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EXECUTIVE SUMMARY

Overall economic perfor-
mance remains strong in Cen-
tral Minnesota.

While annual data revisions
suggest more limited employ-
ment gains than were previ-
ously reported, favorable
survey responses and other
indicators of local economic
activity point to a favorable
economic outlook.

Current readings of the St.
Cloud Index of Leading Eco-
nomic Indicators as well as
the local Probability of Reces-
sion Index predict a continua-
tion of recent local economic
strength. While dysfunctional
conditions in the nation’s capi-
tol persist, it appears a lot of
the extreme uncertainty over
the resolution of the “fiscal
cliff” that clouded last quar-
ter’s local outlook has been
lifted. Area businesses are
less likely to be “very con-
cerned” about the potential
for contractionary fiscal pol-
icy than they were three
months ago.

Area employment grew at a
1.1 percent rate over the year
ending January 2013, although
the private sector created jobs
at a 1.7 percent annualized rate
over this same period. Once
again, our suggestion that pre-
viously reported local employ-
ment data are subject to sub-
stantial revisions in the state’s
release of the January labor
market data appears to have
been warranted. The annual
revisions to the local employ-
ment numbers have reduced
the rate of area job growth by
at least a full percent, largely
by revising upward 2011 em-
ployment. The area private
sector remains strong, as near-
ly all sectors of the local pri-
vate economy created jobs
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during the past year. Only
business and professional ser-
vices, leisure and hospitality,
and other service sectors shed
jobs over the past year. Whole-
sale trade, financial activities,
retail trade, and education and
health sectors each experi-
enced above average job

growth over the last 12 months.

The January local unem-
ployment rate was 7.3 per-
cent, an increase from the 6.6
percent jobless rate recorded
one year earlier. The number
of people unemployed in the
St. Cloud area rose to 7,957 in
January — about 700 more
than one year ago. The area
labor force fell slightly from
year-ago levels. Much of this
is due to data revisions. St.
Cloud-area payrolls were
revised upward, showing now
that the area is within 1,000
workers of reaching its high-
est levels, set in the
mid-2000s. Growth at the
rates seen in the last two
years would lead to employ-
ment reaching the 2006-07
highs by mid-year.

The St. Cloud Index of
Leading Economic Indicators
rose in the latest quarter, now
reaching its historical high.
Two of four indicators in the
index were positive. The St.
Cloud Probability of Reces-
sion Index stood at 34.3 per-
cent in January, placing the
chances of recession at slight-
ly better than 1 in 3.

Forty-four percent of 75
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surveyed firms experienced
improved business activity
over the past three months,
while only 21 percent reported
decreased activity. This is
weaker than reported last
quarter, but this is a normal
seasonal effect. In fact, most
of the February 2013 current
activity survey numbers are
well above the normal read-
ings for this time of the year.

Survey results of the future
outlook are particularly
strong. Seventy-three percent
of surveyed local firms ex-
pect to enjoy increased busi-
ness activity in six months’
time. Only S percent of firms
expect decreased future ac-
tivity. The readings on this
future outlook are the best
ever recorded in our Febru-
ary survey. Firms also remain
optimistic about future em-
ployment conditions — the
numbers suggest the best jobs
outlook in seven years. And,
they continue to be (at least
somewhat) more optimistic
about the ability to increase
prices received. There is also
modest evidence of tightening
of the local labor market, as
twenty-four percent of firms
expect it to be more difficult
attracting qualified workers
by August.

In the first special ques-
tion, we updated the informa-

tion we received from area
businesses last quarter re-
garding their concerns about
the “fiscal cliff.” While fiscal
cliff issues remain, area firms
are less likely to be “very
concerned” about these issues
than they were last quarter.
Last quarter, 54 percent of
survey respondents were
“very concerned” about the
fiscal cliff, and 26 percent
were “moderately concerned.”
In this quarter’s survey, only
21 percent of respondents are
“very concerned,” although 37
percent express “moderate
concern.” Eleven percent of
firms are “not at all con-
cerned,” a clear improvement
from 6 percent we reported
last quarter.

