bar: Healthcare in the South Dakota
Economy

Healthcare I Tracy Dice

While the title of this article might sound like a setup for a joke, agriculture, healthcare, and manufac-
turing make up almost 30% of South Dakota’s GDP. If you were surprised to see healthcare on the list,
you are not alone.

South Dakota’s economy is often associated with agriculture, however, the healthcare industry is just
as large and in some cases larger. Based on annualized data from quarter three of 2025, healthcare
accounted for approximately 9.8% of total GDP, compared to 8.1% for agriculture (shown in Figure 1).
In fact, only the finance and insurance industry has a larger influence on the South Dakota Economy
due to friendly regulatory environments within trusts and credit card operations. This level of economic
influence has implications for the workforce, rural communities, policy decisions, and the overall
stability of the economy. Yet, healthcare remains an under-discussed industry within the state as
agriculture dominates discussions and headlines. This article examines the role of healthcare in South
Dakota’s economy, including its contribution to GDP, employment within the industry, the factors
behind its relative stability, and what its continued growth means for the state moving forward.

Fig 1: Healthcare as a Share of County GDP
South Dakota counties, Q3 2025
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Fig 2: Healthcare Share of Economy
Percentage of South Dakota economy, 2015-2024
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Healthcare has quietly maintained a consistent and substantial part of the state’s economy. Over
the past 25 years, healthcare’s share of GDP has increased from approximately 8% to nearly 10%,
showing that it is not just growing, but firmly established as a core part of the economic base. Since
2015, healthcare has ranged from 9.2%, peaking during the Covid-19 Pandemic in 2020, and then
leveling off around 9.6%, as shown in Figure 2. This further demonstrates the stability of the industry
within South Dakota.

GDP Maghnitude / Industry Ranking

Throughout the first three quarters of 2025, the healthcare industry consistently ranked as the second-
largest industry within South Dakota. Figure 3 shows how much of the county-level GDP comes from
the healthcare industry. Only 28 counties have available data, as reporting data for smaller population
counties would reveal confidential information and is therefore not publicly available. Most of these
counties rely on rural healthcare facilities, as shown in Figure 4.



Fig 3: Healthcare as a Share of County GDP
South Dakota county level GDP, Q1-Q3 2025
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Fig 4: South Dakota Health Care Facilities
Facilities by site subcategory, 2025
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Labor Force Impact

Data from the third quarter of 2025 shows that, among the 31 counties that show representative data,
a large portion of the total employment comes from healthcare. On average, 15.90% of employment
in these counties is tied to the healthcare industry. The range spans from 5.01% in Stanley County to
27.65% in Bon Homme County, as shown in Figure 5.

Healthcare wages in these counties show a similar pattern, accounting for between 3% and 29% of
total wages, as shown in Figure 6. These statistics indicate that a substantial portion of economic
activity in many counties is driven by the healthcare industry. Additionally, when examining average
weekly wages, 18 out of the 31 counties have healthcare wages that exceed the average across all
industries combined, shown in Figure 7.

Taken together, these findings suggest that many counties in South Dakota rely on the healthcare
industry, not only for providing care, but also as a significant economic driver through employment
and relatively strong wages. While data are not available for all 66 counties, it is reasonable to infer
that similar patterns exist in other counties with healthcare establishments.

Fig 5: 2025 Q3 Average Employment from Healthcare
South Dakota county level employment, 2025
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Fig 6: Percent of Total Quarterly Wages
Healthcare industry wages by county, 2025
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Fig 7: Healthcare Average Weekly Wages
Compared to all industries by county, 2025
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Fig 8: South Dakota GDP by Industry
Inflation adjusted 2026 dollars (millions), 1997-2024
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Stability

Economic swings occur in many forms, from volatility in agriculture to slowdowns in manufacturing.
Figure 8 compares: healthcare, agriculture, and manufacturing. Together, these industries have made
up roughly one-quarter to one-third of the state’s GDP output since 1997.

When looking for a reliable and stable industry in South Dakota, look no further than the healthcare
industry. This industry has consistently maintained between 8 and 10% of South Dakota’s GDP without
fluctuating very much. However, while healthcare has consistently contributed to GDP, agriculture has
varied between 4% and 12% of total GDP. Manufacturing, which accounted for over 12% of GDP in
the late 1990s, has declined to less than 8% in 2024. The data in figure 9 shows that the while the
percentage of GDP has remained stable, the actual current dollars produced in the healthcare industry
has multiplied by almost 5 since 1997 without instability that is found in other industries. These
trends suggest that healthcare is one of the most secure contributors to South Dakota’s economy and
is continuing to grow.

Why is healthcare such a stable part of the economy? First, healthcare is widely considered an inelastic
good, meaning the amount of care demanded is fairly insensitive to changes in the prices. Even if
healthcare costs increase, people still go to the doctor when they are sick, pay for medication, and
undergo necessary procedures because the alternative carries significant risks to their health.

Second, the government funds a large share of total healthcare spending through programs such as
Medicaid and Medicare. According to the Centers for Medicare & Medicaid Services, these programs
accounted for 38.8% of total national health expenditures in 2024. Finally, healthcare demand is
partially driven by population trends. As the population of South Dakota continues to age, the use
of healthcare services is expected to increase, contributing to steady and predictable demand over
time.
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Fig 9: Share of South Dakota GDP
Statewide, 1997-2024
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Fig 10: Population Change Among Age 65+
South Dakota elderly population change by county, 2014-2024
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Demand Drivers

As shown, the healthcare industry has been a stable part of South Dakota’s GDP, but will that continue?
The generation known as the “Baby Boomers” is approaching retirement age, and this trend is reflected
in the state’s population. The portion of residents age 65 and over has grown from 14.7% in 2014 to



18% in 2024. This trend is also evident at the county level, with 56 out of 66 counties experiencing
growth in the population of those over age 65, shown in Figure 10.

Figure 10 highlights that South Dakota’s population is aging across nearly the entire state, not just
in the more populated areas. This creates a growing need for access to healthcare in low-density
regions. While facilities are distributed throughout the state, gaps still exist. For example, Harding
County (indicated with a star on the map in Figure 10), a 2,678-square-mile region in western South
Dakota, does not have a single healthcare facility. As the population continues to age, consumption of
healthcare services is only going to increase, requiring the state of South Dakota to address how to
provide care for those in “inefficient” parts of the state.

Future Outlook

As shown in this article, the healthcare industry is a core pillar within the South Dakota economy. It
is the second largest industry as a part of GDP and has maintained stability while other industries,
like agriculture, are more unpredictable. Healthcare is also widely embedded across the state with
different types of establishments like the dozens of Rural Health Clinics and Federally Qualified Health
Centers.

While healthcare has been stable and slightly growing over the past 25 years, the industry is facing
several challenges. Access is one of the principal challenges the industry faces, especially in a state
with as much land mass as South Dakota. The rural healthcare establishments have to determine
how to serve their populations in a way that is sustainable. Another challenge is a workforce shortage
with the South Dakota Department of Labor and Regulation stating that there were almost 3,500
job openings in the Healthcare professions in August 2025. This shortage does not show signs of
shrinking as the industry is projected to add close to 8,000 workers by 2032.

Overall, healthcare in South Dakota is one of the strongest and most reliable industries. It will continue
to grow in the future, but it will require attention and planning to take care of the current and aging
population. Healthcare is a core contributor to the economy and it should not be an afterthought in
our economic dialogue.
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Shifting Bases, Shifting Incentives: Property
Tax Relief Isnt Free

Property Taxes I Kyle Kopplin

In South Dakota, county governments provide public services like snow removal, courthouses,
roads/bridge maintenance, and other services related to public safety financed almost exclusively
through property taxes. At the same time, school districts are financed through a combination of
locally-sourced funds and state transfers.

Given recent changes from the 2026 Legislative Session, this article compares sales taxes and property
taxes for funding local services, briefly discusses the channels for redistributing school district financing
from SB245, demonstrates the new sets of incentives for county residents and governments from
SB96, and concludes with potential joint impacts of the bills. The takeaways are that tax burden
shifting within- and across- jurisdictions can be expected, where incentives vary across the state and
even in relative proximity for near neighbors.

Property taxes are often criticized, but they remain one of the most stable and least distortionary
ways to finance local governments like counties and school districts. Property taxes fulfill theoretically
desirable traits of an effective and well-targeted tax since they are tied to immobile tax bases, provide
predictable revenue, are difficult to avoid, and align the cost of local services with the location of
beneficiaries. Sales taxes, by contrast, are levied on mobile transactions, fluctuate with economic
conditions, and can be shifted across jurisdictions through changes in shopping behavior, which gives
rise to predictable voting incentives for optional sales taxes.

Dozens of property tax bills went up for debate at the start of the 2026 Legislative Session. Of
those, a handful passed, and two stand out as having major implications for property taxation in South
Dakota. SB96 allows counties to impose an optional 0.5% sales tax to replace county-level property
taxes. SB245 creates a specific fund to collect sales taxes to replace school district-level property
taxes which come from the sunset of a sales tax reduction from several years ago, an effective sales tax
increase of 0.3% statewide. Calculations for assessed values and policies that determine spending
needs are unaffected by these two bills.

Both bills (SB96 and SB245) use sales taxes to replace property taxes at different levels of government.
Neither bill eliminates property taxes nor the need to finance local services, which are based largely on
local demand. Rather, homeowners will pay lower taxes on property and higher taxes for other types
of spending. The net effect for each household depends on the county and school district they live in,
the size of the property tax bill, current retail expenditure (which depends on the number of people
living in the household), and the retail environment in their immediate area relative to neighboring
areas.

