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Welcome

Thank you for joining us.
The program will begin at 8:00 am.




DEMOGRAPHIC AND ECONOMIC
TRENDS IN THE 15-COUNTY REGION

UMD

UNIVERSITY OF MINNESOTA DULUTH
Driven to Discover

Ben Palmquist

Bureau of Business and Economic Research
Labovitz School of Business and Economics, UMD
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Presenter Notes
Presentation Notes
Hello, my name is Ben Palmquist. I am a senior economics major at the University of Minnesota Duluth. I’ve been working with the Bureau of Business and Economic Research for just shy of a year now, and I’ll be presenting on some demographic and economic trends in the 15-county region.


OBJECTIVES

15-County Unemployment Rate
Labor Force Participation Rate

National, State, and MSA GDP

Industry Performance


Presenter Notes
Presentation Notes
Specifically, the presentation will cover these points: 

The 15 county reif region unemployment rate

Labor force participation rate in Minnesota and Wisconsin

A look at GDP across select geographies and ending with some related industry performance metrics


15-COUNTY UNEMPLOYMENT RATE

22.6%

2019 2020 2021 2022

—\Wisconsin counties —Minnesota counties —15-county region
© 2022 REIF - National Bank of Commerce ¢ University of Minnesota Duluth Source: MN DEED LAUS, WI DWD LAUS


Presenter Notes
Presentation Notes
The first indicator in the presentation shows the 15 county unemployment rate, broken down by state from 2019 through January of 2022, which is the most recent data. 

The WI counties have in general had a higher rate in the past, shown quite drastically in march of 2020, but continuing throughout 2021 and now into 2022 as well. 

Unemployment numbers in the 15 counties have returned, and at some points even dipped below pre pandemic levels, which may be a good sign, but must be tempered by high job vacancy numbers recently and an overall tight labor market.

For some broader context, it should be noted that in a recent Minnesota Department of Employment and Economic Development press release it was announced that Minnesota’s unemployment rate is the lowest it has been since 1999 and in December of 2021 Wisconsin’s unemployment rate hit a record low. Unemployment will be a metric to watch over the coming months, given the low state rates and a 15 county one that doesn’t tell quite the same story. 


Considering the very tight labor force we are currently in, with low unemployment rates and lots of job vacancies (very few job seekers per vacancy) it can be helpful to understand that the unemployment rate that most of us are familiar with is just one measure of unemployment. IT includes only those workers who are currently unemployed and have looked for work in the past four weeks. However, there are populations that are not included in that unemployment rate that are important to consider. For example, recent data from the Minnesota Department of Employment and Economic Development found that black and Hispanic workers had unemployment rates of nearly double that of white workers. Similarly, if you include underemployed and marginally attached workers (those who have given up looking for work) the unemployment rate is also much higher.



LABOR FORCE PARTICIPATION RATE

71.3%
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2019 2020 2021
—=\\/lisconsin =—=Minnesota

Labor Force Participation Rate (%)

© 2022 REIF - National Bank of Commerce ¢ University of Minnesota Duluth

66.4% :

2022

Source: Bureau of Labor Statistics


Presenter Notes
Presentation Notes
This indicator shows MN and WI labor force participation rates from the beginning of 2019 through January of 2022. 

On the Minnesota side of things we see a sharp drop in March followed by a sharp jump in the following few months. Obviously this first drop coincides with the beginning of the pandemic and all of the slowdowns and shutdowns associated with that. Further investigation reveals that the bureau of labor statistics made an unemployment misclassification that essentially classified many people as out of the labor force when they really should have been classified as unemployed. 

This error was corrected for starting in June, and Wisconsin doesn’t see as much impact from the misclassification in part due to Wisconsin seeing less stay at home orders and other shut downs that kept people from working. 

The overall lower rate that Minnesota is seeing recently is much more in line with the rest of the US is seeing. Wisconsin is an outlier, their labor force participation rate was the second least impacted in the nation between February of 2020 and February of 2021. So while Minnesota’s labor force participation rate is still struggling, the comparison to Wisconsin as an outlier makes it seem a bit more drastic than it really is relative to most states. 

MN WI LFPR

Notice the big spike in march for mn, pandemic onset+data misclassification 

Wisconsin somewhat of an outlier in general

Add that MN has had a higher rate historically, much closer now
Minnesota and Wisconsin have both seen their labor force participation rates altered by the pandemic. While things are starting to steady, there are points of note during the peak of the pandemic, and lingering impacts of it as well. 

On the Minnesota side of things we see a sharp drop in March followed by a sharp jump in the following few months. Obviously this first drop coincides with the beginning of the pandemic and all of the slowdowns and shutdowns that go along with it. Further investigation reveals that the bureau of labor statistics made an unemployment misclassification in the months of march, april, and june of 2020. 

To quote the BLS press release that addressed this misclassification” According to special pandemic-related interviewer instructions for this question, answers from people who said they were absent because of pandemic-related business closures should have been recorded as “on layoff (temporary or indefinite).” Instead, many of these answers were recorded as “other reasons.” Recording these answers as “on layoff (temporary or indefinite)” ensures that people are asked the follow-up questions needed to classify them as unemployed”.