In our second special ques-
tion, we report mixed reviews
by area business leaders of
Gov. Mark Dayton’s January
tax proposal. Thirty-six per-
cent of firms are “strongly
opposed” to adding a new in-
come tax bracket for higher
income individuals and cou-
ples. Nineteen percent of firms
are “strongly opposed” to a
property tax rebate of $500 per
homeowner (the same percent-
age of surveyed firms are
“mildly opposed” to this pro-
posal). Thirty-seven percent of
those surveyed are “strongly
opposed” to lowering the sales
tax rate but expanding the tax
base. Forty-three percent of
firms are “strongly in favor”
of hiking the cigarette/tobacco
tax, and 21 percent of firms
are “moderately in favor” of
reducing the corporate tax
rate but ending several exemp-
tions and expanding the num-
ber of businesses covered by
the tax. Finally, 24 percent of
firms are “strongly opposed”
to a snowbird tax on part-time
residents.

THE ST. CLOUD AREA BUSINESS OUTLOOK SURVEY

CURRENT ACTIVITY

Tables 1 and 2 report the

TABLE 1-CURRENT

most recent results of the
business outlook survey. Re-

sponses are from 75 area busi-

nesses that returned the re-
cent mailing in time to be
included in the report. Partici-

Febrmry 2003 vs. three months ago

pating firms are representa-
tive of the diverse collection
See QBR, Page 2F
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of businesses in the St.
Cloud area. They include
retail, manufacturing,
construction, financial,
health services and gov-
ernment enterprises
both small and large.
Survey responses are
strictly confidential.
Written and oral com-
ments have not been
attributed to individual
firms.

Survey responses
from Table 1 are strong-
er than we have found in
the February Current
Business Conditions
survey in recent years.
This quarter’s diffusion
index on current busi-
ness activity is the high-
est ever recorded in our
winter survey. Note that
this period is historically
weaker for surveyed
firms than is found at
other times of the year,
so it is not a surprise
that the business activ-
ity index reported in
Table 1is lower than it
was in November 2012.
A diffusion index repre-
sents the percentage of
respondents indicating
an increase minus the
percentage indicating a
decrease in any given
quarter. For any given
item, a positive index
usually indicates ex-
panding activity, while a
negative index implies
declining conditions.

CURRENT
BUSINESS ACTIVITY
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The current employ-
ment index at +16 is
higher than any Febru-
ary survey except 2005S.
In February 2009, in the
depths of the Great Re-
cession, the current
employment index was
-31.6. Other labor in-
dicators found in Table 1
are also quite favorable.
The index measuring
employee compensation
is the second-highest
value recorded in six
years, and the item on
current difficulty at-
tracting qualified work-
ers rebounded in the
recent quarter.

CURRENT
PRICES RECEIVED
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All other items in
Table 1 have remained
solid over recent quar-
ters. The index on cur-
rent prices received
suggests a nice improve-
ment in area firms’ suc-
cess in passing on higher
prices to customers. In
addition, the national
business activity index
rebounded over the last
quarter, and the capital
expenditures index re-
mained at a healthy
level.

As always, firms
were asked to report any
factors that are affect-

TABLE 2-FUTURE

BUSINESS CONDITIONS
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ABOUT THE
DIFFUSION
INDEX

The diffusion index rep-
resents the percentage
of survey respondents
who indicated an in-
crease minus the per-
centage indicating a
decrease.

ing their business.

These comments
include:

» Again we ask, why
are gas prices continu-
ing to climb? We pur-
chase a lot of fuel for
our business and the
roller coaster ride on the
gas prices is getting
very old. It seems
there’s always an excuse
for the price increases
but never concrete an-
swers.

» Finding qualified
workers (that are willing
to actually work).

» The unstable and
high prices of gas and
diesel. This hurts all
businesses.

» Concern about
Europe/further financial
crises there.