Given the characteristics of property taxes relative to sales taxes, the conjunction of bills to ‘relieve’
property taxes should be understood not as a simple reduction in tax burden, but rather as a change
in how local public services are financed. Put plainly, property taxes are ‘replaced’ with sales taxes.
The economic question is not whether property taxes fall for homeowners on paper, but whether
substituting sales taxes for property taxes improves fiscal stability, equity, and long run incentives.
Keep in mind, the ultimate total tax burden across all types of taxes depends on the cost of local
services, and these bills are designed to reshuffle how those services get financed. The contrast
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between the two policies underscores how the level and institutional detail at which sales taxes are
levied determines whether tax replacement amplifies or attenuates geographic inequality.

Tax Shifting from Replacing Property Taxes with Sales Taxes

At first glance, replacing property taxes with sales taxes seems appealing to homeowners. The idea
gets pitched as lower property taxes because somebody else (e.g. a renter, a work commuter, a visiting
shopper, a tourist, someone in another school district or county, etc.) is paying some of the burden.
Despite the potential upsides for some, there are downsides and tax burden shifting across several
margins that are less obvious.

First, local governments value stability in budgets for consistency, but sales taxes are famously volatile.
South Dakota experienced this in the last few years, with the news cycles in early summer consistently
warning of potential cuts to state spending. Residents tend to prefer stable local government services
rather than annual changes as well. Due to revenue caps already in place, the county-level property tax
levies will grow at 3% or the rate of inflation, whichever is lower, but the property tax ‘relief’ for these
levies from sales taxes is relatively unreliable for household budgeting purposes. Households prefer
lower taxes, but they also prefer consistency of services and predictability of annual budgeting, so the
potential annual swings of ‘relief’ and services provided present a tradeoff.

Second, sales taxes are paid at the point of purchase rather than the place of residence of the taxpayer.
That means sales taxes preferentially benefit a) counties with more shopping options relative to their
neighboring counties and/or b) school districts with relatively high education expenses relative to their
retail base. Moreover, there is no guarantee that taxable transactions benefit the local area, relative
to property taxes which are collected and spent locally. Given South Dakota’s natural geography,
distribution of population, and concentration of high-traffic tourism, sales taxes have the potential to
increase spatial inequality of local government budgets and the services provided to residents.

Third, sales taxes on non-discretionary consumer staples scale to the size of the household (not the
physical size of the house) since larger families buy more groceries, clothing, paper products, and
everything else that the typical household needs. That means large households living in small houses
get less property tax replacement while paying more sales taxes. While big ticket items pay larger
sales taxes in dollar terms, the purchases of luxury items and other discretionary consumer goods are
more responsive to taxation, so sales tax projections are more likely to be overestimated if an area is
considering a higher sales tax rate.

Fourth, property taxes are more visible, especially for homeowners without escrow accounts or without
mortgages since property tax notices arrive as large, periodic bills. The total sales tax burden is
less visible because they are paid in small increments over the year and are difficult to keep track of
without strict household accounting practices. Infrequent property tax bills make homeowners ask
questions and contact policymakers in a way that naturally constrains government growth that cannot
be replicated with many, small sales tax transactions. Replacing visible taxes with less salient taxes
risks weakening that constraint without reducing the underlying cost of government. Taxpayers also
cannot contest sales taxes, compared to property taxes which have well-defined processes for how to
do so. Lower visibility and contestability means that people will pay sales taxes more willingly and will
be less likely to contact policymakers.
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Finally, renters contribute to property tax replacement through sales taxes, widening income and
wealth inequality in places with a large volume of sales taxes. Renters do not directly pay property
taxes, though they feel impacts from property tax passthrough from higher rent when property taxes
on buildings increase.

SB245 - Potential for Cross-School District Financing Spillovers

Relative to prior years and a recent Dakota Institute article, the FY27 General State Aid formula
remains unchanged in how it calculates school district funding needs based on enrollment, staffing
ratios, salaries, benefits, overhead, and its treatment of Other Local Efforts (OLEs). SB 245 replaces
school general fund property tax levies (emphasizing owner-occupied (OO) houses) by dedicating
pooled revenue from the retained 0.3% state sales tax to education, which alters the state funding
share. OLEs still reduce state aid, but larger fractions of school district funding needs are paid from
the state.

That said, the dollar-volume difference in state aid comes from sales taxes paid largely by state
residents in retail-heavy areas. As a result, there is reshuffling of who pays and who benefits from the
statewide 0.3% sales tax. School districts with more students likely have more taxable sales, but there
is no guarantee that those taxes collected in a school district will be proportional to the amount of
state aid the district receives.

For reference, in 2024, the Sioux Falls school district had 18% of overall state K12 enrollment and
received about 17% of total state aid paid to all school districts. The same year, the Rapid City school
district had about 8% of total enrollment and received around 7% of total state aid. The counties
comprising these two school districts make up half of total taxable sales in the state, so sales taxes
paid in these two school districts will almost certainly finance many other districts as a result of SB245.
Sales taxes are collected where transactions occur, but property tax replacement is concentrated
where school district needs are large fractions of total local service spending.

As such, residents that either live in school districts with small needs or have large households could
contribute to the pool of state aid through sales taxes more than one-for-one of the property taxes
being replaced. Vice versa, residents living in school districts with large needs or have small households
could expect a more than one-for-one reduction in school district property taxes relative to sales taxes
paid. Either way, by design, property taxes paid are less than before, sales taxes paid are more than
before to ‘replace’ property taxes, and the net effect depends on location and household structure.
Large households utilize more school district services than small households, but the sales taxes paid
by these households will not necessarily be spent in the local district as property taxes would.

SB96 - Cross-County Strategic Interactions

An understated institutional feature of SB9O6 is that counties adopt the optional sales tax through a
vote of county residents, while the tax is paid by anyone who shops in the county. This disconnect
between who votes and who pays alters political incentives. Counties where voters expect tourists or
non residents to bear a substantial share of the sales tax face very different incentives than counties
where sales are generated primarily by residents themselves. Having relatively more shopping centers
shifts the incentives in ways that are too strong to ignore, suggesting that certain counties will favor
adopting the optional tax much more than others.
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Generally, adopting SB9O6 is ‘best’ for residents where sales taxes are difficult to avoid and the county
government is inexpensive to operate relative to total economic activity, neither of which necessarily
benefits consumers, residents, or the county government. In contrast, adopting SB96 is ‘worst’ where
retail activity is thin, mobile, or already concentrated just outside county borders, since residents end
up replacing taxes for residents in other counties.

The estimates presented in this section are deliberately conservative and should be interpreted as
illustrating magnitudes and incentives rather than providing precise predictions. Taxable sales in the
250 largest cities in the state are used to create county-level sums from the Dakota Institute Municipal
Sales Tax Dashboard. These are compared to the most recent year of property tax data from the
annual Property Tax Statistical Report, appropriately harmonized to fiscal year 2024 which is payable
in 2025. Property taxes are paid in arrears, so too are property taxes ‘relieved’ by sales taxes, meaning
that the timing of both tax instruments matters for accurate comparisons. Shares of taxable value
and county-level property taxes paid for each category of property are calculated (agricultural (AG),
owner-occupied (OO), and other/commercial (OTH)), though property classes are much more relevant
for school district property taxes.

As with many local fiscal policies, the actual effects depend on geography, market structure, product
substitutability, and taxpayer mobility rather than design choices or language of the statute. Put
differently, potential benefits and incentives are grossly unequal despite the uniform ‘choice’ to adopt
the county-level sales tax from SB96. Taken together, all these features imply that any analysis likely
understates both the potential revenue from sales taxes and the complexity of local adjustment.

In the tables, each cell represents the net benefits to each county either adopting all of the optional
sales tax or none of it (though there is nuance with the sliding scale from 0% to 0.5%). The benefits
themselves are expressed in percentage of property tax replacement for each class of property (OO,
AG, and OTH). If OO property taxes can be completely covered by the sales tax, AG and OTH receive
the difference. The estimates here assume AG is given priority over OTH, but that will ultimately
depend on local decisions, if applicable. Residents/voters ought to consider the choices of other
residents/voters from other counties, and the amount of public data should allow residents in each
county to know the others’ potential incentives.

The specific comparisons are chosen to highlight different possible dynamics across South Dakota.
Each figure shows how much property tax replacement each county could receive under different
combinations of adopting SB96. Granted, these counties simultaneously compete with all their
neighbors, so these examples are intentionally narrow for tractability of the incentive structures. A
more comprehensive conclusion follows in the next section. When feasible, consumers would choose
to shop in no-sales tax counties to avoid paying taxes, so the analysis incorporates some reductions in
potential sales taxes (and therefore SB96 property tax replacement) in scenarios where one county
adopts the tax and an adjacent county does not. The 0.5% sales tax may be small (i.e. $0.50 per
$100 spent), but the incentives are still real, especially across millions of individual transactions.

Minnehaha vs Lincoln

Sioux Falls counties (Minnehaha and Lincoln) have about 40% of taxable sales in all of South Dakota,
consistently draw from a large region year-round, are relatively small in square miles, and are at the
intersection of two interstates. In this example, consider how consumers choose to substitute their
retail spending to lower tax areas, and Sioux Falls is one of the easiest places to do that.
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Sioux Falls is unique due to being the largest retail hub and being comprised of two different counties.
In Sioux Falls, a substantial share of property tax replacement under SB96 would ultimately be financed
by county residents themselves, either directly or through routine commuting and retail activity. Some
replacement would be from tourists, other travelers, or the surrounding region. The county boundary is
roughly 57th Street, with Minnehaha to the north and Lincoln to the south, where Minnehaha County
contains the overwhelming majority of the City of Sioux Falls. In this example, the assumption is that
the metro does not lose the taxable sales or tourism, but the two counties compete for sales taxes
(and therefore property tax replacement) by setting sales tax rates.

