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his report presents the findings from a biannual survey of community organizations, including develop-

ers, lenders, and service providers, that is designed to provide insight on 17 key indicators related to the
economic health of low- to moderate-income (LMI) communities. Information included in this report is
based on the front-line observations of representatives of 476 organizations that play a critical role in the
development and stabilization of LMI communities in the Ninth Federal Reserve District. Respondents were
asked to gauge changes in employment, housing, financial, and business conditions for the communities
they serve by comparing current conditions with those that prevailed six months earlier. Collectively, their
observations help provide a community-based perspective on issues that are important to the community
development work of the Federal Reserve Bank of Minneapolis and the Federal Reserve System.

Survey respondents included: community banks; non-bank community development financial institutions;
public and private economic developers; state workforce and job service centers; housing developers and
housing service providers, including government agencies; small business technical assistance providers;
Community Action Agencies and other organizations that provide basic-needs assistance; financial educa-
tion providers; trade associations; tribal organizations; university extension services; community founda-
tions; neighborhood organizations; and other nonprofit entities. The geographic locations of respondents
were widely dispersed, representing more than 290 cities, townships, and reservation areas across the Ninth
District.

Proportion of Proportion of Ninth
State Respondent Pool District Population*
Michigan (UP) 4% 4%
Minnesota 38% 59%
Montana 14% 11%
North Dakota 16% 7%
South Dakota 19% 9%
Wisconsin (NW) 8% 10%

Respondents were asked to gauge changes in LMI community conditions using the response categories “de-
creased,” “stayed the same,” or “increased.” They were also invited to elaborate on their responses by provid-
ing comments. Respondents were instructed to answer questions based on firsthand observations and were
encouraged to answer “don’t know” if they were not knowledgeable about an issue in the community. For
each question, those who answered “don’t know” were excluded from the analysis.
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Information for Ninth District Insight was gathered through an online survey developed and administered
by the Community Development Department of the Federal Reserve Bank of Minneapolis. Responses in-
cluded in this report were collected during the months of July and August 2012. Forty-five percent of re-
spondents were participants in the previous poll conducted during the fourth quarter of 2011.

One change in the survey population for second quarter 2012 is the first-time inclusion of community
banks. Responses from community banks differed from those of other respondents on question items relat-
ed to housing, consumer debt, and business access to credit. Some of the more material differences between
community bank and non-bank respondents are noted in this report.

Percentages reported are for valid responses only, unless otherwise noted. Numbers might not equal 100 due
to rounding. Caution should be used when interpreting the numbers for the Upper Peninsula of Michigan
as they represent fewer than 20 cases.

LMI Economic Conditions at a Glance

Based on survey responses, most indicators of LMI community economic well-being remain negative for
the Ninth District overall, but they are less negative than observances for fourth quarter 2011. Information
gathered from survey participants shows continued overall deterioration in community conditions for the
past two survey periods. Indicators that remain the most negative Districtwide are:

o Demand for financial counseling in LMI communities;

o Number of formerly middle-class households seeking assistance from LMI community organizations;
o LMI households’ ability to find affordable rental housing that meets their needs; and

Ability of business owners in LMI communities to recruit and retain workers with the “right” skills.

Survey results also point to some signs of improvement in economic conditions for LMI communities across
the Ninth District. Indicators that showed increased overall improvement in comparison to six months ago
were:

o Businesses seeking new loans or lines of credit in LMI communities in Minnesota, Montana, North
Dakota, South Dakota, and western Wisconsin;

« Employment opportunities for disadvantaged and dislocated workers in LMI communities in Montana,
North Dakota, South Dakota, and western Wisconsin;

o Job training opportunities for disadvantaged and dislocated workers in LMI communities in Minne-
sota, Montana, North Dakota, South Dakota, and western Wisconsin; and

o Business closings and bankruptcy filings in LMI communities in Montana and North Dakota.
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LMI Economic Index Second Quarter 2012

The LMI Economic Index measures overall change in community conditions. The Index ranges from 0 (most deterioration in conditions) to 200
(most improvement in conditions) where a value of 100 equals neutral. A number less than 100 indicates overall deterioration and a number
greater than 100 indicates overall improvement. Indicators are ordered from greatest Districtwide deterioration to least Districtwide deteriora-
tion based on second quarter 2012 survey responses. Index values for fourth quarter 2011 are provided in parentheses for comparison where

available.