» Proposed sales tax,
cost of healthcare on a
small business, recruit-
ment of needed talent —
all huge challenges for
2013! I understand why
businesses leave Minne-
sota and choose not to
expand here!!

» Opening new busi-
ness venture in order to
compensate for de-
creased sales in other
areas.

» Extra taxes and
delayed income tax fil-
ing has negatively af-
fected first quarter units
so far.

» Government is try-
ing to regulate most of
us out of business. I feel
they are going over-
board. Give small firms
a chance to grow.

» Reason business is
down versus three
months ago — we’re
somewhat seasonal and
we had a great fourth
quarter. I look for 2013
to be good year — busi-
nesses I deal with had
good years in 2012 and
they look for the trend to
continue. Why is it as
soon as the economy
picks up steam, the gov-
ernment wants to raise

taxes?

» Health care ex-
penses — concerns with
the ACA and the Minne-
sota exchange.

» Decrease in rural
population and how it
will affect business.
Education, employment,
supplies, customers,
cost of doing business is
going to make for some
real change.

» We are surprised by
the lack of construction
activity in the St. Cloud
area. We will have no
choice but to look out-
side this area for pro-
jects to bid.

» North Dakota ener-
gy boom is helping our
area.

» The health care
environment in the com-
ing years will have a
negative impact on our
employees.

» Concerns over the
“fiscal cliff” remain
because no action was
taken to address the
underlying deficits. This
combined with uncer-
tainty on new health
care laws and pending
activity on climate
change leaves business
very uncertain.

» Interest rates re-
maining low have of-
fered homeowners un-
derwater an opportunity
to do something about
their predicament. And,
it has increased refi
activity, which ups our
business. Increased
rates and changes to the
interest deduction would
change that.

» Excessive federal
regulation and overbear-
ing examinations have
become very costly and
a detriment to growing
business.

» It’s very difficult to
find committed employ-
ees, which still remains
amystery given the
economy. New younger
hires want to come and
go as they please and
ask what the company
will do for them.

» Washington con-
tinues to spend money it
doesn’t have ...

FUTURE OUTLOOK
FUTURE
BUSINESS ACTIVITY
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Table 2 reports the

future outlook for area
businesses. The index on
future overall business
activity is the highest
recorded since the Win-
ter 2004 survey. Sev-
enty-three percent of
surveyed firms expect
increased activity in six
months, and only S per-
cent of firms expect
conditions to worsen.
Likewise, the index on
future employment is
the highest recorded in
seven years. Nearly half
of our survey respon-
dents expect to add
workers to their payrolls
by August. This outlook,
combined with an im-
proved future employee
compensation index (48
percent of firms expect
to increase wages and
benefits), suggests the
local labor market is in
better shape than it has
been for several years.

FUTURE EMPLOYMENT
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The remaining items
in Table 2 also look very
healthy. The index on
future capital expendi-
tures remains strong as
area firms take advan-
tage of low interest rates
and an improved outlook
to improve their capital
stock. Expected national
business activity is also
improving — 43 percent
of surveyed firms expect
improved national busi-
ness activity, and only 4
percent think national
conditions will worsen.
Area firms are expecting
slight improvements in
their ability to raise
prices. While the index
on future prices received
is slightly higher than it
was last quarter, at a
value of 17.4, this num-
ber is markedly lower
than its all-time high in
November 2005 (when it
stood at 44).

FUTURE DIFFICULTY
ATTRACTING QUALIFIED
WORKERS

Diffiricm ineles, percent
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Finally, we have often
noted that the diffusion

indexes on difficulty
attracting qualified
workers have followed a
cyclical pattern that
fairly closely tracks the
overall performance of
the local economy. In the
accompanying chart,
readers can see that
area firms expect it to
be increasingly difficult
to attract qualified
workers over the next
several months. Indeed,
at a value of 21.3, the
index on future difficul-
ty attracting qualified
workers is markedly
higher than the value it
recorded four years ago
(in February 2009, the
index reading was -13.7).
On the one hand, this
recent uptick in the
worker shortage index
does portend improved
local economic condi-
tions. However, we are
once again starting to
hear area businesses’
frustrations regarding
the increased difficulty
attracting qualified
workers — a develop-
ment that we will watch
closely in coming quar-
ters.