The error was identified and was first corrected for (via adjustments to how the survey was administered) beginning in june, which coincides with what we see as a sharp jump, but in reality is just much closer to what the actual labor force participation looked like at that point. 

Wisconsin has a somewhat different story, while at the end of march Minnesota’s governor Walz enacted a state wide stay at home order, Wisconsin had no such measures in place, helping to explain why this misclassification shows up so much more dramatically in Minnesota than it does in Wisconsin. The lingering lower overall rate is not unique to just these two states, increased rates of retirements and overall pandemic uncertainty may be to blame here. Also of note is the fact that Wisconsin’s LFPR was the second least impacted state LFPR, so the fact that it didn’t drop after the pandemic makes it somewhat of an outlier. 
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Presenter Notes
Presentation Notes
Switching gears from the labor market to GDP and industry data, this chart shows the percent change between years of real gdp for the nation, MN, WI, and the Duluth-Superior MSA from 2016 through 2020.

For all geographies here this is the most recent data, and while it may not be the timeliest of data, a closer look into how these geographies weathered the pandemic provides some interesting insights into their economic nature. 

In a broad sense, all regions follow each other in general trends here. Notably though, the MSA seems to have been hit much harder in 2020, seeing almost double the percentage change from 2019-2020 that MN and WI see, and over double what the nation saw in the same timeframe. 

While GDP is an immensely complex metric, part of the hit that the MSA took may be able to be explained by mining. From 2019 to 2020 in all geographies represented here, mining gdp went down. 

Given how outsized the mining industry is in the Duluth-Superior MSA, mining taking a downturn was bound to show in the GDP figures. 





EMPLOYMENT GROWTH (2020-21)

2020 - 2021

Leisure and Hospitality 21,272 4%
Natural Resources and Mining 4,139 142 4%
Professional and Business Services 12,818 286 2%
Construction 12,309 256 2%
Trade, Transportation, and Ultilities 37,606 367 1%
Other Services 10,523 72 1%
Manufacturing 15,098 38 0%
Education and Health Services 43,473 -80 0%
Financial Activities 7,642 -73 -1%
Government 41,319 -633 2%
Information 1,641 -73 -4%

© 2022 REIF - National Bank of Commerce ¢ University of Minnesota Duluth Source: EMSI


Presenter Notes
Presentation Notes

While the last slide may have seemed a bit dismal, this one sheds some light on the situation and how its beginning to recover. 

We are looking at the industry data by super sector for the 15 county region for 2020 and 2021. Not shown here but important to know is that almost none of these industries are back to their 2019 or pre pandemic levels yet, but most have seen improvement from 2020-2021. Note especially that the mining industry is tied for the biggest recovery of any of them in this region.

While the 15 counties and the Duluth Superior MSA were hit very hard in 2020 in terms of gdp, signs like these point to those numbers coming back up in 2021 and beyond. 



SUMMARY OF FINDINGS

15-County Unemployment Rate: 4.6%
Labor Force Participation Rate: 67.6% (MN) 66.4% (WI)
National, State, and MSA GDP: -7.5% change from 2019-2020

15-County Industry Data: Strongest growth since 2020 in
— Leisure and hospitality

— Natural resources and mining

— Professional and business services


Presenter Notes
Presentation Notes
In conclusion, the 15 counties are returning to pre pandemic rates, labor force participation saw some odd figures due to the pandemic compounded by a misclassification, and the mining industry cornerstone of the area is starting to make a return to normal.

Thank you



CONSUMER CONFIDENCE INDICATORS
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STUDENTS & DATA COLLECTION

Spring 2022: 13 UW-Superior Student Researchers
Data Collection Time: January-March 2022
Data Collection Format:

Phone Survey of Random Public

Email Survey of Random Public
Email Survey of Past REIF Participants

© 2022 REIF - National Bank of Commerce * University of Wisconsin-Superior



CONSUMER CONFIDENCE
INDICATORS

Index of Consumer Sentiments (ICS)

Consumer outlook on personal finances,
business conditions and consumption spending

Index of Current Conditions (ICC)
Gauges current state of the economy

Index of Consumer Expectations (ICE)
Projects future economic and financial conditions

© 2022 REIF - National Bank of Commerce * University of Wisconsin-Superior



Index Value

CONSUMER CONFIDENCE
INDICATORS

SAMPLE SIZE: 142

109 =¢=|CSentiments <#-|CurrentConditions =#=|CExpectations
107
105
103
101
99 98.58
97 97.36
95 95.54
93

™ < < (9] (9} O © N N~ @) eo) (@) (o)} o o — — AN

L o L » oL » L » L »n o o L o L oo o »

Time Period

Source: UWS Consumer Confidence Survey

© 2022 REIF - National Bank of Commerce * University of Wisconsin-Superior



REIF REGION vs. NATIONAL
CONSUMER SENTIMATE CHANGE

REIF National
Spring 2021-22 | Feb. 2021-22

(percentage (percentage
change) change)

Index of Consumer Sentiments (ICS) -6.08 -18.23
Index of Current Conditions (ICC) -11.33 -20.88
Index of Consumer Expectations (ICE) -2.40 -15.98