Ninth Michigan North South Wisconsin

District (up) Minnesota Montana Dakota Dakota (NW)
Demand for financial counseling in 54 40 45 38 75 81 27
LMI communities (43) (40) (32) (53) (68) (59) (20)
Number of formerly middle-class
households seeking assistance from (55) (57) (39) (41) (94) (69) (40)
LMI community organizations
Use of alternative financial service 68 45 57 144 68 60 33
providers by LMI households (50) (0) (33) (108) (25) (41) (17)
LMI households’ ability to find afford-
able rental housing that meets their (;g) éi) (ig) (53) (;11) (Z) (i;‘)
needs
Ability of creditworthy LMI house- 74 100 81 58 67 79 62
holds to obtain a mortgage (=) () (-) () (=) () =)
Ability of business owners in LMI
communities to recruit and retain (Zg) (22) (5733) (273C2)) ((65223) (;3) (:2)
workers with the “right” skills
Amount of consumer debt carried by 75 50 75 69 82 86 60
LMI households (56) (25) (40) (79) (61) (83) (42)
LMI community organizations’
confidence in ability to retain ad- 75 57 77 72 77 83 68
equate levels of funding for staff and (66) (36) (63) (75) (63) (83) (43)
programs
LMI community organizations’ ability
to meet the needs of clients seeking (;g) (2‘21) (;g) (;2) (:(5)) (;g) (23)
assistance
Access to credit for business owners 87 120 80 76 115 95 59
in LMI communities (62) (14) (50) (69) (116) (74) (33)
Proportion of LMI households seek- 89 129 83 35 94 100 22
ing services that do not have a bank
account (61) (50) (50) (73) (57) (76) (61)
Business closings and bankruptcy 92 72 73 104 132 100 68
filings in LMI communities (73) (33) (63) (67) (117) (100) (65)
Number of vacant and foreclosed 101 84 36 92 5 97 %0
properties on the market in LMI ) ) ) ) ) ) )
neighborhoods
Job training opportunities for disad- 106 85 103 111 113 104 110
vantaged and dislocated workers in
LMI communities (82) (67) (75) (82) (75) (100) (84)
Business openings in LMI communi- 107 109 94 107 148 100 100
ties (101) (54) (88) (107) (152) (113) (84)
Employment opportunities for disad- 111 83 99 118 150 107 106
vantaged and dislocated workers in
LMI communities (87) (63) (68) (92) (132) (106) (85)
Businesses in LMI communities seek- 120 110 119 130 128 116 100
ing new loans or lines of credit (-) (-) (-) (-) (-) (-) (-)

How the LMI Economic Index Is Calculated

Respondents were asked to gauge changes in LMI community conditions by comparing current conditions with those that prevailed six months
earlier using the response categories “decreased,” “stayed the same,” or “increased.” For indicators where an increase is considered positive,
the index numbers are calculated by subtracting the percent of respondents who answered “decreased” from the percent of respondents who
answered “increased” and adding 100. For indicators where an increase is considered negative, the index numbers are calculated by subtract-
ing the percent of respondents who answered “increased” from the percent of respondents who answered “decreased” and adding 100.
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Following is an in-depth analysis of survey results, including state-by-state comparisons and illustrative
quotes from respondents.

Employment and Job Training
Opportunities for disadvantaged and dislocated workers

Survey results indicate overall improvement in employment opportunities for disadvantaged and dislocated
workers; however, much of that growth can be attributed to activity in the Bakken oil region that has yielded
new jobs in construction, hospitality, and retail services. Not all of the byproducts of the oil boom have been
positive. Respondents in the Bakken report that the industry has adversely impacted other industries by
creating wage pressures and labor shortages for those that rely on workers with similar skill sets. In addi-
tion, insufficient infrastructure and the shortage of workforce housing continue to create problems for local
governments and limit opportunities for families.

The majority (70%) of respondents reported that the availability of employment opportunities for disadvan-
taged and dislocated workers in LMI communities has either remained the same or decreased over the past
six months. According to respondents, federal and state budget cuts have negatively impacted job growth,
the jobs that are available for dislocated workers pay insufficient wages, and unemployment remains high
among older workers without post-secondary education.