SPECIAL QUESTIONS

The threat of an im-
pending “fiscal cliff”
was one of the lead sto-
ries three months ago.
Fears of a contraction-
ary fiscal policy com-
posed of across-the-
board increases in in-
come tax rates, higher
payroll taxes, reduced
unemployment insur-
ance benefits and se-
questered cuts in feder-
al government spending
loomed large as 2013
approached. Indeed, 54
percent of area firms
were very concerned
about this fiscal cliff
when we surveyed them
in November 2012. An-
other 26 percent were
moderately concerned,
and 12 percent were
slightly concerned. Only
6 percent of local firms
were “not at all con-
cerned.” In a last minute
agreement in early Jan-
uary, the president and
Congress agreed to
maintain most of the
lower income tax rates
and extend unemploy-
ment insurance benefits,
a move that was seen by
many as preventing us
from going over the
“fiscal cliff.” Although
increased marginal tax
rates and an elimination

of the partial payroll tax
holiday that had been in
place increased taxes
for a large share of the
population, the overall
effect was not seen suf-
ficient to derail the na-
tional recovery. What
remained to be ad-
dressed were automatic
federal government
spending cuts that would
kick in if Congress and
the president couldn’t
agree to a permanent
fiscal package by March
2013. These cuts are now
in effect. It does not
appear that area busi-
nesses are as concerned
about a “fiscal cliff”
scenario as they were
three months ago.

QUESTION 1

Last quarter, we asked
about the extent to
which your business
was concerned about
the “fiscal cliff.” Given
recent actions taken in
Washington, to what
extent is your business
concerned about issues
associated with this
"fiscal cliff?”

Bt &t all concemed
. Slightly concerned
_IMaderately concemed
W very concemed
WA

MOVTE: Mumbers may not add
upr b 100 due to rounding,

While 83 percent of
businesses are con-
cerned in some way
about this issue, only 21
percent are “very con-
cerned,” a clear reduc-
tion from the extreme
concerns expressed last
quarter. Thirteen per-
cent of firms are “not at
all concerned” about the
“fiscal cliff.” Written
comments suggest local
businesses are tiring of
the ongoing policymak-
ing paralysis in Wash-
ington.

See QBR, Page 3F

ST. CLOUD EMPLOYMENT DATA REVISED UPWARD, AGAIN

Each March, the state of
Minnesota’s Labor Informa-
tion Office of DEED revises
the data we use for employ-
ment in the St. Cloud area.
The data revisions extend
back to the March of two
years ago up to the most
recent December. Thus, data
for the latter 10 months of a
year are revised twice.

One year ago, we reported
that the data for St. Cloud
was revised upward for 2011

to show a stronger local eco-
nomic outlook than we had
thought. The current revi-
sion, completed earlier this
month, revised those data
upward again. For example,
the December 2011 level of
employment in the St. Cloud
MSA was initially reported
in January 2012 at 99,033
workers. In March 2012, this
number was revised to
99,593, an increase of 560
workers. In March 2013, the
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number was revised again to
101,009 workers, 1,416 higher.
Thus December 2011 employ-
ment now stands 1.8 percent

higher than thought in Janu-
ary 2012 and 1.2 percent
higher than thought a month
ago.

A graph near this box
shows the effect of the latest
revisions. Notice that De-
cember 2012 employment
was revised upward by 463
workers. While growth rates
shown in our tables are be-
low those seen previously
(see Table 3), we note that
this is more due to an up-

2IHE

ward revision of 2011 em-
ployment than any softening
of the St. Cloud economy.