The first figure shows incentives based on payoffs for Sioux Falls counties. A rough 90-10 split for
taxable sales is used here, which aligns closely with county boundaries but may not necessarily reflect
actual sales geography. Still, the voting incentives in this example would not change under other
reasonable splits.

Residents of Minnehaha always have an incentive to adopt the optional sales tax since property taxes
are mostly (if not entirely) replaced. Without the sales tax, there is no replacement of property taxes.
Lincoln County has a smaller retail base, and Minnehaha County is an extremely close alternative with
many of the same options. Plainly, residents can get almost all of the same retail goods in Minnehaha
as Lincoln, but Lincoln does not have everything that Minnehaha has.

If Lincoln adopts the optional sales tax and Minnehaha does not, Lincoln loses a large portion of its
sales tax base to Minnehaha given the ease of driving across the city to avoid the sales tax. If both
counties adopt the sales tax, Lincoln keeps its share of the sales tax base and replaces more property
taxes with sales taxes than any alternative. Minnehaha has more to gain by adopting the sales tax in any
scenario, and Lincoln has more to lose from not following suit given their relative size and proximity.

GAME THEORY: SALES TAX DECISIONS BETWEEN
MINNEHAHA COUNTY AND LINCOLN COUNTY
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Minnehaha vs Moody

Sioux Falls draws taxable sales from its surrounding region and has fundamentally different markets
than its surrounding areas. For example, Moody County is much smaller, has almost no alternative for
the shopping variety in Sioux Falls (e.g. Moody has no Empire Mall, no Costco, many fewer restaurants,
fewer big box stores, less variety in most retail sectors, etc.), and has relatively little tourism. Moody
residents likely shop heavily in Minnehaha for specific products, and there is little opportunity to
substitute their retail behavior as a result.

As with Lincoln, it is in Moody’s best interest to follow whatever Minnehaha decides to do, with the
incentives shown in Figure 2. Here, the reason for following the larger county is because there are
few options to substitute retail activity. That said, the potential losses from not following Minnehaha
might be smaller for Moody than Lincoln due to a) fewer substitutable markets, and b) being slightly
further away. Granted, Lincoln still has larger benefits due to being a retail hub itself.

FIG 2: TAX BENEFITS OF SB96: MINNEHAHA OR LINCOLN COUNTY

SCENARIO
BOTH
ADOPT THE
TAXES

ONLY
MINNEHAHA
ADOPTS
ONLY
LINCOLN
ADOPTS

OWNER-
OCCUPIED

100%

REDUCED

OWNER-
OCCUPIED

100%

OWNER-
OCCUPIED

00%

REDUCED

AGRICULTURAL
REDUCED

AGRICULTURAL
REDUCED

AGRICULTURAL

00%

REDUCED

LINCOLN COUNTY

OWNER-
OCCUPIED

67%

OWNER-
OCCUPIED

00%

OWNER-
OCCUPIED

42%

REDUCED

AGRICULTURAL
REDUCED

AGRICULTURAL
REDUCED

AGRICULTURAL

00%

REDUCED

Sanborn vs Jerauld

Figure 3 shows two rural neighboring counties which are comparable in geographic size and have
very little tourism. Jerauld County and Sanborn County are situated close to (but not on) the 190
corridor to the south as well as Beadle County with Huron to the north, both drawing retail and tourism
activity. Some of the largest towns are Wessington Springs (population around 800) in Jerauld and
Woonsocket (population around 650) in Sanborn. Compared to each other, Jerauld has a smaller
county-level property tax levy, has slightly less OO property as a fraction of that levy, and has more
than double the taxable sales of Sanborn. Both have less to lose to each other than previous examples,
but Jerauld has much more to gain by adopting the tax regardless of what Sanborn does due to those
factors all working in its favor.
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FIG 3: TAX BENEFITS OF SB96: MINNEHAHA OR MOODY COUNTY
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Pennington vs Meade

The Black Hills region has concentrated tourism, but that activity is seasonal and highly dependent on
economic conditions across the country. Pennington County generates about 17% of South Dakota
sales taxes and has fundamentally different markets than its neighbors (as with Minnehaha/Lincoln

and their smaller neighbors).

In Figure 4, Meade County could be expected to suffer larger losses of sales taxes from adopting the
optional sales tax if Pennington does not (than vice versa) since there are certain shopping opportuni-
ties that are only available in Rapid City (e.g. Uptown Rapid Mall, Sam’s Club, Rushmore Crossing,
etc.). In addition to many fewer shopping alternatives, Meade has a large influx of (targeted) tourism
at the end of the summer, which is more sensitive to annual trends (and Sturgis Rally years ending in O
or 5) than the rest of the Black Hills. Meade has around 25% of the property tax levy that Pennington
has, but Meade has only around 8% of the sales tax volume.
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FIG 4: TAX BENEFITS OF SB96: JERAULD OR SANBORN COUNTY
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Pennington has more to gain than its neighbors from adopting the sales tax for the same reasons as
Minnehaha, but Pennington has much less to gain than Minnehaha for a few reasons. While Rapid City
is the shopping hub of the area, tourism is seasonal and cyclical, and Pennington County is much larger
and more geographically diverse than the Sioux Falls counties. In the Black Hills, a larger share of sales
tax revenue used to replace county property taxes is plausible from out of state visitors rather than local
residents, though there is less replacement overall. This distinction matters for both determining who
pays the tax (e.g. homeowners, renters, tourists, commuters, etc.) and enumerating the incentives. So
while Minnehaha's sales tax would primarily reshuffle tax burdens among local residents, Pennington’s
sales tax would allow county property tax replacement to be financed relatively more by external
sources. Tourists tend to be less aware of any county-level differences in sales taxes, meaning they are
less responsive to tax rate differences than local residents.

The point of these four examples is not whether sales taxes can work to replace property taxes (they
do, by design), but rather how the mobility of the tax base determines who stands to benefit the most
from the optional sales tax. A key takeaway is that the county with the larger sales tax base sets the
tone, and smaller surrounding counties have incentives to follow.

Major Takeaways from Strategic Interactions due to SB96

Generally, counties with the most to gain from SB96 have similarities across relative retail activity, ge-
ographic location, size of county budget needs, variety of county services, current financing strategies,
and proportions of property classes.

First, small county-level property tax levies can come from relatively little spending, relatively few
local services, few projects being funded through property taxes, or limited bond issues (e.g. Jerauld,
Campbell, Hand). Second, counties with large sales tax volume relative to the size of the county
government budget can come from a single retail hub that services a large region (e.g. Huron in
Beadle), high through-traffic along corridors (e.g. Chamberlain in Brule), seasonal tourism, or seats
of government with many commuters (e.g. Pierre in Hughes). Third, counties with small OO shares
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relative to other classes mean larger percentage benefits from OO-prioritized replacements from
SB96 (e.g. Hyde, Corson, Perkins). Last, counties with relatively few retail/sales substitutes have the
least to lose from behavioral shifting away from counties that adopt the sales tax. SB96 preferentially
benefits retail hubs and counties that are less expensive to govern (e.g. with less diverse need or
limited variety of local services).

On the other extreme, SB96 is the least beneficial under opposite conditions, along with some others.
These include when sales taxes are low relative to the county’s general funding needs (e.g. Harding,
Miner, Hanson), retail activity has many close geographic substitutes (Moody, Union, Turner), county
property taxes are already low or represent a small share of total property taxes (i.e. the benefits are
small but the political optics are high) (e.g. Bon Homme, Deuel, McCook), tourism traffic is high but
tourism spending is not based on retail staples (e.g. Custer, Fall River, Meade), or the property tax
base is heavily agricultural (e.g. Sully, Harding).

These characteristics, paired with tourism, present a complex picture of how residents of counties
might interact with each other to compete for property tax replacement. Counties with strong tourism
exposure could have slightly less reliance on their own resident tax base but may ultimately receive
fewer benefits due to cyclicality. At the same time, metro counties without heavy tourism face more
internal tax shifting among their own tax base.

Another consideration is the composition of the voting population. If there are a majority of homeown-
ers relative to renters, SB96 has a larger chance of being adopted. Moreover, counties like Minnehaha
and Pennington have larger fractions of sales taxes from commuters of nearby counties, so there
is a greater disconnect between who can vote on the tax and who ultimately pays the tax. So, for
example, Meade residents receive no say in Pennington’s likely adoption of the sales tax and have few
alternatives for retail beyond Rapid City.

Quick Diagnostics and What to Look For

To determine whether one county has a strategic advantage over another to adopt the optional sales
tax from SB96, a quick summary measure using taxable sales and property tax levies is useful. Find
the ratio of sales taxes, find the ratio of property taxes, then the ratio of the two (sales ratio/property
ratio) is a standardized metric. If this new ratio is greater than 1, the numerator county has greater
incentive to adopt the county-level sales tax. For example, in Pennington and Meade Counties, the
ratio of sales is 13/1, and the ratio of property is 4/1, so the ratio of the two is 13/4, greater than 1,
so Pennington has a greater incentive than Meade to adopt the optional sales tax.