Availability of Employment Opportunities for Disadvantaged
and Dislocated Workers in LMI Communities
Q2 2012 Compared to 6 Months Prior
N=375
23% 21%
35% 32% SCA
55%
41%
2 26%
% 17% 14% 19%
5%
M1 (UP) MN MT ND SD WI (NW) Ninth District
Decreased M Stayed the Same M Increased

“Employment opportunities in the Bakken have been a mixed blessing for northwest Montana
workers and families. For those able to make the commute and find affordable housing, the
oil fields offer badly needed, well-paying jobs. At the same time, the outflow of workers and
equipment represents a significant loss of capacity in forestry and land management. It is be-
coming more difficult to find qualified contractors to do hazardous waste reduction or forest

health treatments.” —Respondent in mixed urban-rural area, MT
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“We have lost several businesses in the last couple of
years. We have gained a Walmart, which hires many
[people] from outside of this area. We have a local
hospital that has cut jobs due to cuts in Medicare
and Medicaid, and our school system has also laid
off teachers due to state government cuts.”

FEDERAL RESERVE BANK OF MINNEAPOLIS

“Jobs at the lower end remain in short
supply, and there is often a mismatch

between the [location of] job opportu-
nities and affordable housing, making

it difficult for workers to maintain both

—Respondent in rural area, MN

employment and housing stability.”
—Respondent in urban area, MN

Survey results show overall improvement in the number of job-training opportunities for disadvantaged
and dislocated workers in LMI communities over the past six months. However, declines in state funding
for job-training programs and unfavorable market conditions continue to remain a challenge. Respondents
also commented on employers’ apparent unwillingness to provide on-the-job training despite their inability

to fill posted positions.

29%

Availability of Job Training Opportunities for
Disadvantaged and Dislocated Workers in LMI Communities
Q2 2012 Compared to 6 Months Prior
N=335

15% 13% 8%

28%
14% 15%

Ml (UP) MN MmT ND SD WI(NW)  Ninth District

Decreased MW Stayed the Same M Increased

“The workforce groups in our area
have stepped up training opportunities
for [residents in] low- to moderate-
income communities.” —Respondent

in mixed urban-rural area, MN
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“One of the biggest barriers [to employment] is
employer expectations. Employers have gotten to
a point where they want a very specific combi-
nation of skills in the people they hire, and they
don’t want to provide on-the-job training. Nor
are they willing to raise starting wages for the
positions they are having a hard time filling.”

—Respondent in mixed urban-rural area, MN
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Housing

Affordable rental opportunities, access to mortgage loans, and foreclosure recovery

Across the Ninth District, respondents continued to express concern over the short supply of affordable
rental housing and cuts to federal housing programs, including the HOME Program. Most respondents
(89%) reported that the ability of LMI households to find affordable rental housing that meets their needs
has either remained the same or decreased over the past six months. Districtwide, several respondents com-
mented on the slow or complete lack of construction of affordable rental housing in their communities.

LMI Households' Ability to Find Affordable Rental Housing That Meets Their Needs
Q2 2012 Compared to 6 Months Prior
N=395
57%
46%
32% Ak 32% 39%
24%
M1 (UP) MN MT SD WI (NW) Ninth District
Decreased M Stayed the Same M Increased

“We work with low-income job seekers, many
of whom need [affordable] housing. Few or
no options exist in western Wisconsin. The
waiting lists for public housing programs [are
long]. For some people, living in a rundown
trailer home is the only available option.”
—Respondent in mixed urban-rural area, WI

“We have recently experienced a major flood
that impacted our housing stock. There will be
more investment in the renovation of homes,
but the rental housing vacancy rate is very
tight and the flood has further increased the
need for more decent, affordable rental units.”
—Respondent in mixed urban-rural area, MN
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“Employment opportunities are numerous, but
we have been unable to hire teachers or law
enforcement personnel due to lack of hous-

ing. Numerous “man camps” have been built
to provide housing for oil field workers. New
homes and apartments are being constructed
to provide adequate housing, [but the pace is
not quick enough].” —Respondent in mixed

urban-rural, ND

“We have a significant housing shortage for low-
to middle-income [workers] in our community.”

—Respondent in rural area, SD
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Survey responses indicate that despite low interest rates, homeownership opportunities for LMI households
have either remained the same or declined over the past six months. Districtwide, more than one-third
(38%) of respondents reported a decrease in the ability of creditworthy LMI households to obtain a mort-
gage. Community bank respondents were more likely to report no change on this measure, while non-bank
respondents were more likely to report a decline. Several respondents, both community banks and non-
banks, cited new regulatory and underwriting requirements as the chief reasons why households are not

able to obtain a loan.

