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he district economy saw modest
I progress so far in 2015, with a
number of industries posting
employment gains alongside a slowdown in
the natural resources sector. The outlook
is also slightly positive as respondents to
the professional business services survey
are optimistic for the upcoming year,
while the results of the Minneapolis Fed’s
forecasting models point to slowing in
employment growth through 2016. In
the agriculture sector, crop prices are
expected to remain low, providing a
strain on farm income.

District employment
growing slower than
the nation’s

Employment levels increased in a num-
ber of district industries, but fell short
of growth at the national level. Total dis-
trict nonfarm employment increased 1.2
percent in May from a year earlier, while
U.S. employment grew 2.2 percent (see
Chart 1). The district’s strongest em-
ployment gains were posted by construc-
tion (2.7 percent), manufacturing (1.8
percent) and information and financial
services (1.6 percent). Meanwhile, natu-
ral resources and mining decreased 2.1
percent compared with a year ago.

Over the past year, employment
growth in the United States has ex-
ceeded that of the district (See Chart
2). A couple of factors come into play.
First, employment growth was stronger
in the district than nationally following
the Great Recession, as economic activ-
ity continued to languish in other areas
of the country from 2010 to 2013. Since
then employment has been catching up
in those other areas as they experience a
later recovery.

Second, strong employment gains
from the expansion in energy produc-
tion in North Dakota contributed to
district employment growth during 2010
to 2013. However, with the drop in oil
prices and decreased drilling activity in
the western part of North Dakota since
the end of 2014, North Dakota has post-
ed job losses over the first five months of
2015 due to layoffs of oilfield workers.

At the end of September 2014, when
oil prices were above $90 per barrel, 197
drilling rigs were active in the region
(189 in North Dakota, eight in Mon-
tana). Then, oil prices around the world
collapsed. For example, the West Texas
Intermediate crude oil price dropped,
holding at around $50 from January to
April, and since then has been closer
to $60 per barrel. By the beginning of
July there were 76 drilling rigs active in
North Dakota and one drilling rig work-
ing in Montana. Oil production also
slowed in the region, dropping about 5
percent from its peak in December.

Despite the slowdown in oil drill-
ing, unemployment rates in the region
have risen only a little, and from very
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low levels as demand for construction
workers remained strong to build public
and energy sector infrastructure. When
the pace of drilling was still rapid earlier
in 2014, infrastructure was far behind
needs.

While the slowdown in the oil patch
has had an impact on the district’s em-
ployment tally, the overall impact is like-
ly contained in and around that region.
As reported earlier in “How Wide is the
Ripple Effect?” (see July 2013 fedgazette

online) the impact of activity in the Bak-
ken doesn’t seem to register in aggregate
statistics much beyond 100 miles and at
most 200 miles away. Furthermore, an
analysis by the Minnesota Department
of Employment and Economic Devel-
opment released in April using a range
of assumptions for future oil prices,
shows that the energy-producing areas
in North Dakota are expected to have a
modest 0.1 percent to 0.3 percent over-
all net impact on Minnesota’s economic
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Employment growth in U.S. pulling ahead
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output by 2019 and 0.2 percent or less
impact by 2030.

The outlook for district employment
growth is slightly positive. According to
the professional business services survey,
the outlook for hiring is positive, with 21
percent of firms expecting to increase
full-time staff while 7 percent expect
decreases (see related story on page
13). However, the Minneapolis Fed’s
forecasting models predict a slowing in
employment, with slight decreases in
Minnesota and Wisconsin during 2016,
slight increases in Montana, South Da-
kota, and the Upper Peninsula, and a re-
bound in employment growth in North
Dakota (see page 18). Meanwhile, stron-
ger growth is predicted for national
labor markets relative to the district in
2016. Unemployment rates in the dis-
trict are expected to increase slightly by

Mixed home
building growth
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2016, but remain at relatively low levels,
while the U.S. unemployment rate is
predicted to drop below 5 percent.

Homebuilding mixed,
manufacturing slowing

Several large commercial building proj-
ectsunderwayin the districthave helped
boost construction activity. However,
housing units authorized, a signal of
future residential building, has varied
across the district (see Chart 3). During
the first five months of 2015, housing
units authorized posted strong gains in
Minnesota and Montana, but dropped
substantially in North and South Da-
kota, compared with the same period
a year earlier. District homebuilding
has picked up from the depths of the
Great Recession, but is still far from the
annual peak reached in 2004. One rea-
son for this is that population growth
and household formation are generally
slower than a decade ago (with the ex-
ception of North Dakota); therefore, a
return to annual home building levels
in the district prior to the Great Reces-
sion is not to be expected.