Similarly, to determine whether residents in a school district will be net beneficiaries or net donors
from SB245, the ratio of state aid received to taxable sales volume is a standardized metric. The
higher the state aid and/or the lower the sales volume, the more likely residents of the school district
benefit. That said, household size still matters within school districts to determine impacts on particular
households.

The interaction between SB96 and SB245 is no trivial matter since county and school district bound-
aries rarely align in South Dakota. In fact, there are more than twice as many school districts as counties,
so the typical county contains pieces of several school districts. The best hypothetical scenario for
property tax replacement and school district financing would be residents that live in a county with a
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high volume of retail activity to replace county property taxes while also living in a school district with
very high state aid to draw sales taxes from other areas to replace school district property taxes.

Naturally, the opposite characteristics could be a hypothetical worst case - living near a county with
relatively higher retail while also living in a school district with relatively higher retail activity or lower
state aid to the surrounding school districts. These circumstances draw property tax replacement
away from residents via different mechanisms (e.g. school districts in counties bordering Minnehaha
or Lincoln that provide most retail staples and some variety to a smaller region). Since both Sioux
Falls and Rapid City school districts will be contributing largely to the amount of state aid paid using
sales taxes from SB245, this reinforces their incentives to adopt SB96 to replace property taxes at
the county level.

SB96 has the potential to shift the county-level tax burden away from those in the most expensive
(i.e. highest assessed value) houses, who also have the most potential benefits in dollar terms through
property tax replacement. Atthe same time, SB245 has the potential to shift school district tax burdens
onto relatively high-retail, low-enrollment school districts and make K12 spending on every district
more sensitive to statewide (and national) economic conditions. The largest burden of statewide
school financing in percentage terms gets put on residents in school districts where education is a
small portion of the economic activity. Both bills shift the burden onto high-retail households using
different mechanisms, which can be renters and households with dependents (e.g. children or elderly
adults), while shifting taxes away from homeowners with no dependents.

In some ways, having both bills is more neutral for tax burden shifting than having either alone in retail-
heavy areas, but the overall net effect depends on incentives regarding optional adoption of SB96.
The geographic combination of school district and county is critical to any resident’s net benefits.

The takeaway is not that property tax replacement is inherently economically desirable (or undesirable),
but that replacing property taxes with sales taxes changes who pays, how reliably revenue is raised, and
how local governments are constrained. For many homeowners, the apparent ‘relief’ arises not from
lower government costs, but from substituting a stable, visible tax with one that is more volatile, easier
to avoid, and less closely tied to residency and access to local public goods (e.g. students enroll based
on location, and school districts are funded by households who live there). Property taxes remain well
suited to financing local services precisely because they are difficult to avoid and are transparent to
taxpayers. Policies that change property tax payments by expanding reliance on sales taxes should
therefore be evaluated by more than ‘relief’.
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Behind South Dakota’s Population Growth

Population Dynamics | David Sorenson

The most recent state and county estimates released by the Census Bureau conveyed a continuation
of prior moderate growth and similar trends among counties. As in past years, this article will detail
specifics of state and county growth. The main focus will be on natural increase, decomposing births
and deaths into demographic structure effects and more behavioral elements, providing an interesting
perspective on differences among counties. A brief examination of rural-urban contrasts in both
demographics and in income and property ownership follows.

Population Change from 2024 to 2025

Continued growth in South Dakota state population is apparent in the 2024 to 2025 data, but
interpreting the annual estimates is not as simple this year after the Census Bureau made an update
to the 2023-24 estimates that was larger than usual. The primary change was the addition of about
3,000 international migrants. While a modest update to a single component of population change
may seem minor, it makes a significant difference in measures of change. The update bumped the
2023-24 growth rate from the earlier estimate of 0.69% to 1.01%, much more in line with prior years
with the exception of the higher growth between 2021 and 2022.

Given the updated 2023-24 estimate, the state population grew by 7,984 or 0.86 percent between
July 2024 and July 2025, again similar to most prior years (Table 1). Natural change as a percentage
of population was the same 0.28% as the prior two years, while growth from net migration added
0.57%. Like the previous year, there was a greater net influx of international immigrants than domestic
immigrants.

This contrasts with the prior three years when domestic migration was more pronounced.

Table 1: South Dakota Population Change Components, 2021-2025

Count % of Population

2021 2022 2023 2024 2025 2020-21 2021-22 2022-23 2023-24 2024-25
Population 896,303 909,156 917,739 927,110 935,094
Popn. Change 8,495 12,853 8,583 9,371 7,984 0.95 1.38 0.92 1.01 0.86
Natural Change 1,192 1,962 2,597 2,622 2,605 0.13 0.22 0.28 0.28 0.28
Births 11,064 11,244 11,183 11,309 11,299 1.24 1.25 1.22 1.23 1.21
Deaths 9,872 9,282 8,586 8,687 8,694 1.11 1.03 0.94 0.94 0.93
Migration 7,278 10,548 5,875 6,684 5,352 0.82 1.17 0.64 0.72 0.57
International 1,100 2,380 1,361 4,754 3,183 0.12 0.26 0.15 0.52 0.34
Domestic 6,178 8,168 4,514 1,930 2,169 0.69 0.90 0.49 0.21 0.23

Source: Dakota Institute, U.S. Census Bureau

South Dakota continues to compare favorably to the nation and the region in terms of population
growth (Table 2). The overall growth rate was about half again the national rate and more than double
the Midwest region’s rate. It was higher than any of the neighboring states. While natural change was
similar in Nebraska and North Dakota, South Dakota’s percentage growth attributed to migration was
second only to Montana, which had virtually no change due to natural increase.
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South Dakota’s performance relative to the nation is also reflected in its ranking among all states. The
overall growth rate ranked twelfth among all states. South Dakota’s growth due to births was fourth
among states, while deaths was 29th, combining for a natural increase contribution that was ninth in
the nation. Migration performance was strikingly similar for both international and domestic migration:
the state was sixteenth in international migration and seventeenth in domestic migration.

Table 2: Population Change Components as a Percentage of Population, 2024-2025

Population  Births Deaths Natural Change International Migration = Domestic Migration  Total Migration

United States 0.52 1.06 0.91 0.15 0.37 0.00 0.37
Midwest 0.35 1.06 0.99 0.07 0.26 0.02 0.28
lowa 0.25 1.13 1.04 0.09 0.18 -0.03 0.15
Minnesota 0.57 1.08 0.87 0.21 0.21 0.14 0.36
Montana 0.63 0.99 1.00 -0.01 0.08 0.56 0.64
Nebraska 0.62 1.21 0.91 0.31 0.33 -0.02 0.31
North Dakota 0.75 1.23 0.90 0.33 0.35 0.06 0.42
South Dakota 0.86 1.21 0.93 0.28 0.34 0.23 0.57
Wyoming 0.35 1.03 0.98 0.05 0.04 0.25 0.29
Source: Dakota Institute, U.S. Census Bureau
County summary

As usual, population change is not uniform across counties, and neither were the adjustments to
the 2023-24 numbers. About two-thirds of the revised immigration increase went to Minnehaha
(+1246), Brookings (+489), and Pennington (+304) counties. Other notable gains occurred in
Beadle (+186), Yankton (+100), and Hamlin (+98) counties. Those same six counties led the state
in immigration between 2024 and 2025. As shown in Table 3, Minnehaha had about 40% of the
immigration, Brookings had close to 20%, and Beadle had close to 10%.

Minnehaha (+3275) and Lincoln (+2022) counties combined for about two-thirds of the total pop-
ulation increase in the 2024-25 period. Brookings (+821) and Lawrence (+750) were the only
other counties with increases of over 500. The largest counties, those with populations over 10,000,
accounted for almost all of the growth. One-third of South Dakota’s counties lost population, with
the largest numerical decrease being -164 in Meade County. The largest percentage decrease was
about 2% in Mellette County, although it should be noted that Mellette’s reported birth numbers
were informally adjusted for this report to account for what appeared to be an assignment of many
Todd County births to Mellette. The adjusted numbers better reflect births as reported by the state’s
Department of Health. Five counties - Brookings, Campbell, Hamlin, Lincoln, and Lawrence - had
growth rates between 2.21 and 2.66 percent.