Many also commented on the large number of LMI households with underwater mortgages preventing
them from refinance or sale. Also, a small number of respondents mentioned that immigrant households
have been unable to take advantage of foreclosure assistance programs due to language barriers and low

financial literacy.

Ability of Creditworthy LMI Households to Obtain a Home Mortgage
Q2 2012 Compared to 6 Months Prior
N=355

35%
27%

7% 6%
16%
27%
49%

48%

32% E2

MI (UP) MN MT

W Decreased M Stayed the Same M Increased

sD WI(NW)  Ninth District

“In rural communities it has become much
harder for consumers to obtain funding
for housing due to increased regulation.
Also, there are fewer organizations that are
willing to do residential real estate loans.”

—Respondent in rural area, SD
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“Our bank discontinued offering resi-
dential mortgage loans as a result of the
increased regulatory burden. We are
trying to find ways to meet the need,
but it has been very difficult. It would
serve everyone well if we could lend
money to creditworthy customers at
terms that are beneficial to [both] the
customer and the bank without worry-
ing about the regulatory risk.”
—Respondent in rural area, ND
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“Appraisals are coming in lower, especially in struggling neighborhoods. Weve had a number
of members contact us after FHA has lowered the appraised value of a home. This places a
significant burden on homeowners who are current on their mortgage and wish to sell”

—Respondent in mixed urban-rural area, MN

“Low-income and immigrant [residents] who do not have financial
literacy skills are unable to tap into resources to assist with mortgage

foreclosure relief”—Respondent in urban area, MN

Survey responses indicate little or no change in the overall number of vacant and foreclosed properties on
the market in LMI neighborhoods over the past six months. However, conditions appear to vary across the
District. More than half (58%) of the respondents based in North Dakota reported decreases compared to
less than one-third of the respondents for all other states. According to respondents, LMI households are
continuing to fall into foreclosure due to loss of income and a lack of qualified buyers is preventing the ab-
sorption of foreclosed properties. Community banks were more likely to report a decrease in vacant proper-
ties than non-bank respondents.

Number of Vacant and Foreclosed Properties on the Market in LMI Neighborhoods
Q2 2012 Compared to 6 Months Prior
N=360
19% .

31% 29% R

39% 41%

58%

31%
26%
23% 17% 21% 16% 9

MI (UP) MN mMT ND ) WI(NW)  Ninth District
Decreased m Stayed the Same M Increased
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Household Financial Well-Being

Consumer debt, financial counseling, and the use of alternative financial services

Most respondents (83%) said that, in the LMI communities they serve, the amount of consumer debt house-
holds are carrying has either stayed the same or increased over the past six months. According to respon-
dents, many LMI consumers are relying on credit to pay for basic living needs such as food, transportation,
and health care. Community banks were less likely to report an increase in consumer debt than non-bank

respondents.

Amount of Consumer Debt Carried by LMI Households
Q2 2012 Compared to 6 Months Prior

N=258
28% 32%
43% 42%
52% s
70%
20% 18% 21% 18% 17% 17%
10%
MI (UP) MN MT ND SD WI(NW)  Ninth District

Decreased M Stayed the Same M Increased

“[LMI] consumers are us-
ing their credit cards for living

expenses more than ever before.”

—Respondent in rural area, MI
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“Many consumers continue to turn to credit
cards and spend beyond their ability to
repay. In turn, they default on that credit,
which results in [a decline in] their ability
to obtain credit in the future. This is a real

crisis.” —Respondent in rural area, MN
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In surveying consumer credit conditions, we also asked about households’ use of alternative financial ser-
vices, such as payday lenders. In all states except Montana, more than 90 percent of respondents reported
that the use of alternative financial service providers by LMI households has either remained the same or
increased over the last six months. While in-state payday lending in Montana has essentially disappeared
as a result of state legislation passed in 2011, respondents’ comments indicate that some LMI households in
Montana are now turning to online payday lenders instead.

Use of Alternative Financial Service Providers by LMI Households
Q2 2012 Compared to 6 Months Prior
N=232

53%

o 11%

Ml (UP)

MN MT ND SD WI (NW)  Ninth District

Decreased M Stayed the Same M Increased

“Payday lenders across the river from us in Wisconsin are
proliferating” —Respondent in urban area, MN

“Payday lending has been
regulated out of business in
Montana, but we have not seen
a rash of individuals looking for
micro-loans so [it is likely] that
payday borrowers have simply
shifted to online channels.”
—Respondent in mixed urban-
rural area, MT
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“People are getting caught up in a debt trap
by payday lenders offering small dollar loans.
We have interviewed clients and most are
getting $200 to $500 for emergencies and
then can’t pay it off. We asked people if they
have emergency savings and most do not.”