Sources: UWS Consumer Confidence
Survey & Survey of Consumers by
University of Michigan

© 2022 REIF - National Bank of Commerce ¢ University of Wisconsin-Superior



REIF REGION: CURRENT
CONCERNS OF HOUSEHOLDS

PERCENTAGE of TOTAL RESPONSES (296)

39%

40%
30%
20%
10%

0%

Note: Multiple responses were allowed
Source: UWS Consumer Confidence Survey

© 2022 REIF - National Bank of Commerce ¢ University of Wisconsin-Superior



REIF REGION: CURRENT JOB
CHANGES BY HOUSEHOLDS

PERCENTAGE of TOTAL RESPONSES (179)

0% | 55%
40%
20%
’ 13%
11% 8Y%
B B 1 = =
o HE = =
No change Better pay & More Allows In a different Other
benefits flexibility remote field
Note: Multiple responses are allowed WOrking

Source: UWS Consumer Confidence Survey
© 2022 REIF - National Bank of Commerce ¢ University of Wisconsin-Superior



SUMMARY OF CONSUMER SURVEY

Consumer Confidence Indicators

« Consumer confidence in the REIF region is still very low
and yet to be back to the pre-pandemic level

« Consumers are deeply worried about the current state of
the regional economy

REIF Region and Current Economy
« Top two concerns are inflation and COVID exposure
- Majority do not plan to change their jobs

© 2022 REIF - National Bank of Commerce * University of Wisconsin-Superior



REGIONAL EQUITY
INDEX

UNIVERSITY of WIS(;ONSIN

SWU

Augusto Vladusic
University of Wisconsin-Superior
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EQUITY PERFORMANCE
ANALYSIS

STOCKS OF LOCAL INTEREST

Allete

Armstrong World Industries
Calumet

Canadian National Railway
Cenovus Energy

Charter Communications
Cliffs Natural Resources

© 2022 REIF + National Bank of Commerce *

Enbridge Energy Partners
Louisiana-Pacific

Marriott International

Morgan Stanley

Polymet
UnitedHealth Group
US Steel
Walmart

University of Wisconsin Superior



GROWTH OF $100

REI, MIDCAP, AND OIL Futures (January 2009 to date)

$1,000
$876
$800
$600
$473
$400 w
$200 AN M $223
$0 [ I I I I [ [ [

Q N 9 $) ™ \2) © A \°) O Q N 3%
N N N N N N N N N N Q0 q q
S S S DS D S S D PO
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Source: UW-Superior REI Analysis using Yahoo Finance data

© 2022 REIF + National Bank of Commerce * University of Wisconsin Superior



GROWTH OF $100

REI, MIDCAP, AND OIL Futures (Sep. 2019 - Mar. 2022)

$876

By P N S 5
& o >
\\ & W e S
e RE| ——=MIDCAP —=0I|L RETURNS
Source: UW-Superior REI Analysis using Yahoo Finance data

© 2022 REIF + National Bank of Commerce « University of Wisconsin Superior



REIF FIRMS: BY SECTOR & INDUSTRY

Sector REIF Firm (s)
Materials (4) Cliffs Natural Resources

Louisiana-Pacific

Polymet

United States Steel
Calumet

Energy (3) Enbridge

Cenovus
Walmart

Consumer Cyclical (2
Y @) Marriott International

Utilities (1) Allete
Basic Materials (1) Armstrong World Industries
Industrials (1) Canadian National Railway
Communications (1) Charter Communications
Financials (1) Morgan Stanley
Health Care (1) UnitedHealth Group

© 2022 REIF - National Bank of Commerce ¢ University of Wisconsin Superior



GROWTH OF $100

REIF INDEX, REIF MATERIALS & ENERGY INDEX, AND REIF OTHER
INDUSTRIES INDEX

—REI15 (ALL) Returns —REI7 (MATERIALS & ENERGY) Returns —REI8 (OTHERS) Returns
$1,000

$892

$800 $876
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$600

$400

$200 \/
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© 2022 REIF « National Bank of Commerce ¢ University of Wisconsin Superior

Source: UW-Superior REI Analysis using Yahoo Finance data



REIF AND MID-CAP CORRELATION

$150
71% CORRELATION TO MIDCAP
\ ‘ ~
, A 4 ) : /\
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—MIDCAP RETURNS —REIF INDEX RETURNS

© 2022 REIF - National Bank of Commerce ¢ University of Wisconsin Superior

Source: UW-Superior REI Analysis using Yahoo Finance data



SUMMARY OF FINDINGS

ANALYST OPINIONS

MORNINGSTAR® VALUELINE®
- P/E RATIO - PERFORMANCE
~ Prices lower than the + Slightly outperform the market

industry standard but
the gap is closing

SAFETY
— Slightly above average

- FORWARD EARNINGS
~ Expected to increase

TECHNICAL
 Slightly outperform

- SHORT RATIO PRICE STABILITY

~ Index average decrease  Slightly outperform
to 2.58

PRICE GROWTH
« Exact Average

© 2022 REIF - National Bank of Commerce ¢ University of Wisconsin Superior



ADDITIONAL FINDINGS

OVERALL IMPLICATIONS

 REIl vs S&P MID CAP 400: REl is expected to outperform

* Investor sentiment is optimistic as indicated by the short interest
ratio of 2.58 for the REIF Index