Exactly half of South Dakota’s counties had negative net migration, with seven even reporting slightly
negative net international migration. Hanson, Jackson, and Mellette counties had net outflows equal
to about two percent of county population, while Campbell, Lawrence, and Lincoln had net inflows
of more than two percent.Forty of South Dakota’s 66 counties experienced negative net domestic
migration, including ten of the eighteen largest counties. Beadle had the largest net outflow, almost
enough to counter the large immigration inflow in a manner similar to recent trends in states like
California, New York, and lllinois. Lincoln and Lawrence counties’ large inflows amounted to more
than two percent of each county’s population.
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Table 3: Population Change Components, Selected South Dakota Counties, 2024-2025

County Population  Pop. Change  Natural Change Births Deaths Total Migration Int'l  Domestic
South Dakota 935,094 7,984 2,605 11,299 8,694 5352 3,183 2,169
Beadle County 19,624 102 79 309 230 25 290 -265
Brookings County 37,635 821 194 401 207 622 592 30
Brown County 37,561 -60 15 411 396 -79 37 -116
Butte County 10,856 -29 -25 130 105 -54 1 -55
Clay County 15,031 -159 -41 93 134 -119 63 -182
Codington County 29,562 292 18 317 299 274 -3 277
Davison County 20,069 79 7 207 200 71 14 57
Hughes County 17,570 13 41 197 156 -30 9 -21
Lake County 10,993 -51 -2 109 111 -49 7 -56
Lawrence County 29,459 750 -82 184 266 841 55 786
Lincoln County 77,145 2,022 449 833 384 1,577 14 1,563
Meade County 30,711 -164 13 300 287 -175 7 -168
Minnehaha County 212,691 3,275 1,089 2,760 1,671 2,167 1,288 879
Oglala Lakota Co. 13,338 -78 92 249 157 -170 0 -170
Pennington County 116,792 480 209 1,339 1,130 259 209 50
Roberts County 10,255 -23 45 143 98 -67 6 -73
Union County 17,402 29 104 247 143 -76 39 -115
Yankton County 23,635 58 -34 219 253 90 71 19
Largest Counties 730,329 7,357 2,221 8,448 6,227 5,107 2,667 2,440
% of State Total 78.1% 92.1% 85.3% 748% 71.6% 95.4% 83.8% 112.5%
Minnehaha+Lincoln 289,836 5,297 1,538 3,593 2,055 3,744 1,302 2,442
% of State Total 31.0% 66.3% 59.0% 31.8% 23.6% 70.0% 40.9% 112.6%

Source: Dakota Institute

Natural Increase

Birth rates varied by a factor of four, from 0.61 to 2.46, across the state. In order to preserve scale
comparability, these are indicated as percentages of population, rather than as crude birth rates, which
are reported per thousand rather than per hundred. Several counties (Figure 1) had rates between
0.6 and 0.7, while only a couple of counties exceeded 2. The most notable region of low rates is in
the southwest corner of the state, with Clay County also very low. Higher rates are observed in the
western counties with large Native American population percentages along with a few other counties.
The discussion below will dive deeper into these rates.
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Fig 1: County Birth Rates
South Dakota birth rates by county, 2024-2025
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Death rates varied from 0.5 to 1.92, also roughly a factor of 4. Five counties had death rates between
0.5 and 0.6, while eight had rates between 1.5 and 1.92. Less regional concentration appears for
deaths. Several eastern counties had low rates, as did Harding in the far northwest of the state. Higher
rates are also quite scattered. These will also be discussed in more detail below.

Fig 2: County Death Rates
South Dakota death rates by county, 2024-2025
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Combining birth and death rates into natural increase (Figure 3), we find variation from -1 to +1.23.
Two Native American concentrations and Hamlin County stand out with high rates of natural increase,
while Fall River and Jerauld counties stand out with low rates. Interestingly, two of the Native American
counties, Mellette and Todd, exhibit negative natural increase.

Fig 3: Natural Rate of County Population Growth
South Dakota population growth by counties, 2024-2025
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Source: Dakota Institute, U.S. Census Bureau

Considering Demographic Structure and Behavior

Insights into natural increase can be gained by decomposing births and deaths into key structural and
behavioral components of change. For births, both the relative size of the cohort of child-bearing
females and the fertility of that cohort are examined. For deaths, we will focus on median age and a
comparison of actual deaths to those predicted by applying national death rates to the sex and age
structure of each county.

Births

South Dakota counties vary significantly in their age structures. Focusing first on births, we can see
significant differences in the relative sizes of the female cohorts between 15 and 44 which generate
almost all births. Extreme differences in the percentage of the population in the child-bearing cohort
are illustrated in the population pyramids below for Custer and Todd counties (Figures 4 & 5). The
Custer County pyramid is clearly concentrated in older age groups, while the Todd County graph is
close to a true ‘pyramid’ with a wider base of larger cohorts at younger ages.
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Fig 4: Custer County Population Pyramid
Custer County population by age and sex, 2024
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Fig 5: Todd County Population Pyramid
Todd County population by age and sex, 2024
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NOTE: A set of 2020 pyramids for all SD counties constructed by State Demographer WeiWei Zhang
is available at https://openprairie.sdstate.edu/census_data_sets-demographic/9/)

Using the 2024 Census Bureau estimate of population by age and sex and South Dakota Department
of Health counts of births, the percentage of total county population which is in the 15-44 year old
femalegroup was calculated and mapped (Figure 6). Unsurprisingly, high values are found in Brookings
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and Clay counties, home to the state’s two largest universities. Clay County in particular stands out with
close to thirty percent of its population in the child-bearing cohort. The next highest group consists
of the Reservation counties of Todd, Oglala Lakota, Ziebach, and Buffalo. The remaining counties
above twenty percent are Minnehaha and Lincoln, most likely due to their attractiveness to young
inmigrants.

Custer County has only about twelve percent of its population, less than half of the university counties
and more than ten percentage points lower than Todd. Several other counties have percentages less
than thirteen percent, with many more in the 13-15% range in the child-bearing cohort.

Fig 6: Females of Child-Bearing Age as % of Population
South Dakota concetration of females of child-bearing age by county, 2024

Source: Dakota Institute, U.S. Census Bureau
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The relative size of the child-bearing cohort is combined with the fertility of the cohort to determine the
number of births. As with many other measures, we have computed number of births per one hundred
females in the child-bearing cohort, rather than the more common general fertility rate measure
which is scaled per thousand. Fertility rates among South Dakota counties (Figure 7) range from an
extremely low 2.76 in Clay County, not surprising given the large percentage of college students, to a
very high 13.19 in Hamlin County, most likely attributable at least partly to recent high immigration.
For reference, the statewide fertility rate was 6.66 in 2024, and the national rate was 5.38.
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Fig 7: General Fertility Rate
South Dakota fertility rate by county, 2024
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If one applies an informal computation using the thirty years of age span in the child-bearing cohort,
total fertility can be estimated as 30*fertility rate/100 or 0.3 times the fertility rate. Using this
transformation, a fertility rate of 6.66 translates into a total fertility rate of 2 children per woman for
the state of South Dakota, just short of the 2.05 to 2.1 replacement level. The U.S. total fertility rate
translates to about 1.6 children per woman, much lower than the South Dakota level that has typically
led the nation in recent years.

Eleven South Dakota counties have fertility rates below 6, translating into approximate total fertility
of about 1.8 children per woman. In addition to Clay and Brookings, this group includes Fall River,
Jones, Lincoln, Meade, Potter, Stanley, Sully, and Union counties. In addition to Hamlin County, nine
other counties have fertility rates above 10, which translates roughly to three children per woman.
Contrary to common perception of high fertility driven only by the Native American population, only
two of those counties, Dewey and Mellette, have majority Native American populations. Exactly half
of South Dakota’s counties have fertility rates between 7 (replacement rate implied total fertility)
and 10, again illustrating that the high fertility phenomenon is widespread in the state. Combining
the demographic structure cohort size and behavioral fertility measures, we see several intriguing
groupings. Five Reservation (Bennett, Buffalo, Oglala Lakota, Todd, and Ziebach) counties have both
very high relative cohort sizes and above-average fertility rates. This is a logical combination, since
high previous fertility typically generates larger child-bearing cohorts. Several other counties have
high relative cohort sizes but low fertility rates. This includes the university counties (Brookings and
Clay) as well as Meade and Lincoln. Minnehaha combines a large child-bearing cohort with about
average fertility (close to replacement level), suggesting sizable continued numbers of births.

The lower end of the births spectrum is occupied by a set of counties with both low relative cohort
sizes and low fertility rates. Here we find Fall River, Lawrence, Potter, and Sully counties. Clay County,
whose fertility rate is so low that it overwhelms the cohort size, has a slightly higher expected birth
rate. It is joined by Custer, Stanley, and Jones, which aren’t low on both measures, but are low enough
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on one measure that the combined effect leads to an expection of births contributing less than one
percentage point of growth per year, as opposed to values above two percent for the highest group.

It should be noted that the result of combining the child-bearing cohort percentage and the fertility
rate generate values only relevant for the 2024 data. The birth rates as a percentage of population
discussed above will differ from the 2024 values due to the shift of years to 2024-2025 in the most
recent Census numbers, including year-to-year differences in birth rates, changes to the population
base which include shifts in other factors, and in differences in how the SDDOH tabulates births
relative to the Census Bureau tabulation.

Deaths

Death rates are obviously affected by demographic age structure. We will use median age to summarize
the structure. The range of values is extremely wide across the state, varying from 23.9 in Todd County
to 57.5 in Custer County. These values should, of course, correlate strongly, although not perfectly,
with the female child-bearing cohort percentage. Given this association, it is not surprising that the
other counties with average ages above 48 are Campbell, Fall River, Jones, Potter, and Sully (Figure
8). Likewise, the other lower-age counties are Brookings, Clay, Buffalo, Corson, Dewey, and Oglala
Lakota.

Fig 8: Median Age
South Dakota median age by county, 2024
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Source: Dakota Institute, U.S. Census Bureau

The behavioral component, combined to some extent with social conditions, is captured by a relative
measure of mortality. The most common measure, age-adjusted death rate, requires age- and sex-
specific death rates by county, which are of questionable value with many small numbers and a time span
including the Covid era. Instead, expected deaths were computed using national life tables applied
to the age-sex profiles of each county. The ratio of the actual deaths to expected, the Standardized
Mortality Rate (SMR), was then computed for each county. Values significantly higher than one would



indicate an actual death rate much larger than the national standard. Since actual deaths can be quite
volatile from year to year, the numbers should be regarded with some caution.

As with so many other measures, we find pronounced variation among counties (Figure 9). The lowest
SMR of 0.37 in Jones County represents actual deaths less than 40% of what would have occurred
if the county had the same death rates as the nation. Harding and Sully each had less than half the
expected deaths, while Bon Homme, Brookings, Custer, Edmunds, Lincoln, and Moody counties had
less than 75% of the expected deaths. Overall, slighly more than half of South Dakota counties had
actual deaths below the expected number.