—Respondent in reservation area, SD
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Survey responses suggest that the proportion of LMI households without a bank account continues to remain
steady or is on the rise in comparison to six months ago. Districtwide, nearly 1 in 5 respondents reported
an increase in the proportion of clients seeking services who do not have a bank account. Among the few
who reported a decrease, the move toward electronic deposit of benefits was cited as one reason why more
LMI households are utilizing mainstream financial services. Anecdotally, one community bank respondent
reported that new requirements have made it more difficult to open accounts for undocumented residents.

Proportion of LMI Households Seeking Services That Do Not Have a Bank Account
Q2 2012 Compared to 6 Months Prior
N=222
12%
24% 23%
29%
7% 8% 6% 8% 13% 8%
MI (UP) MN mMT ND sD WI(NW)  Ninth District
Decreased M Stayed the Same M Increased

Survey results indicate that the demand for financial counseling services in LMI communities across the
Ninth District has either remained the same or increased over the past six months. Districtwide, about half
of respondents (51%) reported seeing an increase. According to respondents, tighter lending requirements
have made people increasingly aware of the need to have good credit and to seek credit repair if they do
not. In this respect, some financial educators viewed the increase in the demand for financial counseling as
a positive indicator, at least in the short term. As demand has increased, so has the need for more financial
counselors. In some rural areas, access to financial counseling is very low.

A few respondents said they have witnessed actual decreases in the demand for financial counseling services
in the past six months. According to respondents, in some areas the actual need is low. However, in areas
where consumer debt is high, it appears that current programs are not meeting the needs of consumers. Sur-
vey responses indicate a need for counseling that is more individualized; counseling that is culturally appro-
priate, especially in the case of Native American households; and counseling that is designed for households
facing emergency financial situations.
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M1 (UP)

Demand for Financial Counseling in LMI Communities
Q2 2012 Compared to 6 Months Prior
N=247
PEY)
32%
51%
59%
e
4% 7% 4% 4%
MN MT ND SD WI (NW) Ninth District
Decreased W Stayed the Same M Increased

“The housing crisis and lack of quality employment opportunities has im-
pacted individual credit and increased the need for financial counseling”

—Respondent in mixed urban-rural area, WI

“Low-income families are stretched to their limit using credit cards for day-to-day living. The
only free [financial] counseling available is in the next town over—30 miles away. It is not pos-
sible for many [LMI households] to travel there for financial counseling. We need it here.”
—Respondent in rural area, MT

“People who could not afford housing before can suddenly do so with the
high wages they are pulling in from oil field work. However, because they
previously did not manage their credit, they have a lot of repairing to do
before they can actually purchase the things they can afford now, [such as

a truck or a house].” —Respondent in rural area, MT
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Business Conditions
Start-ups and closings, access to credit, and the ability to find qualified workers

Survey results show a continued decline in access to credit for business owners in LMI communities, al-
though conditions appear to be somewhat less negative than they were six months ago. Districtwide, more
than one-quarter of respondents (29%) said that the ability of business owners to obtain the amount of credit
they need has decreased over the past six months. Community banks were less likely to report a decrease
than non-bank respondents.

According to survey responses, the deterioration in access to credit remains particularly challenging for
start-ups and less established business owners. Respondents report that some small business owners are
continuing to turn to community development financial institutions (CDFIs) to meet their credit needs in
place of traditional lending institutions. According to some community banks, tighter regulatory require-
ments have prevented them from making loans.

Overall, business credit conditions are much more favorable in North Dakota than in other parts of the
District. Only 12 percent of respondents in North Dakota reported a decrease in access to credit for business
owners in LMI communities over the past six months, compared to one-third or more of respondents in all
other states. Additionally, respondents reported that credit conditions have continued to remain favorable
for agricultural businesses across the District.