Overall, St. Cloud area
employment grew 1.8 per-
cent in 2012 and 2 percent in
2011, after three years of
decline. Growth in the
mid-2000s was at 2.2 percent.
Despite the rise in unem-
ployment in January, we
have good reason to believe
the trend of the last two
years continues.
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These comments
include:

» Feeling that Wash-
ington will continue to
make it a non-issue.

» Feds need to stop
spending more than they
take in to provide for
economic growth. Too
many free loaders and
not enough people work-
ing to support the free
stuff.

» The stock market’s
positive movement (year
to date) indicates to me
that this isn’t as much of
an issue today as it was
in the 4th quarter of
2012.

» Health care-related
costs, Minnesota’s pro-
posed taxes on services
definitely impact busi-
ness activity.

» Tired of lack of
leadership by the presi-
dent.

» Consumer spending
for our products is di-
rectly affected by the
certainty of our nation’s
fiscal status.

» Employees have
noticed more coming out
of their check.

» The President and
Congress just kicked the
can down the road for a
few months. We have
only increased taxes, not
addressed the deficit.

» All they have done
is move the problem
down the road.

» At some point, the
federal government will
have to address its def-
icit and start making
hard choices on where to
spend money.

» The reality is what
the American people
perceive. If the people
believe our way of life is
in peril they will shut
down their spending
faster than on oil refin-

ery would before a trop-
ical storm.

» Washington is going
to do what they want to
do!

» Business improved
last year. If this does
happen late spring, it
could affect business
climate.

» They just pushed
things off further down
the road.

» Taxes and health
care — ObamaCare.

» We just cannot wait
for them.

» Since there was no
substantial change after
the fiscal cliff deadline,
I believe people have
become complacent
about the problem.

» This is a hyped-up
political hot button and
won’t affect the country.

» [ am concerned
about how this will af-
fect our customers and
their spending.

» Our government
needs to get their act
together so we are able
to forecast and plan for
our futures.

» Fiscal cliff issue
was fabricated by Wash-
ington and actual cuts
aren’t that significant.

» It appears that
there will be some sort
of compromise on
spending. It is an area
all agree must be con-
tained. How it is done
will be the tough ques-
tion.

» There are still many
unknowns such as Oba-
maCare, Gov. Dayton’s
tax increase and just
plain increases in our
expenses.

» Just kicked the can
down the road.

» The taxes being
implemented for busi-
nesses our size will have
a significant and nega-
tive impact on our abil-
ity to continue to grow
and provide jobs.

» Any federal activity

GOV. MARK DAYTOM HAS PROPOSED A NUMEER OF NEW TAX POLICIES IN HIS RECENTLY RELEASED BUDGET.
WHILE WE RECOGMNIZE THAT THE PROPOSAL SHOULD BE TAKEM AS & WHOLE AND THAT THE ARILITY TO QFFER
OME ELEMENT OF THE BUDGET DEPENDS OM THE OTHER ELEMENTS, WE ARE INTERESTED IN EVALUATING THE
KEY COMPONENTS OF THE PLAMN. PLEASE INDICATE THE EXTEMNT TO WHICH YOUR BUSINESS 15 EITHER IN
FAVOR OF OF OPPOSED TOQ EACH INDIVIDUAL TAX PROPOSAL LISTED BELDW.

.51'-:n§]-' oppasad .MGI:IEF:HEl]-‘G:l:nS.Ed __|midly oppased . Weither in favor nor oppased
.M'-:I y in favor .I'ﬂl:-de'atelg.' in favor .51'-:ng]-' in fervor .'.'}I her _JMNA

Fadding a new income tax bracket for
g incomse individaals and couples
(propesal incrises mpper b brachet
from 7.85% to 9,85%)

1.3%

Incréase in ciganetbe /tobacon tax

A progerty tae rebate of up e 5500 per
hassenwnier

Ridmeing corporate tax rate from 9.5% to
EA% bt ending several excsgtions and
eapanding the nmsber of basine sses
covered by the b

NOTE: Numbers may ot add up to 100 due to rounding,

that impacts the econo-
my of our market is of
concern.