- Economic diversification of the REIF region could be initiated by
supporting the technological and green energy sectors

* Regression analysis shows more price volatility, but higher returns

© 2022 REIF « National Bank of Commerce ¢ University of Wisconsin Superior



BUSINESS CONFIDENCE
INDICATORS

Omar Bensouda

Accounting, Finance and Economics Department
The College of St. Scholastica
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OVERVIEW

Business Sectors Represented

Leisure and Hospitality
Professional and Business Services
Trade, Transport and Utilities
Financial Activities

Education and Health Services

Other Sectors
N=82
Number of Employees
1to 19 48
20 to 99 15

100 or more 19

© 2022 REIF - National Bank of Commerce The College of St. Scholastica
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GENERAL BUSINESS CONDITIONS

Previous Six Months

What is your evaluation of the How has your business
level of your business's activity? environment changed?

improved [ 56%  Improved [ 44%

No Change [N 29% No Change [ 34%
Worsened [N 13% Worsened [N 21%
N =82

Source: CSS 2022 Business Confidence Survey

© 2022 REIF - National Bank of Commerce ¢ The College of St. Scholastica



GENERAL BUSINESS CONDITIONS

Next Six Months

What is your outlook for your How will your business
business's activity? environment change?

wilimprove [ 5 Wi improve I .
Will Remain the Will Remain the _ o
some NN 37% Sars 48%
will Worsen [ 9% Will Worsen - 12%

N =82 Source: CSS 2022 Business Confidence Survey

© 2022 REIF - National Bank of Commerce ¢ The College of St. Scholastica



SPECIFIC CONFIDENCE INDICATORS

Previous Six Months

By Percentage of Respondents

60%

Average hours Number of Selling prices Profits Taxes
worked employees

m Decreased ®mNo Change ® Increased
N=82

Source: CSS Spring 2022 Business Confidence Survey © 2022 REIF + National Bank of Commerce * The College of St. Scholastica



SPECIFIC CONFIDENCE INDICATORS

Next Six Months

By Percentage of Respondents

56% >9%
0

0%

Average hours Number of Selling prices Profits Taxes
worked employees

m Predicted Decrease m Predicted No Change ® Predicted Increase
N=82

Source: CSS Spring 2022 Business Confidence Survey © 2022 REIF + National Bank of Commerce * The College of St. Scholastica



CHANGES IN WAGES AND BENEFITS

Last Six Months

73%
63%
35%
25%
3% 3%
Wages and Salaries Employee Benefits

mDecreased mNo Change

Next Six Months 69%

59%
41%
31%
0% 0%

Wages and Salaries Employee Benefits
m Predicted Decrease = mPredicted No Change  m Predicted Increase

82 © 2022 REIF - National Bank of Commerce ¢ The College of St. Scholastica Source: CSS Spring 2022 Business Confidence Survey



SUMMARY OF FINDINGS

Business Confidence Survey

Business Conditions

Last Six Months
« Conditions and business activity are continuing to reflect improvement
« Strong increase in profits, but also increases in selling prices
* Increased work hours without similar increases in number of employees

Next Six Months
« Continued expectation of positive outlook and increasing prices

Limiting Factors and Hiring

Shortage of qualified labor and labor costs are the biggest limiting factors for growth
«  Employers almost universally seeing salary increases
«  Smaller increases in employee benefits
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National Bank of Commerce

nbcbanking.com

The College of St. Scholastica

Rick Revoir, Ed.D.
Dean of Strategic Development
rrevoir@css.edu

Erica Henkel, CPA, MAcc
Assistant Professor of Finance
and Economics
ehenkel@css.edu
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© 2022 REIF -
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Ron Wirtz

Regional Outreach Director
Federal Reserve Bank of Minneapolis




CURRENT ECONOMIC CONDITIONS
& CHALLENGES, AND THE ROLE OF
LABOR FORCE IN FUTURE GROWTH

Regional Economic Indicators Forum

Duluth, Minn.

April 5, 2022 ?‘

Ron Wirtz @
Regional Outreach Director FEDERAL RESERVE BANK

oF MINNEAPOLIS



DISCLAIMER

The views expressed here are
the presenter's and not
necessarily those of the

Federal Reserve Bank of
Minneapolis or the Federal
Reserve System.

AROLIS



FEDERAL RESERVE SYSTEM: QUICK PRIMER

Federal Reserve: Main functions

Supervise & regulate banks
* Mostly bank holding cos. (the biggees)

Offer financial services

* Oversee the nation’s payment
and settlement system

* Lender of last resort

Set monetary policy

* Interest rates, via FOMC

* Monetary policy = “dual mandate
1) stable prices
2) maximum employment

14

5 FEDERAL RESERVE BANK of MINNEAPOLIS




TODAY’S TALK

Current state of the economy
 Demand overall remains healthy, for now
* Duluth playing catch-up, but making up ground

- But /ots of challenges
* Rising prices, supply chains, Russia, labor force

« Covid/variants = disruption, uncertainty & volatility
Interactive survey (interspersed — so get your phone!)