Meanwhile, manufacturing activity
has slowed somewhat in the district, de-
spite year-over-year employment gains.
According to a June survey of purchas-
ing managers released by Creighton
University, results indicated moderate
expansion in manufacturing in Minne-
sota and South Dakota, and a contrac-
tion in North Dakota. The manufactur-
ing sector has struggled from slower
exports, in part due to the stronger
dollar relative to currencies of trading
partners (see related story on page 14).

Consumer spending and
tourism are optimistic

Nationally, retail sales increased a solid
1.2 percent in May from the previous

month and were 2.7 percent higher
than a year ago (not adjusted for in-
flation). In the district, a number of
retailers have reported gains in sales
during the past few months, although
retail activity has slowed in the energy
producing areas of North Dakota and
Montana.

Tourism officials and district busi-
ness owners associated with tourism are
optimistic for a strong season. Gasoline
prices have increased since earlier in
the year, but remain much lower than
they were going into last year’s sum-
mer, which will help to keep travel costs
down. According to a survey of Minne-
sota lodging businesses conducted by
the state’s tourism office, 53 percent of
businesses expect summer revenue to
increase from a year ago, while 11 per-
cent expect decreases.

Overall personal income gains dur-
ing the first quarter compared with a
year earlier were positive. But growth
was depressed by decreases in farm in-
come, which fell more than 25 percent
in district states, except for Montana
where farm income was higher than
last year. The Minneapolis Fed’s fore-
casting model predicts slow income
growth in 2015, likely influenced by
the first quarter drop in farm income,
but predicts growth rates will pick up
in 2016.

In addition to relatively low gasoline
prices, consumer prices overall have
stayed in check. In May, the U.S. per-
sonal consumption expenditures price
index was only 0.2 percent higher than
a year earlier, while the core rate of
inflation, which doesn’t include rela-
tively volatile food and energy prices,
increased 1.2 percent.

For farmers, better
weather but falling prices

After two years marked by long winters,
farmers finally got a reprieve in 2015
from late spring planting and were able
to get crops in the ground on a more
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typical schedule. Planting progress and
emergence rates for corn, soybeans
and spring wheat as of late-June were
slightly ahead of their five-year aver-
ages throughout most of the district.
The majority of those crops were rated
in good or excellent condition over the
same period. Solid rainfall has also left
much of the district free of drought,
with the exception of parts of Montana.
But the biggest news so far this year has
been the massive avian influenza out-
break that has led to the deaths of an
estimated 48 million chickens and tur-
keys in 15 states. The bird flu has been
especially concentrated in Minnesota,
which is the nation’s largest producer
of turkeys, and in Iowa.

Unfortunately for farmers, crop
prices, which were already at low levels
as of last year’s harvest, have retreated
further. The U.S. Department of Agri-
culture forecasts corn, wheat and soy-
beans prices to decrease this year and
into 2016 (see Chart 4). For livestock
producers, the outlook is a little bet-
ter. Prices for cattle are historically
high and expected to remain stable.
Meanwhile, hog prices, which have also
been strong, have retreated slightly.
Dairy producers have seen milk prices
drop dramatically to margin-squeezing
levels, though they, and other animal
product producers, benefit from lower
crop prices that bring down feed costs.

Due to lower crop prices, district ag-
ricultural producers began the year in
worse financial shape than in recent
years. According to the Minneapolis
Fed’s first-quarter (April 2015) agricul-
tural credit conditions survey, 79 per-
cent of respondents reported lower
farm income compared to the previous
three months, while only 8 percent not-
ed increases. Agricultural lenders
mostly expected farm profits to fall fur-
ther in the second quarter of 2015,
with 78 percent expecting decreased
income and just 4 percent expecting
increases. On balance, the outlook for
farm household and capital spending
was also for decreases.

Most agricultural commodity prices

expected to decrease

Average farm prices

Estimated Projected
2012/2013 2013/2014 2014/2015 2015/2016
(CURRENT $ PER BUSHEL)
Corn 6.89 446 3.55-3.75 3.20-3.80
Soybean 14.40 13.00 10.05 8.25-9.75
Wheat 7.77 6.87 6.00 4.40-5.40
Estimated Projected
2013 2014 2015 2016
(CURRENT $ PER CWT)
All Milk 20.05 23.97 1715-17.55 17.45-18.45
Steers 125.89 154.56 159.00-165.00 155.00-168.00
Hogs 64.05 76.03 49,00-51.00 44.00-48.00

Source: U.S. Department of Agriculture, estimates as of June 2015