Access to Credit for Business Owners in LMI Communities
Q2 2012 Compared to 6 Months Prior
N=269
12%
20%
I I 27%
55%
44%
32% 29%
20%
12%
MI (UP) MN MT ND SD WI(NW)  Ninth District
Decreased M Stayed the Same M Increased

“Because of the tightening of credit by banks, which may finally be loosening a bit after three
years, we have seen an increase [in the credit quality of our loan applicants]. Longtime, estab-
lished businesses and other entrepreneurs are coming to us. Historically, [as a CDFI] we have
been a lender of last resort. However, as we have seen better credit [scores] and larger deals,
we have been able to partner with banks by matching, or nearly matching, their interest rates.

Ultimately, this is a win-win for borrowers.” —Respondent in urban area, MN
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“Access to credit is very challenging for small businesses “Regulatory requirements have
and start-ups. They don’t meet the new standards of had a huge impact on an exist-
creditworthiness that it takes to acquire funding. [The ing business’s ability to obtain
same is not| true for larger organizations and businesses operational credit. Allowance
that have a good financial track record. Business expan- for loan loss requirements

sion has definitely increased in the past 12 to 18 months and what is now considered

so there is lending occurring. However, this is predomi- an ‘impaired loan’ by regula-
nantly being driven by lending to medium and large tors has [decreased] what we
businesses.” —Respondent in rural area, WI can do for our customers. [The

fallout] over the last four years
has resulted in our lending staff

“The agricultural [sector] of our being extremely cautious in
economy is very strong and credit is their evaluation of all new loan
easily secured by requesting borrowers.” requests.”

—Respondent in rural area, MN —Respondent in rural area, MN

Other indicators of business vitality in LMI communities vary across the Ninth District. Survey responses
show an overall increase in the number of businesses seeking new loans or lines of credit over the past six
months. Districtwide, more than one-third (37%) of respondents reported an uptick in the number of busi-
nesses seeking loans or lines of credit, and in Montana, half (50%) reported seeing an increase. Community
banks were less likely to report an increase than non-bank respondents. In areas where loan demand has
decreased, respondents cited regulatory and credit issues.

Number of Businesses in LMI Communities Seeking New Loans or Lines of Credit
Q2 2012 Compared to 6 Months Prior
N=255

40%

41%
50%
22% 20%

MI (UP) MN MT ND sD WI(NW)  Ninth District

30%

25%

17%

9% 7%

Decreased M Stayed the Same M Increased
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“Commercial loan demand in our area has been fairly strong.”

—Respondent in rural area, ND

“We have seen loan demand fall this year, but our per-

centage of approvals is at an all-time high. Manufacturers

are trying to ramp up and are having trouble regaining

the credit they had pre-recession due to falling collateral

values and decreased profitability in recent years.”
—Respondent in rural area, MI

“Business owners are
continuing to reduce debt
and increase cash reserves
until regulatory and tax
environments settle down.”
—Respondent in rural
area, MN

Districtwide, one-quarter (27%) of respondents said that the number of businesses closing or filing for
bankruptcy has increased over the past six months, while roughly half (54%) reported that conditions re-
main about the same. Overall, the Dakotas and Montana appear to be faring better than other states.

N=291
5%
23%
37%
46%
37%
27%
18%
10%

Business Closings and Filings for Bankruptcy in LMI Communities
Q2 2012 Compared to 6 Months Prior

20%
27%

40%

20% 19%

8%

M (UP) MN MmT ND

Decreased M Stayed the Same

SD WI (NW) Ninth District

M Increased

“Small businesses are continuing to close in [our
county] due to the economic conditions. They are
out of cash reserves after the long downturn. How-
ever, bankruptcy filings tracked by our institution
have declined since the high point in 2009.”
—Respondent in mixed urban-rural area, MT
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“In [our community], some long-
time retail stores are closing, but
there are more [Latino-owned]
businesses opening.”

—Respondent in rural area, MN
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Survey responses indicate overall improvement in the number of business openings in LMI communities
across the District. More than one-quarter of respondents (29%) reported an increase in the number of
business openings in the communities they serve in comparison to six months ago. For counties located
in or near the Bakken oil region, new business is booming. In areas where business openings remain flat,
respondents cited the tight credit market, lack of infrastructure, and population decline as primary factors

preventing new business growth.

Business Openings in LMI Communities
Q2 2012 Compared to 6 Months Prior
N=347

23%
31%
42%

33%
29% .
24% 18%

8% .
I | 29%

23% 22%

MI (UP) MN MT

Decreased m Stayed the Same M Increased

WI(NW)  Ninth District

“Business activity is increasing in
LMI neighborhoods along emerg-
ing transit corridors, [including
the] Central Corridor”
—Respondent in urban area, MN

“This past quarter, recreational areas saw growth
in the food and beverage industry. Second quar-
ter 2012 resulted in a number of new businesses
opening and a warm spring produced strong sales.”