Unfortunately, similar extremes were seen on the high end of the distribution. Buffalo County had
actual deaths more than three times the expected based on national mortality rates. Oglala Lakota and
Todd had rates more then 2.5 times the expected, and Corson, Dewey, and Ziebach had rates more
than double the expected. Other than Mellette County, another majority Native-American county, at
1.81, the next highest value was 1.56 in Hyde County.

Fig 9: Standardized Mortality Rate
South Dakota mortality rate by county, 2024
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Source: Dakota Institute, U.S. Census Bureau

Urban/Rural Location, Income, and Home Ownership

Demographic patterns are related to important urbanization and economic indicators. Many of the
rural counties display distinct demographic characteristics. Most of the counties with low Standardized
Mortality Rates are rural counties with White majorities. Among all of the White-majority counties,
rural counties also tend to have higher fertility rates, while the lowest fertility rates are found in urban
counties. Older median ages and lower child-bearing cohort percentages are also concentrated in
more rural counties with White majorities.
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Fig 10: Median Household Income
South Dakota median household income by county, 2024
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The highest mortality counties belong to a widely acknowledged low-income group (Figure 10). All of
the Native-American majority counties have median household incomes below two-thirds of the state
median income, with the lowest, Buffalo County, having a median income less than half of the state
median.

Among other counties the most urbanized areas of the state, those included in metropolitan statistical
areas (MSAs), all have median incomes near or above the state median. By far the highest median
incomes, over $100,000 in 2024, are found in Lincoln County, home to southern Sioux Falls, and
Union County, part of which would be considered suburban Sioux City. Most of the other counties with
at least 10,000 residents are in the top half of counties in median household income. The exceptions
are Oglala Lakota, Roberts, most of which is a portion of the Sisseton Wahpeton Reservation, and
Clay, whose indicators are greatly affected by the large university presence, and Butte. Less populous
counties display a range of median incomes ranging from about $57,000 in Walworth County to
$88,000 in Stanley County.

Property ownership levels, in particular the percentage of housing units which are owner-occupied,
were derived from the full count of the 2020 Census. Property ownership percentages vary from a low
of just under half in Todd County to 83 percent in Hanson County. Numerous other Native-American
counties have ownership rates below sixty percent, while many other rural White-majority counties
have rates near or above eighty percent. Clay and Brookings are notably low, not unexpected with the
university presence, while many of the larger urban counties such as Minnehaha and Pennington have
ownership percentages in the mid-60s.
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Fig 11: Percent of Housing Units Owner Occupied
South Dakota owner occupied housing units by county, 2020
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Source: Dakota Institute, U.S. Census Bureau

The various measures discussed document a number of widely know tendencies. The decomposition
is useful in understanding determinants and extending our understanding of driving forces. Hopefully,
the deeper understanding will help in anticipating possible future developments and implications of
policies. And one final note: if South Dakota continues the current annual increment to population,
the million mark would occur in 2033.
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Has South Dakota Lost Its Housing
Affordability Advantage?

Demographic Change I Aaron Scholl

For many years, South Dakota has been viewed as a relatively affordable place to buy a home, particu-
larly for first-time buyers and potential in-migrants, especially compared to more populous states in
the Upper Midwest. That perception is now in question.

In 2018, the median listing price in South Dakota was about $296,000 in 2025 dollars. That was
well below Minnesota, where the median price was about $362,000. It was close to Nebraska, at
roughly $299,000 and slightly below North Dakota, at about $301,000. Only lowa was clearly less
expensive, with a median price near $256,000.

Those price differences mattered. Lower prices, combined with more moderate borrowing levels,
made home ownership more accessible for many households in South Dakota. The state was not the
lowest-cost market in the region, but it occupied a favorable middle ground. It was less expensive than
Minnesota while remaining competitive with its Plains neighbors.

That position has become less distinct since the onset of the pandemic. Prices increased, borrowing
rose, and the burden placed on homebuyers grew. The central question is whether South Dakota
still maintains the relative housing affordability advantage it enjoyed before 2020. The data show a
clear answer: South Dakota remains more affordable than Minnesota and broadly competitive with
Nebraska and North Dakota. At the same time, housing costs and borrowing burdens are materially
higher than they were before the pandemic. The advantage remains, but it has narrowed substantially,
as South Dakota has shifted toward a higher-cost position within the region. This matters because it
changes who can realistically enter the housing market, particularly for first-time buyers and moderate-
income households who historically benefited from the state’s relative affordability.

Rising Prices and a Changing Order

The most visible change in the housing market is the rise in home prices. Across all five states, typical
listing prices climbed sharply between 2020 and 2022. South Dakota followed this pattern. Real
median prices increased from about $296,000 in 2018 to about $390,000 in 2024, a gain of
roughly 30 percent, in 2025 dollars.

Viewed over the same 2018 to 2024 window, the regional comparison shows relative positions across
states. Nebraska rose from about $299,000 to roughly $360,000 in 2024, after peaking near
$378,000in 2023. lowa increased from about $256,000 to about $302,000 in 2024, below its
2023 peak of about $321,000. Minnesota moved from about $362,000 to roughly $405,000 in
2024, after peaking near $416,000. North Dakota rose from about $301,000 to about $369,000
in 2024.
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Fig 1: Median Home Price, 2018-2025
Inflation adjusted 2025 dollars
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Two points follow. First, South Dakota recorded one of the larger sustained increases in the region
relative to Nebraska, lowa, and North Dakota. Second, the ordering across states changed. South
Dakota moved from the middle of the regional price distribution to near the top, overtaking both
Nebraska and North Dakota over this period. Furthermore, the gap with Minnesota narrowed, while
the distance from lowa widened.

More recent movement sharpens that picture. From their 2023 peaks to 2025, Nebraska, lowa,
and Minnesota posted larger percentage declines than South Dakota and North Dakota. Nebraska
fell from about $378,000 to $346,000 (-8.6%), Minnesota from about $416,000 to $388,000
(-6.7%), and lowa from about $321,000 to $283,000 (-11.8%). In contrast, North Dakota moved
from about $351,000 in 2023 to $364,000 (+3.7%) in 2025 after peaking in 2024, while South
Dakota moved from about $388,000 to about $379,000 (-2.3%). The cooling phase has been just
as uneven as the ramp-up in prices.

Average listing prices reinforce this pattern. In South Dakota, average prices rose faster than median
prices, indicating that higher-priced homes became more prominent in the market and that fewer
lower-priced homes were available. The market shifted upward not only in level, but also in composition
of housing available.

Prices have stabilized since their dramatic growth from the pandemic era, but stabilization is not a
return to earlier conditions. Typical housing prices in South Dakota remain well above pre-pandemic
levels, as they do across the region. The market has cooled from its peak, but the level shift persists.
Housing in South Dakota remains significantly more expensive than it was just a few years ago.
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Fig 2: Average Home Price, 2018-2025
Inflation adjusted 2025 dollars

$550K
$500K
$450K
$400K
$350K | o= ﬁ//\\
$300K
2018 2019 2020 2021 2022 2023 2024 2025
=8= |owa Minnesota =®= Nebraska =®= North Dakota =@= South Dakota

Source: Dakota Institute

Borrowing and Financial Strain on Homebuyers

Price growth tells only part of the story. The more important question for many households is how
much debt they must take on to buy a home. One way to evaluate this is to compare the size of a
mortgage, rather than the full home price, to a borrower’s income. Higher values indicate that a
household is taking on more debt relative to what it earns, reflecting greater financial strain. Lower
values indicate a more manageable borrowing position.

Before the pandemic, this measure was relatively stable across the region. In 2018, South Dakota
borrowers typically took on loans equal to 2.46 times borrower income. Nebraska stood at about
2.20. lowa was lower, at about 1.93. North Dakota was slightly higher at 2.50, while Minnesota
reached about 2.59. Then conditions changed quickly.

By 2021, the typical borrower in South Dakota was taking on a mortgage close to 2.96 times income.
Nebraska rose from 2.20 to 2.59 over the same period. North Dakota climbed from 2.50 to 2.78,
while Minnesota peaked at about 3.15, the highest of comparison states. Even lowa rose from 1.93
to 2.32. This was not a marginal shift. Buyers stretched significantly to remain in the market. In 2018,
South Dakota’s borrowing burden was about 2.46 times income, above Nebraska and just below
North Dakota. By 2021, it had risen to about 2.96, moving well above North Dakota and approaching
Minnesota.
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Fig 3: Loan-to-Income Ratio, 2018-2024
Inflation adjusted 2025 dollars
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Since 2021, this measure has eased, but the relative ordering has changed in a significant way. In
South Dakota, it fell from 2.96 to 2.70 by 2024. Minnesota declined from 3.15 to 2.70, leaving the
two states at nearly identical loan-to-income ratios in the most recent year available. Nebraska fell
back to 2.35, North Dakota to 2.60, and lowa to 2.10. By 2024, South Dakota's borrowing burden
stood well above lowa, Nebraska, and North Dakota, and effectively matched Minnesota.