Fast-paced, lots of data. Happy to share PPT

P 5 FEDERAL RESERVE BANK or MINNEAPOLIS



LOGIN FOR INTERACTIVE SURVEY

Let the Minneapolis Fed know how you
view current economic conditions!

Immediate, real-time results

Step 1: Get your phone
Step 2: Send text to 22333

Step 3: Text the word minneapolis

Step 4: Hit ‘send’; watch for message

Step 5: Stay in text mode for survey;
all responses to questions are via text

* Do not hit the hypertext link in pop-up box

% FEDERAL RESERVE BANK oF MINNEAPOLIS

Slide 5



MEASURING THE ECONOMY:
THE BIG PICTURE



GROSS DOMESTIC PRODUCT

Real gross domestic product

Real GDP = total Q1 2019 = 100
output, adjusted for 110
inflation
105
US and MN GDP back
to pre-pandemic levels 100

by Q2 2021

==|Jnited States
Q3 2021: Pause/slower % ==[\linnesota

Q4 2021: Very strong 90 ==Wisconsin

bounce

Duluth? GDP figure
available only for 2020;
drop of about 8%

Source: Bureau of Economic Analysis




TOTAL EMPLOYMENT

Jobs are recovering ... but MN still 120,000 jobs short of pre-pandemic levels

Total employment index

January 2019 employment = 100
104

100
96
92

88

Source: Bureau of Labor Statistics

104

100

96

92

88

84

Good & services employment index
January 2019 employment = 100

-—US - Goods
-—[VIN - Goods
---US - Services

--- MN - Services




MN METRO EMPLOYMENT, ARROWHEAD Ul CLAIMS

Duluth trailing modestly on jobs rebound; Ul levels in Arrowhead region mostly back to normal

Total employment index Unemployment claims in Arrowhead EDR
January 2019 employment = 100 10,000 February levels of each year
104 9,000
8,000
100 7,000
6,000
«===Rochester
96 5,000
== \pls-St. Paul
4,000
92 ===St. Cloud 2000 Continuing claims
e=mDuluth ’
2,000
e===\ankato ’
88 1,000
0
84
PSS A ST S S N R R I
E T & FE S FE

Source: Bureau of Labor Statistics; Minnesota of Employment and Economic Development



UNEMPLOYMENT

Unemployment down significantly; real-world

Minnesota unemployment: U-3 vs U-6

labor slack (U-6) still elevated

Unemployment in Minnesota metros
r Seasonally adjusted 16 Seasonally unadjusted
14 14
12 12
= 10 10
S S e==Duluth
,§_L’ 8 © 8
Q —St.Cloud
6 6 ——Mpls-St. Paul
4 4 Rochester
) 2 —Mankato
0 0
Sy > Sy > Sy > > > > > > > > & &y &y &y &y &y &y
SO O S I RO i S R O SN R R A I
% % % % % % % % % % % % % % % % % % % Vv

U-6 measure = Total unemployed, plus all persons marginally attached to the labor force, plus total employed part time for
economic reasons, as a percent of the civilian labor force plus all persons marginally attached to the labor force.

Slide 10 Source: Bureau of Labor Statistics




CONSTRUCTION ACTIVITY

Construction strong! Thank you, hospital! Nearby counties also seeing growth

City of Duluth construction permit values

$500
$450
$400
$350

$300

Millions

$250
$200
$150
$100
S50
S0

Source: City of Duluth, Dodge Data & Analytics

B Hospital

® Non-housing
Commercial

m Additions &
remodeling
(residential)

B Multi-Family

B Single Family

Value of new construction starts in
Greater Duluth-Superior region

| St. Louis County

Millions

B Douglas County
B Carlton County




RESIDENTIAL REAL ESTATE

2,200

2,000

1,800

1,600

1,400

1,200

1,000

City of Duluth residential real estate

Median price ==p

Homes for sale P

Closed sales

2017 2018 2019 2020 2021

$250,000

$230,000

$210,000

$190,000

$170,000

$150,000

$130,000

$110,000

Source: Minnesota Realtors

Like markets
across Minnesota
and U.S,,
residential real
estate marked by
strong demand,
low inventories
and rapidly rising
prices

P % FEDERAL RESERVE BANK o MINNEAPOLIS




SHIPPING & TACONITE REBOUNDS

Regional shipping rebounded in 2021, thanks

to taconite rebound $250 Taconite price per metric ton
45
40
$200
35
2 30
5 $150
g 25 m Other
(@)
o 20 M Grain $100
(@)
§ 15 m Coal
H Ore
10 $50
5
i >0
~

Source: Duluth Seaway Port Authority, Thompson Reuters



RECENT BUSINESS: Please describe revenue/sales in Q1 2022

(Jan-Feb-March) compared with the same period last year?