» Until there is a long-
term solution, we will
have a higher level of
uncertainty.

In his January budget
message, Gov. Dayton
proposed a sweeping
overhaul of the state’s
tax structure. This in-
cluded many elements,
ranging from an in-
crease in the highest
marginal state income
tax rate, a property tax
rebate, a lower sales tax
rate (but an expansion of

the tax base), an in-
crease in cigarette/to-
bacco taxes, a corporate
tax rate reduction (but
an elimination of many
exemptions and an ex-
pansion in businesses
covered), and a snow-
bird tax on part-time
residents. To say that
this tax proposal has
encouraged discussion
by business leaders
around the state would
be to put it mildly. There
has been ranging dis-
cussion of substantial
opposition to the gover-
nor’s proposal from a

Lowering the sales tax rate from B875%
o 5.5%, but expanding the sabes tax hase
by including consmsser geeds /Services
[ex. Clothing] and busingss services

Saowhind fax g part- e nsadents

chorus of voices in all
corners of the state. This
now appears to have led
Gov. Dayton to reconsid-
er various elements of
his tax proposal. The
governor recently an-
nounced that he would
not try to expand the
sales tax to include busi-
ness services and would
give up on taxing cloth-
ing valued at more than
$100 and other consumer
sales taxes. Because of
the budgetary effects of
this announcement, the
governor will no longer
be able to afford the

proposed property tax
reduction in his budget.
Proposed reductions in
sales taxes and corpo-
rate business taxes are
also likely to be removed
from the budget propos-
al.

At the time that Gov.
Dayton made his initial
budget proposal, we
were interested in what
area businesses thought
about various elements
of his tax plans. While
we knew it would be
difficult to pass such
sweeping overhaul of
the state tax system, we
were curious to see what
area firms felt about the
proposal. We asked
firms about six key ele-
ments of the proposed
tax plan:

QUESTION 2

Gov. Dayton has pro-
posed a number of new
tax policies in his re-
cently released budget.
While we recognize
that the proposal
should be taken as a
whole and that the
ability to offer one
element of the budget
depends on the other
elements, we are in-
terested in evaluating
the key components of
the plan. Please in-
dicate the extent to
which your business is
either in favor of or
opposed to each indi-
vidual tax proposal
listed below.

There is a lot of in-
formation in the above
charts, so we will let our
readers draw their own
conclusions about the
support for (or opposi-
tion to) these various
elements of the gover-
nor’s tax plan. We will
note that the elements of
the proposal to which
area businesses are

See QBR, Page 4F
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tax accompanied by
ending several exemp-
tions and expanding the
tax base (52 percent of
survey respondents
were in some way in
favor of this proposal).
It remains to be seen
what will come of those
elements of the gover-
nor’s tax plan that he has
not taken off the table.
Of course, the sense of
urgency for finding new
revenues has been re-
duced by the recently
released budget forecast
that reduces the state’s
projected budget short-
fall to a more manage-
able $627 million over
the biennium that begins
on July 1.

Written comments
include:

» We propose the idea
that instead of a proper-
ty tax rebate that the
money be used for road
repairs or education.
The sales tax on busi-
ness-to-business ser-
vices is not a good idea.
In other words we would

Wotr: Leng-term trend groswth rate is the compounded average eonplosmicnt groawth rate in the specified penod,

Sptirces Minnesot Degairtment of Eregdoyrres arel Eccmemic Deseliymreat nil sathes acilmbntiors

be paying 5.5 percent on
our business-to-business
services and then charg-
ing our customer S.5
percent when they make
a purchase from our
company. It’s very con-
fusing and it creates
more bookwork for busi-
nesses.

» I am quite con-
cerned that with a Dem-
ocratic senate, house
and governor that there
are few “checks and
balances” in place. I
would suggest that our
legislators study the
“Simpson- Bowles” fed-
eral proposal for ideas
that could be applied to
the state.

» Proposed taxes on
services will negatively
impact ANY growth
plans for my business in
2013.