—Respondent in rural area, MN

“Business vitality is very good at this time. We have
seen many new businesses come into our community
and some existing businesses expand. Our bank has
programs available for new businesses and business ex-
pansions. We have not seen any economic downturn.”

—Respondent in rural area, ND
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“Business start-ups have
slowed [due to] an overall
lack of confidence in the
economy and more strin-
gent credit requirements.”
—Respondent in mixed

urban-rural area, MN
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The ability of business owners in LMI communities to recruit and retain workers with the “right” skills
continues to remain a challenge, although conditions appear somewhat less negative than in fourth quarter
2011. Districtwide, more than one-third (37%) of respondents reported a decrease in business owners’ abil-

ity to recruit and retain workers with the “right” skills comp

ared to six months ago.

In rural communities, there exists an unmet demand for both college-educated professionals and workers

with highly specialized manufacturing skills. According to

respondents, workforce housing shortages and

declining populations make it difficult to recruit qualified applicants. In some areas, even jobs that require
less education are going unfilled. Respondents mentioned workers’ apparent unwillingness to work for low-
er wages and/or relocate for employment. Survey results indicate that North Dakota and Wisconsin may be
experiencing greater difficulty with recruitment and retention than other states.
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Ability of Business Owners in LMI Communities to
Recruit and Retain Workers with the "Right" Skills
Q2 2012 Compared to 6 Months Prior
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“In our region, it is difficult to attract employ-
ees that fit the requirements of technical posi-
tions. Engineers, nurses, and other high-wage
jobs are posted for months. Low unemploy-
ment creates an opportunity for new outside
workers to move here, but it has been difficult
to recruit and retain them.”

—Respondent in rural area, MN

NINTH DISTRICT INSIGHT: SECOND QUARTER 2012

“We have businesses that are eager to
move in or expand, but are having trouble
locating workers. Part of this is [due to the
lack of available] housing. Also, these new
jobs pay in the $12 to $15 per hour range
and it seems that people are not willing to
move for salaries in that range.”

—Respondent in rural area, SD
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“In western North Dakota, it is becoming more difficult to hire and retain good employees due
to the high-paying oil field jobs available.” —Respondent in mixed urban-rural area, ND

“[Lack of] proper job train-
ing remains an issue. [Some
candidates] are even lacking
the soft skills deemed to be
important.” —Respondent in
rural area, MN

“There exists a large gap between

the skills of LMI [job seekers] and
the minimum skills required for the
jobs that are available.”

—Respondent in mixed urban-
rural area, W1
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Capacity of Community Development and Service Organizations
Funding levels and the ability to meet LMI community service needs

In addition to sharing their perspectives on current economic conditions for the LMI communities they
serve, we asked respondents to share their perspectives on their own organizations financial outlook and
ability to meet ongoing community service needs.

Districtwide, more than one-third (37%) of respondents reported decreased confidence in their organiza-
tion’s ability to retain adequate levels of funding for staff and programs in comparison to six months ago.
Survey responses indicate continued concern over government spending cuts. In particular, respondents
mentioned the loss of stimulus funding provided by the 2009 American Recovery and Reinvestment Act and
cuts to federal housing programs. A decline in the amount of funding available from philanthropic sources
was also a concern. Despite a strong economy and a state budget surplus, it appears that community organi-
zations in North Dakota are not faring any better than those in other states. One-third (31%) of respondents
in North Dakota reported decreased confidence in their ability to retain funding for staff and programs.

Some organizations have sought to weather government cuts by diversifying their funding streams, while
others have opted to merge with like organizations or develop other strategies for collaboration.

LMI Community Organizations' Confidence in Ability to Retain
Adequate Levels of Funding for Staff and Programs
Q2 2012 Compared to 6 Months Prior

N=381
:
56%
45% S
34% B 20% 37%
MI (UP) MN MT ND sD WI(NW)  Ninth District

Decreased M Stayed the Same M Increased
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“Federal cutbacks in [funding for] community development programs have impacted LMI communi-

ty organizations significantly on all fronts, and state cutbacks have exacerbated the issue. Also, foun-

dations have shifted their focus away from capacity building within organizations and decreased the

amount of capital available for community organizations. This scenario does not bode well for the

future vitality of community service organizations that LMI households rely on for assistance.”