Much higher
Somewhat higher

Little or no change, but at GOOD levels

Little or no change, but at POOR levels
Somewhat lower

Much lower

Powered hv ‘h Poll Fvarvwhere
.. Start the presentation to see live content. For screen share software, share the entire screen. Get help at pollev.com/app ..
Tl


Presenter
Presentation Notes

Poll Title: Do not modify the notes in this section to avoid tampering with the Poll Everywhere activity.
More info at polleverywhere.com/support

RECENT BUSINESS: Please describe revenue/sales in Q1 2022 (Jan-Feb-March) compared with the same period last year?
https://www.polleverywhere.com/multiple_choice_polls/WiNDNLXHs3CgwerI5rEPA


TOURISM & HOSPITALITY



MINNEAPOLIS FED: PANDEMIC SURVEYS

e New surveys to gauge real-time conditions — who’s
recovering and who’s not in the Ninth District

e Quarterly hospitality & tourism survey
 Partnership with Explore Minnesota and Hospitality Minnesota

 Most recent: late February 2021

P 5 FEDERAL RESERVE BANK or MINNEAPOLIS
Slide 16



Business improving modestly; Northeast mostly over the ‘Covid hump’

Recent 3-month revenue compared Recent 3-month revenue compared with
with same period last year 2019 period (pre-pandemic)
| W Significantly lower ] m Significantly lower
® Somewhat lower
Northwest - . . Northwest - l = Somewhat lower
] Little or no change | Little or no change
Somewhat higher Somewhat higher
m Significantly higher m Significantly higher
0% 25% 50% 75% 100% 0%  25%  50%  75%  100%

Northeast = Carlton, Cook, Itasca, Kanabec, Koochiching, Lake, Pine, St Louis counties
Source: Hospitality & Tourism Survey, Hospitality Minnesota, Explore Minnesota, Minneapolis Fed, February 2022

7 FEDERAL RESERVE BANK or MINNEAPOLIS



Northeast expecting modest revenue gains in Spring, but from much stronger overall position

Spring revenue compared with
same period last year

Metro h l
L

Central
W Significantly lower

B Somewhat lower
Southern I

Little or no change

Somewhat higher

m Significantly higher

Northwest

Northeast - I

0% 25% 50% 75%  100%

Northeast = Carlton, Cook, Itasca, Kanabec, Koochiching, Lake, Pine, St Louis counties
Source: Hospitality & Tourism Survey, Hospitality Minnesota, Explore Minnesota, Minneapolis Fed, February 2022

Spring revenue compared with
same period in 2019 (pre-pandemic)

-

Northeast - .

Central - I -
W Significantly lower
| m Somewhat lower
Northwest - I Little or no change
N Somewhat higher
Metro _ I m Significantly higher
Southern - I

0% 25% 50% 75% 100%
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CHALLENGES



CHALLENGES TO OPERATIONS

Minneapolis Fed General Business Survey
What are two greatest operating challenges?

Price increases for nonlabor inputs

Labor availability for open positions
Supply chain disruptions
Government taxes and regulation
Covid/Omicron-related costs/impacts

Local/state govt operating restrictions

M Jan-22
Oct-21

Making necessary capital expenditures
Other (please identify below)

Child care needs of workforce

Inability to return to office

0

X

Source: Minneapolis Fed, General Business Survey, January 2022 & October 2021

10% 20% 30% 40% 50%

Compared with
October survey:

 [Inflation concerns
worsened

« Labor availability
& supply chain
improved
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TELL US ABOUT INFLATION’S
IMPACT ON YOUR HOUSEHOLD



"
What impact has higher inflation/prices had on you and

your household?

Haven't really noticed (bad or good)
Positive overall effect

Slight negative effect

Moderate negative effect

Significant negative effect
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Personal Consumption Expenditures Index

Index Feb 2020=100
Monthly, Seasonally Adjusted Annual Rate

150
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100
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==Durable Goods

==Nondurable Goods

==Services
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Source: Bureau of Economic Analysis

INFLATION: NOT ALL GOODS & SERVICES CREATED EQUAL

Inflation driven by
pandemic shift away from
services and into goods
(esp. durables), which
subsequently created
shortages, worsened by
supply chain problems

Inflation for services very
modest overall

If (if) Covid relents,
expect rebalancing of
demand toward more
services and fewer goods
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NEEL KASHKARI’S TAKE ON INFLATION
AND THE FED’S RECENT MOVE

“When inflation accelerated last year, | argued that it was likely due to
transitory factors which would soon pass. That hasn’t happened.”

Google: “Kashkari inflation Medium” (great read)

Increase in workers has not relieved pressure on supply
chains and wages as expected

Covid continues to be global disruptor, despite vaccines

But most important: High consumer demand from stimulus
has not moderated as expected (that’s sort of good news)

Sustained demand from rising disposable income

Fed increased rates by 25 basis points at March FOMC, and
projecting six more increases in 2022
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https://medium.com/@neelkashkari/update-on-inflation-and-monetary-policy-c907a62e7460

CHALLENGE: SUPPLY CHAINS

Supply-induced shortages compound high demand
e Pandemic shift toward goods = created low inventories

e Producers trying to meet new demand and rebuild inventory

» Producers having problems sourcing some materials for their
products (= delays and higher costs), AND

* Producers facing labor constraints in production and delivery

* Present before pandemic, & made worse during

e Lesson: Hyper-efficient, global supply chain is vulnerable
In @ pandemic; shortage by a thousand tiny chokepoints

e Covid surges prevent repair of supply chains and return to
previous consumer buying habits (more services)