» Sales tax plan in-

dicates increased reve-
nue of $31 million — paid
mostly by the low in-
come who can’t afford it.

» We have not taken a
position on these mat-
ters.

» Snowbirds will
change state of resi-
dency.

» If Minnesota isn’t
careful we will drive our
high net worth people
out of the state. Espe-
cially the retired.

» Wait until the mid-
dle class discover the
costs to Gov. Dayton’s
proposals. We do not
need more revenue —
we need to cut spending!

» Concerned that they
will not really achieve
what they feel they will.

» We have a spending
problem, not a raising-

See QBR, Page 5F
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enough-taxes problem.

» Come on, 1) most
reasonable people see
the downfall in this. 2)
People spend more
when their monthly
income goes up, not
when their expenses go
down. Most people have
this escrowed so it
would be years before
they felt it anyway. 3)
Really? 4) What are we
going to do when people
go across the border for
their smokes and the
total revenue goes
down? S) Great, less
competition for us when
competing businesses
move out of state. 6)
The snowbirds will
move out all together,
this is a good idea?

» Taxes will stifle
business. Small busi-
ness owners that make
over $250,000 usually
use that income to pur-
chase goods to sell—not
their actual take home.

» If we raise individ-
ual taxes, we will just
chase those wealthy
residents out of the
state who will go to
states with no income
tax. Retirees are doing
this. When you pull
money out of IRA or
other retirement funds
you want the lowest tax
rate possible.

» Put sales tax on
clothing.

» Still no movement
on the biggest expendi-
ture in the state: social
service programs. Until
that issue is really
looked at, the tax issue
for me is a moot point.

» The governor
needs to determine
where and how big the
cuts are in non-essential
government services
and then balance the
budget with increase,

TABLE 5-ELEMENTS OF 5T. CLOUD INDEX OF LEI

Changes from November to January

Help-wamted advertsing m St Clood “Times

Hinrs worked

Mesw husiness incorporations

Mewwy claims for unemployment msurance
Tastal

not the opposite.

» Haven’t heard
about the snowbird tax?

» Following the
broadband initiative,
need to show more guts
on exploring and mining
non-ferrous (minerals)
on the Iron Range.

» As a matter of pol-
icy, we do not take posi-
tions on political issues.

» The proposed tax
on (our product) ... is a
triple threat to our in-
dustry. It will also nega-
tively impact retailers
and advertisers.

» I think the sales tax
rate should be lower,
closer to 3 percent to 3.5
percent in order to real-
ly charge up buying.
The property tax rebate
will become labor/mon-
ey intensive yearly.

» The loss of the tax
break certainly has an
effect.

» Strongly opposed to
tax on services, mildly
opposed to tax on cloth-
ing, etc.

DATA ANALYSIS

We see in Table 3 that
growth of employment
continued in St. Cloud
through January. A
sharp increase in con-
struction employment
led the gains, followed
by increases in whole-
sale trade, financial
services, retail trade
and education and
health sectors. Public
sector employment
continued to drag down
the total, as did leisure
and hospitality and mis-
cellaneous service sec-

LContribution to LEI

tor areas. Much of the
gain in construction
seems tied to increased
multi-unit residential
buildings. Permits for
construction of apart-
ment buildings with
five or more units ac-
counted for $3.32 mil-
lion of the $8.92 million
in construction permits
pulled between Novem-
ber 2012 and January
2013, according to cen-
sus data, which signals
that this sector can be
expected to continue to
grow. Wholesale trade
employment was helped
by consolidation of
Nash Finch operations
in St. Cloud, adding 80
jobs; Capital One 360’s
purchase of the ING
Direct operation in St.
Cloud helped add 40
financial services jobs.

Other areas of the
state showed some soft-
ness. Most of the differ-
ence between St. Cloud
and other parts of Min-
nesota came in state
and local government
employment. Local
government employ-
ment grew in the Twin
Cities MSA while de-
clining in the St. Cloud
MSA. (The use of MSA
level data indicates that
these differences en-
compass many levels of
government, not just
one or two cities or
counties.) Growth in
construction and in
education and health
were largely felt around
the state.