Fig 4: Median Home Loan, 2018-2024
Inflation adjusted 2025 dollars
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Source: Dakota Institute
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Why Borrowing Has Declined in Most States

At first glance, the decline in these ratios suggests we are heading in the right direction, but it does
not reflect an improvement in underlying affordability. The recent decline in borrowing burdens is
not primarily the result of falling home prices. It reflects changes in financing conditions, particularly
higher mortgage rates. When rates were low in 2020 and 2021, buyers could support larger loans
with a given income because monthly payments were relatively manageable. As rates rose, the cost of
borrowing increased. The same household income could support a smaller mortgage. In that scenario,
loan sizes typically decline even if house prices remain elevated.

A simple example illustrates the mechanism. A household earning $80,000 might have been able to
support a $240,000 mortgage when rates were low. As rates increased, that same household might
only qualify for a $210,000 mortgage. The ratio of loan size to income (LTI) falls, but the household
is more constrained. This is the typical adjustment mechanism, and it appears in most states in
the data. After rising sharply during the pandemic, loan sizes in Nebraska, lowa, and Minnesota
have declined. South Dakota is the exception. Despite higher rates, loan amounts have continued to
increase, reflecting a market where prices have remained elevated enough to sustain larger loans. In this
way, a lower loan-to-income ratio can reflect tighter constraints rather than improved affordability.

Fig 5: Median Income for Homebuyers, 2018-2024
Inflation adjusted 2025 dollars
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Empirically, the contrast is clear. In Nebraska, inflation-adjusted loan sizes increased to about
$248,000 and declined to about $241,000 in 2024. Minnesota followed a similar path, rising to
roughly $315,000 and then falling to about $282,000 in 2024. lowa increased to about $196,000
and declined to roughly $190,000 in 2024, while North Dakota peaked near $267,000 and eased
to about $262,000 in 2024. South Dakota diverges from this pattern. Median loan amounts
increased from about $224,000 in 2018 to about $267,000 in 2021 and continued to rise to
$272,000in 2024.
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Over the same period, income growth has been more modest. In South Dakota, median loan amounts
increased by 21 percent between 2018 and 2024, while median homebuyer income rose by about
10 percent. Loan growth was roughly twice as large as income growth, helping explain why borrowing
pressures increased during the pandemic and remain elevated today.

Fig 6: Median Home Size, 2018-2025
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Higher rates may have pushed some lower-income borrowers out of the market, but that explanation
is incomplete. Similar selection effects would be expected across all comparison states, yet loan
sizes declined elsewhere while continuing to rise in South Dakota. This suggests that South Dakota’s
pattern reflects more than a shift in who remains in the market. Home prices have stayed high enough
to support larger loans, while income growth has not kept pace. As a result, the apparent improve-
ment in borrowing ratios reflects tighter borrowing constraints rather than a true improvement in
affordability.

Are People Buying Larger Homes Than Before the Pandemic?

If homes had become substantially larger or “better” during this period, some increase in prices and
borrowing would be easier to justify. The data do not support that explanation. Median square footage
has remained fairly stable across the region. In South Dakota, the typical home on the market today
is not dramatically larger than it was before the pandemic. Nebraska and lowa show similar stability.
North Dakota moves somewhat from year to year, but no clear upward trend emerges. Minnesota also
shows variation without a sustained increase. In other words, there is little evidence that the average
home being purchased today provides materially more space than it did in 2018.
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Fig 7: Median Number of Rooms, 2018-2025
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The median number of rooms shows even less movement. Across all five states, the typical number of
rooms changes little over time. This reinforces the same point from a different angle. Buyers are not
moving into substantially larger or more complex homes. Using both of these measures, the conclusion
is straightforward. Buyers are paying more, but they are not receiving more. Housing has become less
affordable since the start of the pandemic.

Limited Supply Response

A common explanation for rising prices is that supply failed to keep up with demand. Building permit
data for new residential construction provides one way to assess this hypothesis empirically. In raw
terms, Minnesota issues far more permits than the comparison states. That is not surprising given its
much larger population. Once permits are adjusted for population, however, the comparison changes
dramatically.

South Dakota stands out on a per capita basis. Because this measure is adjusted for population, it
accounts for differences in growth across states and still shows that South Dakota built more relative
to its size. During the pandemic, permits per 1,000 residents rose sharply and reached levels above
its Midwest neighbors. Activity has since eased, but it remains elevated relative to its peers. In 2024,
South Dakota issued about 6.49 permits per 1,000 residents, compared to 5.22 in Nebraska, 3.88
in lowa, 3.61 in Minnesota, and 2.92 in North Dakota.
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Fig 8: Total Authorized Building Permits, per Capita, 2018-2025
Permits per 1,000 people
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Even after the post®pandemic pullback, South Dakota continues to lead the region in per capita
building. Minnesota still built at a substantial pace in total terms, but its apparent dominance shrinks
once population is taken into account. The pattern is consistent throughout the period. States
expanded building activity during the pandemic, but not to the same extent as South Dakota. Even
after easing, South Dakota remains above its peers.

Even so, this increase in supply was not enough to offset increases in demand, illustrating just how
strong demand pressures have been in the state. Prices rose rapidly between 2020 and 2022 despite
higher levels of construction. South Dakota built more than its peers on a per capita basis, yet afford-
ability still declined. Part of this reflects the timing of supply. Building permits are a forward-looking
indicator, capturing authorized construction rather than completed homes. Even when construction
activity increases, it takes time for those units to enter the market. That lag helps explain why prices
can continue rising even as the supply response begins. Supply responded, but not quickly enough or
at a large enough scale to offset our current surge in housing prices.

A Market That Has Shifted

These patterns point to a South Dakota housing market that has shifted in level and in relative position
within the region. Prior to the pandemic, South Dakota occupied the middle ground. It was clearly
less expensive than Minnesota and broadly comparable to Nebraska and North Dakota. In terms
of home prices, Nebraska and North Dakota were often at or above South Dakota’s levels, while
borrowing burdens in South Dakota were generally higher than in Nebraska and closer to those in
North Dakota.

Since 2020, that relationship has changed. Housing prices in South Dakota rose faster than in several
neighboring states, and borrowing burdens increased accordingly. By 2024, South Dakota had moved
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ahead of both Nebraska and North Dakota on key measures. Median prices placed South Dakota
second in the region behind Minnesota, and the typical loan-to-income ratio in South Dakota now
matches Minnesota and stands above Nebraska and North Dakota. In other words, South Dakota did
not simply become more expensive, but also moved up relative to its neighbors.

The same pattern appears across supporting indicators. Loan sizes increased sharply during the
pandemic and have declined in most states since their peaks. In South Dakota, they have continued to
rise through 2024. While supply also expanded across the region, South Dakota built at a higher per
capita rate than its neighbors and still saw affordability deteriorate. Recent data show some softening,
but the adjustment has been uneven. Nebraska, lowa, and Minnesota have seen larger pullbacks
in both prices and loan sizes. North Dakota shows a more modest adjustment. South Dakota has
experienced the least post-peak adjustment. Prices remain elevated, loan sizes are at their highest
levels in available data, and borrowing constraints have tightened without a corresponding decline in
costs.

The pre-pandemic advantage that South Dakota held relative to Nebraska and North Dakota has
narrowed or, in some cases, reversed. South Dakota still compares favorably to Minnesota in level
terms, but its position within the region has shifted. The state now looks much closer to higher-cost
peers than to its traditional peers on several key measures of housing affordability. Buyers are paying
more without receiving larger homes, and increased construction has not been sufficient to offset
demand pressures. South Dakota remains relatively affordable in absolute terms, but it no longer
occupies the same position in the regional housing market. If population growth continues and supply
does not accelerate further, the pressures observed over the past several years are likely to persist.
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The Price of Power: Data Centers and South
Dakota’s Energy Future

Energy I Devan Schaefer

Introduction

The data center industry is in the midst of a historic expansion, driven by artificial intelligence, cloud
computing, and the rising volume of data that modern life generates. South Dakota sits at an unusual
position in this story. The state currently hosts no hyperscale data centers, the massive facilities that
power cloud services and Al workloads. Yet South Dakota is not a bystander. South Dakota'’s all sector
electricity rates ranks 23rd lowest in the nation . Its wind energy production, as a share of total in-state
generation, ranks among the highest . And its climate provides a natural advantage in managing
cooling costs, the one major operating expense that data center operators cannot automate away.

Those characteristics have drawn serious attention. As of early 2026, two hyperscale facilities totaling
nearly 930 megawatts of proposed capacity had been under consideration in the state. The picture
shifted following the 2026 legislative session, which rejected sales tax exemptions for data centers
and prompted Applied Digital to withdraw its proposed 430-megawatt campus in Deuel County. The
Gemini Data Center project in Sioux Falls remains on track.

This article examines what data centers are, how much energy the industry consumes nationally, and
what the buildout means for South Dakota, both as a potential host state and as a state already being
pulled into the cost structure of the national expansion through the shared regional grid.

What Is a Data Center?

A data center is a facility that houses the computing infrastructure, including servers, storage systems,
and networking equipment, that processes, stores, and distributes digital information. Every email sent,
every online purchase completed, and every video call placed depends on a data center somewhere
in the chain. The facilities vary massively in scale, from a climate-controlled server room in an office
building to sprawling campuses consuming as much electricity as a small city (see Figure 1).

The industry organizes data centers into four categories. Edge data centers are small facilities po-
sitioned close to end-users to reduce network latency. Enterprise data centers are private facilities
operated by a single organization for its own computing needs, typically modest in scale. Coloca-
tion facilities operate on a landlord model, where a single owner builds and maintains the physical
infrastructure and leases space and power to multiple tenants.