—Respondent in rural area, SD

“Like most anti-poverty programs, our funding has been reduced or

frozen while costs and demands for service have risen. We have had

to lay off staff and consolidate services. Anxieties about future fund-

ing have negatively affected morale and inhibited our ability to do

reliable strategic planning” —Respondent in rural area, W1

“Nonprofits are struggling due to lack
of funding opportunities, particularly
grant funds. The need for services has
increased and so has the cost of food
pantries, transportation vouchers, and
emergency housing. North Dakota

is flush with money but little is done
with that surplus to assist LMI house-
holds directly” —Respondent in mixed

urban-rural area, ND

“We've recently lost funding for workforce
training. We are looking for ways to [maintain]
the capacity weve built up. [The] movement to
get workforce training programs to collaborate
continues in full force.”

—Respondent in mixed urban-rural area, MN
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Overall, organizations’ ability to meet the ongoing service needs of LMI communities has either worsened
or remained unimproved over the last six months. Despite an increasing demand for services, several orga-
nizations have been forced to reduce the number of clients they serve. Others have simply tried to do more
with less.

Some entities that provide services to business owners in LMI communities, including technical assistance
providers and community banks, also expressed concern about their capacity to meet client needs. For
these organizations, increasing operating costs coupled with declining profitability have posed uncertainty
regarding sustainability.

LMI Community Organizations' Ability to Meet
the Needs of Clients Seeking Assistance
Q2 2012 Compared to 6 Months Prior
N=360
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“Less funding means less services. Unlike private

business, the cost of doing business cannot be passed

on to the consumer of our services since financial in- “Our funding sources
security is what brought them to us in the first place. are fairly stable, but we
We have implemented new ventures to change the are trying to do more

dynamics of our funding, but [these measures] will with less.” —Respondent
never replace what the state or federal government in reservation area, MT
[previously] invested in these efforts.”

—Respondent in mixed urban-rural area, MN
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“We had an influx of service requests in the first half of 2012—nearly double that
of last year. We have been forced to select clients that appear to have the most
potential for job creation, which leaves many determined entrepreneurs of color
without the kind of technical assistance they need in order to succeed in the long
term. We work with a continuum of economic development colleagues across the
metro in order to try and match people’s needs, but we are all under pressure.”

—Respondent in urban area, MN

“We are a typical small-town community bank that was strong enough heading into the
recession that we expect to survive it. However, of bigger concern are increasing operating
costs, decreasing non-interest income, stale loan demand, and added regulatory expense. It
is our belief that the future of small town community banks is in jeopardy.”

—Respondent in rural area, MN

Districtwide, more than half (53%) of respondents reported an increase in the number of “formerly middle-
class” households seeking assistance in comparison to six months ago. The proportion of respondents who
reported seeing more “formerly middle-class” households was highest in Minnesota and Wisconsin (66%

and 68%, respectively).

Number of "Formerly Middle-Class" Households Seeking Assistance
from LMI Community Organizations
Q2 2012 Compared to 6 Months Prior
N=360
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“Demand for services is increasing. Many people

“We have seen an increase in for-
with disabilities lost their jobs during the reces- f

sion and most of [them] need re-training in order merly middle-class families applying

or assistance.”
to be employable.” f

L —Respondent in rural area, MN
—Respondent in mixed urban-rural area, MN

“The disparity in wealth appears to be widening.
More people are dropping out of the middle class
as they lose jobs and come back into the market
at a lower level of earnings. We have tried to
help people by addressing short-term needs, but
longer-term solutions remain elusive.”
—Respondent in urban area, MN
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About Ninth District Insight

The Ninth District Insight Survey is designed to capture front-line observations about issues that
affect the economic health of LMI communities. Participants’ responses serve as leading indicators
of change in conditions that are otherwise difficult to measure or are not measured through other
existing data sources. Federal Reserve Bank of Minneapolis senior leadership and Community De-
velopment staff use Ninth District Insight to help identify regulatory and policy issues that deserve
attention and to decide how Community Development program resources should be targeted. We
hope the community-based perspective that Ninth District Insight provides also serves as a valuable
resource for decision makers outside the Federal Reserve System.

Participation in Ninth District Insight is entirely voluntary and no individually identifiable infor-
mation is reported. If you would like your organization to be considered for inclusion in the next
survey, contact Ela Rausch at ela.rausch@mpls.frb.org.