The unemployment
rate in St. Cloud grew
substantially in January

PROBABILITY OF RECESSION
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compared to December
and compared with
other parts of Minneso-
ta, as seen in Table 4.
This is the first month
we have experienced
this, and it is hard to
draw a trend from one
data point. We notice
that Duluth appears to
have experienced the
same increase and won-
der if the effect is on
the manufacturing sec-
tor again.

Elsewhere the data
look quite good. The
increase in building
permits has been, as
previously stated,
largely due to construc-
tion of multi-unit build-
ings. Anecdotally, build-
ing managers have said
to one of us that the
rental applications they
are receiving come
from a group of fam-
ilies unlike what they
have seen before —
families that normally
buy homes. The Minne-
sota Housing Partner-
ship recently reported
that fair market rent
for a two-bedroom
apartment in St. Cloud
rose from $682 in 2011
to $699 in 2012.

Initial claims for
unemployment insur-
ance fell slightly versus
year-ago levels. There
has not yet been much
increase from the clos-
ing of the Verso mill.
Help-wanted linage
rose substantially. The
St. Cloud Index of Lead-
ing Economic Indica-
tors is up 9.5 percent
from January 2012 to
January 2013. This se-
ries has substantial
monthly fluctuations,

but its six-month mov-
ing average is currently
at the highest point in
its 14-year history.

Help-wanted ad-
vertising and hours
worked contributed to
that increase in the
index, as seen in Table
S. An elevation in initial
claims for unemploy-
ment insurance and a
slight decline in new
business incorporations
detracted from the in-
dex. Such strong growth
over the last 12 months
makes us quite confi-
dent that the probability
of recession going for-
ward is quite low.

The Probability of
Recession Index con-
tinues to stay in an in-
conclusive region. This
index last flashed a
signal of economic ex-
pansion in December
2011, well after the cur-
rent expansion began.
On the other hand, it has
remained below the
level at which we would
predict the onset of a
new recession. Current-
ly, the index sets the
probability of recession
at 34.3 percent, or near-
ly 2-1 odds against re-
cession in the next four
to six months.

There is thus a gener-
al sense that at the na-
tional and at the local
level, the economic
environment for busi-
ness leaders is improv-
ing. It has taken time
for us to get back to
where St. Cloud was in
both employment and in
output. Real per capita
GDP in 2011 (the last
year for which data was
published this Febru-
ary) in the St. Cloud
MSA was $34,939, fall-
ing from $39,084 in
2004. In that same peri-
od, Mankato’s real per
capita GDP rose from
$35,322 to $36,059. Giv-
en that St. Cloud’s real
per capita personal

IN THE NEXT QBR

Participating businesses
can look for the next St.
Cloud Area Business
Outlook Survey in May.
The next St. Cloud Area
Quarterly Business Re-
port will appear in the
St. Cloud Times on Sun-
day, June 16.

income rose by $1,012 in
the same period, the
evidence is that more
St. Cloud-area workers
are making their in-
come working for firms
that do not produce in
St. Cloud, from 2.8 per-
cent of personal income
in 2004 to 7.9 percent in
2011. The area benefits
by having a mobile la-
bor force that is region-
al and perhaps even
global. National trends
thus matter more for
the area than they did 10
years ago.

So we pay attention
to two parts of our area
economic survey. The
diminishing uncertainty
about the macroeco-
nomic environment is
clearly encouraging
area businesses. This is
expanding plans for
hiring, for the length of
the workweek and for
capital investment.
Employment in the last
two years has grown
nearly as fast as it did
in the boom period of
2004-06. To the extent
that growth is not car-
rying through to local
area wages, however,
growth elsewhere in
Minnesota, particularly
in the Twin Cities,
seems to be help shore
up personal income in
the area. All signs point
to continuation of these
trends as we approach
summer 2013.
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