Hyperscale data centers occupy a category of their own, routinely exceeding 100 megawatts and
built by or for the major technology companies that power the cloud, including Amazon Web Services,
Microsoft Azure, Google Cloud, and Meta. A single hyperscale campus can house tens of thousands
of servers, span hundreds of thousands of square feet, and consume more electricity than many small
cities.
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Fig 1: Data Center Types by Capacity Scale
Typical operating capacity range (MW)
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SD proposals = Applied Digital (430 MW, Deuel County) and Gemini Data Center (~500 MW, Sioux Falls).

The two facilities proposed in South Dakota illustrate the scale involved: Applied Digital’s 430-
megawatt campus in Deuel County (since withdrawn following the 2026 legislative session) and Gemini
Data Center’s approximately 500-megawatt project northeast of Sioux Falls are both hyperscale
developments. To put that in perspective, a 500-megawatt facility operating at maximum load would
consume roughly the same amount of energy as 350,000 South Dakota homes.

At that scale, even marginal improvements in energy efficiency translate into significant cost and
infrastructure differences. A useful measure of data center efficiency is Power Usage Effectiveness,
or PUE, which measures total facility energy consumed relative to energy used solely for computing.
As of late 2024, the industry average PUE is approximately 1.56 ; the best hyperscale facilities now
approach 1.1. Cold climates contribute meaningfully to achieving lower PUE values, as outside air can
substitute for mechanical cooling for a significant portion of the year.

The National Demand Surge

According to the Lawrence Berkeley National Laboratory’s (LNBL) 2024 U.S. Data Center Energy
Usage Report, U.S. data centers consumed just shy of 60 terawatt-hours of electricity in 2014,
representing roughly 1.8 percent of the country’s total generation. By 2023, that figure had reached
176 terawatt-hours, tripling in less than a decade, and accounted for approximately 4.4 percent
of national electricity consumption. Growth between 2018 and 2023 alone represented an 18
percent compound annual rate, driven by cloud computing and, more recently, artificial intelligence
infrastructure (see Figure 2).
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Fig 2: U.S. Data Center Electricity Demand
Historical consumption (TWh) and projected range through 2028
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LBNL's low-scenario for 2028 is 325 terawatt-hours; the high scenario reaches 580 terawatt-hours, a
tripling of 2023 levels within five years. By 2028, data centers are projected to account for between
6.7% and 12% of total US electricity consumption, up from 4.4% in 2023. The range reflects
uncertainty about the pace of Al adoption and efficiency gains that new generations may deliver.

Fig 3: National Residential Electricity Prices, 2015-2025
Average Residential Rate ($/kWh)
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To accommodate the increase in demand, utilities have been accelerating investments in generation,
transmission, and grid infrastructure. These costs are being passed onto to ratepayers. According to a
January 2026 report by PowerLines, utilities requested nearly $31 billion in rate increases in 2025,
more than double the year prior. According to the same report, national residential electricity prices
have risen by roughly 40% since 2021 and rose 7 percent in 2025 alone. Increased residential prices
can be clearly seen using data from the US Energy Information Administration (EIA) in Figure 3.

South Dakota’s Energy Profile: Not Just About Cost

As shown in Figure 4, South Dakota’s average industrial electricity rate was approximately 9.60 cents
per kilowatt-hour in January 2026, modestly above the national average of 9.29 cents and above
several neighboring states including lowa (7.35 cents), North Dakota (7.95 cents), and Wyoming
(8.60 cents). Foran industry in which electricity typically represents 30 to 60 percent of total operating
costs for a hyperscale facility, that positioning warrants consideration.

Fig 4: Industrial Electricity Rates
Industrial $/kWh (January 2026)
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While South Dakota’s energy cost might not be the most competitive, its generative mix is. According
to ElA's State Electricity Profiles 2024, wind power provided approximately 58 percent of the state’s
in-state electricity generation in 2024. Hydropower contributed another 22 percent. Combined
with modest contributions from solar and other sources, renewables accounted for approximately 80
percent of South Dakota’s total in-state net generation (see Figure 5).

That renewable profile matters for data center operators beyond cost. Major technology compa-
nies, including Amazon, Microsoft, Google, and Meta, have committed to matching their energy
consumption with 100 percent renewable electricity. South Dakota’s wind-dominant grid makes those
commitments easier to satisfy, either through direct power purchase agreements with wind facilities
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or through renewable energy certificates. For context, wind accounts for just 10 percent of U.S. net
generation nationally, making South Dakota’s 58 percent share a meaningful structural advantage.
Combined with the climate advantage for free cooling and the absence of a state corporate income
tax, South Dakota checks major boxes on a hyperscale site selection checklist.

Fig 5: Electricity Generation Mix (2024)
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Developer activity reflects that appeal. Applied Digital, a data center and Al infrastructure company,
proposed a 430-megawatt campus near Toronto in Deuel County, a roughly $5 billion project. Gemini
Data Center SD LLC, backed by a California-based family investment group, received city approval to
annex approximately 160 acres northeast of Sioux Falls in October 2025, with plans for a facility of
approximately 500 megawatts.

However, the 2026 legislative session altered that trajectory in part. Lawmakers rejected bills that
would have provided sales tax exemptions on data center equipment and software purchases. Applied
Digital's vice president said the project “doesn’t make sense at this time"” in response and indicated
the company would let its land agreement near Toronto lapse, though he noted the company could
revisit its plans depending on the outcome of future elections. The Gemini project in Sioux Falls was
described as unchanged. Additionally, Governor Larry Rhoden signed two data center-related bills
into law: one allowing the Public Utilities Commission to charge data center developers for the cost of
regulatory reviews, and another requiring water use compatibility assessments, separate utility rate
structures for large data centers, full cost reimbursement from developers, and explicit protection of
local ordinances that restrict or regulate data center development.

MISO and the Regional Grid

The legislation session addressed direct cost exposure from in-state facilities, but South Dakota’s
electricity costs are also shaped by forces that originate well beyond its borders. South Dakota’s



utilities are members of the Midcontinent Independent System Operator (MISO), a nonprofit grid
operator managing electricity flow across a 15-state region serving more than 42 million customers .
Recent legislation in South Dakota, requiring full cost reimbursement from data center developers
and separate utility rate structures for large loads, provides meaningful protection against direct rate
impacts on South Dakota consumers from in-state facilities. That protection, however, does not extend
to regional grid costs. For regional transmission projects like those in MISO’s Long Range Transmission
Planning portfolio, costs are allocated across member-state ratepayers within the relevant subregion
rather than absorbed solely by the states where the lines are built.

In December 2024, MISO's board unanimously approved its Long Range Transmission Plan Tranche
2.1, a portfolio of 24 projects (two of which run through South Dakota) spanning 3,631 miles at
an estimated cost of $21.8 billion, citing surging data center demand and renewable energy inter-
connection as primary drivers. South Dakota ratepayers will contribute a share of those regional
infrastructure costs regardless of whether any data center opens within state borders. The in-state
legislation addresses local exposure; it does not insulate South Dakotans from the cost of a regional
grid being reshaped, in part, by data center load growth elsewhere in the MISO footprint.

South Dakota at the Crossroads

Those regional dynamics set the backdrop for a more immediate question: what kind of state does
South Dakota want to be in this buildout? South Dakota is not the first to face this question, and
the experiences of others provide useful context. States that moved quickly to attract data center
investment, including Virginia and Texas, are now managing the consequences of rapid, large-scale
development. The Northern Virginia corridor has become the largest concentration of data center
capacity in the world, generating significant transmission costs and upward pressure on residential
electricity bills. Texas has experienced grid reliability concerns in part because new load additions
outpaced infrastructure planning.

The case for development in South Dakota rests on real advantages. Hyperscale campuses represent
billions of dollars in capital investment, generating property tax revenue and construction employment.
South Dakota's renewable energy profile positions the state well for facilities seeking to meet corporate
sustainability targets. The case for caution is equally important. Hyperscale data centers are energy-
intensive but not labor-intensive, with a facility typically employing only 100 to 200 full-time workers
once operational. Additionally, large facilities relying on evaporative cooling can consume between
one and five million gallons of water per day, a meaningful consideration where agricultural water use
is already carefully managed.

South Dakota’s 2026 legislative session offers an early case study in how states can shape development
through policy. Rather than approve tax incentives, lawmakers passed targeted restrictions: cost
reimbursement requirements, water use reviews, and protection of local authorities to regulate or
limit facilities. Other frameworks worth considering include requiring developers to bear the full cost
of grid interconnection, mandating annual energy and economic impact reporting, and creating rate
structures that prevent large-load cost shifts onto residential and agricultural customers. The choice is
not binary. South Dakota need not choose between becoming Virginia and turning away investment
entirely. What it can do is establish the terms before facilities are built rather than after, a lesson the
2026 session has already begun to demonstrate.
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Conclusion

South Dakota's low electricity rates, wind-dominant generation mix, and cold climate have made it an
attractive location for hyperscale data center investment. That distinction carries genuine economic
opportunity, but it also comes with cost implications that extend beyond whether the state actively
chooses to host the industry. The $21.8 billion transmission expansion approved by MISO in Decem-
ber 2024, two projects of which run directly through the state, will be partly funded by South Dakota
ratepayers regardless of what in-state development decisions are made.

If South Dakota chooses to host hyperscale development, the key question is not whether to say yes,
but what conditions govern that decision. Cost allocation, water rights, infrastructure requirements,
and rate protections for existing residential and agricultural customers are policy variables that other
states have addressed with varying success. The states that fared best were the ones that established
those terms before construction began. The price of power, in every sense of that phrase, is worth
watching closely.
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