P 5 FEDERAL RESERVE BANK or MINNEAPOLIS

Slide 25



COVID’S IMPACT ON WORKFORCE/STAFFING

Census household survey: Reason for not working
14% B | was concerned about getting or spreading the coronavirus
(o)
B | was caring for someone or sick myself with coronavirus symptoms

Controlling surges
= fewer people out
of work = better
production &
transport, and
consumer rotation
back to more
services (and
fewer goods)

159 em» | am/was sick (not coronavirus related) or disabled
(o]

10%

8%

6%

4%

2% Source: Household Pulse Survey,

Census Bureau

Note: Survey and resulting data are
still in experimental phase

0%
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A NEW CHALLENGE:
UKRAINE & RUSSIA CONFLICT

Direct trade effects to businesses are likely small;
Ukraine and Russia are not big trade partners with U.S.

 Top three U.S. trade partners: China, Mexico, Canada;
Russia not among top 30; Ukraine not in top 50

e However, the war having notable effects on energy and
ag markets; worsens existing inflationary pressures for
everyone and everywhere

e Overall: war in Ukraine introduces more uncertainty;
uncertainty = caution = slower growth
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THE LONGEST CHALLENGE:
LABOR MARKETS

UP FIRST: LABOR DEMAND
SURVEY TIME!



WORKFORCE: What best describes OVERALL HIRING

DEMAND at your firm ?

Hiring to fill turnover (only)

Hiring new seasonal and/or part-time positions
Hiring new permanent, full-time staff

All of the above

Not hiring, but stable staffing levels

Cutting net workforce/headcount
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HIRING DEMAND: VERY STRONG

Job postings have recovered,
and then some; now well
above pre-pandemic levels

Change in online job postings

Relative to Feb 1st, 2020, 7-day moving average SA

G0%

Job vacancies in the

Northeast Region of Minnesota
14,000 $15.00

25%

Last date: Feb 18, 2022

I Job vacancies =——Median wage $14.50 0%
12,000 '
$14.00
10,000
$13.50 25
8,000 $13.00
$12.50
5%
6,000
$12.00 May ‘20 Sep'20 Jan'21 May'21 Sep'21 Jan'22
4,000 $11.50
— MN — Wl —Us
$11.00
2,000 Source: Indeed
$10.50
0 $10.00

2015 2016 2017 2018 2019 2020 2021
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Lots of job openings 5= fast employment growth

SO LET’S TALK ABOUT LABOR SUPPLY

FIRST, SURVEY!



LABOR AVAILABILITY: How would you describe your firms'

ability to find labor if hiring?

Not difficult; good
labor availability

Slightly difficult

Moderately difficult

Very difficult; very
poor labor availability

0% 10% 20%
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WAGES ARE RISING

More firms are raising wages, and many giving bigger raises

Wages over time (all jobs)
Average wages compared w/ one year ago

Little change (+/- 1

percent)
- Increase < 5%
- MW Increase > 5%
Jan-22 . - Current
|

0% 25% 50% 75% 100%

Survey

conducted:
n21 [

B Decline
Apr-21

Jul-21

Oct-21

Source: General Business Survey, Minneapolis Fed, January 2022

Hospitality & Tourism Survey, Hospitality Minnesota, Explore Minnesota, Minneapolis Fed, February 2022
Slide 33 Northeast = Carlton, Cook, Itasca, Kanabec, Koochiching, Lake, Pine, St Louis counties

Hospitality-tourism wages (Feb. ’22)
Average wages compared with 12 months ago

Central

Northeast '

. B Decline
Little change (+/- 1%)
Metro I
Increase of 1-3%
| ¥ Increase of 3-5%
Northwest M Increase > 5%
Southern !

0% 25% 50% 75%  100%
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SO WHY IS LABOR SUPPLY
SO TIGHT?



LABOR FORCE POPULATION: SLOWING

Labor force population: Those
Labor force population index employed or unemployed and
140 1990 labor force = 100 looking (counted only once

135 regardless of jobs held)

130 Labor force growth slowed
195 dramatically since 2000
120 a\IN » Slowing population growth
115 ==US « Lower labor force

==WI participation
HO «==Duluth

Problem worsened in
pandemic: Population growth
in MN in 2021 was literally flat

105

100
NSRRI SN W AN A\ AN A\ AN A\ A N
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LABOR FORCE PARTICIPATION

N
Labor force participation rate LEP definition =
/8 Share of those
76 over 16, working,
or looking for work
74
LFP rates in decline 72
since late 1990s -0
. : 3 ==\linnesot
Finally started to pivot 5 e esota
higher ... and then . ==\\isconsin
andemic hit
P 64 —US
Little evidence of LFP
. 62
returning to pre-
S © 9 O 9 0 0 o 9 O 8 9 o 8 O 9 O
3883533383888 32388s
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LABOR FORCE, CONT.

MN unemployment vs. labor force 'growth’

12 3,200,000
Unemployment rate
fell dramatically at the 10 3,150,000

same time that labor 3
force size declined g 8 3,100,000 _
) Q
Much of the decrease & S
: = 6 3,050,000
in unemployment has S °
stemmed from people % ®
. 2 4 3,000,000
leaving the labor S
force entirely — not c
: i > 2 2,950,000
working, not looking
— maybe temporaril
y P y 0 2,900,000

maybe not
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JOB OPENINGS AND LABOR TURNOVER SURVEY

Thousands

Minnesota labor market: Demand & supply

300

250

200

150

100

50

===Job openings
===Hires

e==Quits

===l ayoffs/discharges

Hiring demand up
strongly

Actual hires much
flatter

Voluntary quits
rising

Layoffs low & stable
= Record-high job

vacancies
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SO WHAT DO YOU THINK?

WHY ARE SO MANY JOBS GOING
UNFILLED?



WORD CLOUD: In 1-3 words, what is the biggest factor

keeping workers from taking available jobs? (For

more than 1 word, use hyphens: I-don't-know)

re

~ starting retlrements wages

. S5 ;2;tret| rement ...
dlsengagedret I re d child g'i?y

life-barriers ® lifestyle low- wages ks
busmessl fo stlmulus

housing
)
N
<<

cryptocurrency.

childc
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TODAY’S LABOR FORCE NARRATIVE
From surveys and other outreach

“Nobody wants to work any more; workers are lazy;
Government benefits are too generous”

These things likely true to some extent
But it’s also a lazy, too-simple generalization

 Likely fits only small share of non-working population

Research shows most people want to work

Misses much more complicated labor picture

Job-matching faces lots of obstacles and friction

By over-generalizing, we’re misdiagnosing real
problems and overlooking solutions & opportunities
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Slide 42

WORKER EXPERIENCE INITIATIVE

Federal Reserve has always tracked the economy

Typically done via firms

* Firms — esp. large ones — offer good insights on aggregate
activity, as well as insights across geography, industry, etc.

But firm-centric view is very one-sided, esp. regarding
labor market environments
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WORKER EXPERIENCE INITIATIVE

New effort: Understand current labor market from worker
point of view, esp. those dislocated, underemployed,
marginally attached and disenfranchised

WHY? Labor force participation arguably the single most
important factor in long-term economic growth

« Starting with intermediaries — organizations that provide
job-search services

e 6 surveys in last 12 months — some “starter themes” are
beginning to appear
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THE FLIP SIDE OF LABOR AVAILABILITY: WORKER VIEW

Perceptions of job obstacles faced by job seekers
Survey of staff, Minnesota Employment Services Coalition, October 2021

Affordability of day care (children or...
Affordability of housing where jobs are...

Lack of transportation
Low pay at available jobs

Background issues (e.g. record,...

Concern over COVID-19 exposure
Potential loss of govt asst

Lack of a telework options

Access to technology (computer etc.)
Mental health

Lack of employer response to application
Low benefits at available jobs
Pre-existing health/medical issues
Lack of 'hard' skills

Employer screening/HR practices
English proficiency

Lack of 'soft' skills

Occupational licensing requirements
Excessively high job requirements
Bias - race/ethnicity

Bias - age

Unemployment benefits

Bias - gender

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%100%

B Extreme challenge

| Significant challenge
Moderate challenge

m Slight challenge

| Not a challenge

= Not applicable / Unsure

Multitude of potential
obstacles to labor force
participation

Some worker-based
Some employer-based

Some related to
economic environment,
government policy

Source: Minneapolis Fed, October 2021
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WHY DOES THIS MATTER? FUNDAMENTAL SHIFT

In the past: Labor surplus meant employers could be choosey,
screening out job applicants to find best fit among many

e Present: Labor shortage means workers have leverage, and we
have to treat obstacles that workers face from a problem-
solving POV if we want more people to work

e Clearly already happening (e.g. higher wages). Will it continue?
e Requires a paradigm shift in how we think about labor/workers:

 Historical values & beliefs around labor and workers have
been shaped in a labor surplus environment

 Employers: Labor is a cost center; high expectations of labor
 Workers: ‘lucky to have a job’

 Labor markets have always rested on market leverage, which
resides more with workers now

e We can decide to do nothing, keep status quo; but then we
have accept slower job growth and slower economic growth
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FINALLY, PLEASE SHARE YOUR
ECONOMIC OUTLOOK



OUTLOOK: What is the overall outlook at your firm over the

next six months?

Very pessimistic JAR 4%
Somewhat pessimistic |B
Flat/neutral |C
Somewhat optimistic |D
Very optimistic |E

Don't know F
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FINAL THOUGHTS

Good news: There still appears to be healthy demand
e Bad news: Challenge fatigue

« Supply chain, inflation, labor, Russia

e Covid/Omicron makes repair difficult

 And now higher interest rates!

« Labor force participation = long-term growth
 Difficult to solve; job matching tough for both sides
* Hiring is hard, and so is job search!
» Offers best opportunity for widespread growth

e GOOD LUCK in a very challenging environment
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THANK YOU! QUESTIONS?

TWITTER: @RONWIRTZ

@MINNEAPOLISFED

CONNECT VIA LINKEDIN
RON.WIRTZ@MPLS.FRB.ORG
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