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Minnesota Business Services Firms Expect Stability for 2017



Minnesota business service firms (such as engineers, accountants and architects) expect mostly stable levels for productivity, employment and labor availability in 2017. They also anticipate growth for sales and profits.

These results come from a random sample of Minnesota businesses service firms conducted in May and June by the Minnesota Department of Employment and Economic Development and the Federal Reserve Bank in Minneapolis.


Business Services Firms-Previous Four Quarters

Minnesota business services firms reported mostly unchanged or improved conditions in 2015. Seventy-one percent experienced unchanged labor availability and 68 percent reported constant selling prices and employment levels. Additionally, 54 percent indicated no changes in productivity. Sales revenue had the best performance among indicators with 48 percent of firms reporting growth.  
 

Business Services Firms-The Coming Year
Minnesota business services firms expect mostly stable conditions for the coming year. Seventy-five percent anticipate unchanged labor availability and only six expect increased levels. Nearly 70 percent expect unchanged employment levels while 21 percent anticipate employment growth. Respondents were closely divided between those who expect stable profits (42 percent) and those who anticipate profit growth (39 percent). Table 1 shows results for all indicators.

Outlook on the State Economy

Minnesota business services firms expect stable or improved conditions for Minnesota’s Economy but to a lesser degree than in the previous year. Most diffusion indexes are higher than 50, indicating expansion but they are lower than they were in last year’s survey, as shown on the Table 1. Respondents are most optimistic about employment with 92 percent expecting stable (60 percent) or improved (32 percent) conditions.  The diffusion index for this indicator is 62, compared to 67 the previous year. 

A new question inquired about the effect of limited labor availability on businesses. Forty-three percent of respondents indicated they had not experienced significant changes. Nonetheless, 29 percent responded that their existing staff are working longer hours while 15 percent are paying higher wages.

[bookmark: _GoBack]Table 1. Minnesota 2016 Manufacturing Business Condition Survey Results1
	Business indicators in the last 4 quarters:
	Up
	Same
	Down
	Diffusion Index 2016(2)
	Diffusion Index 2015(2)

	Sales revenue
	48%
	29%
	23%
	62
	67

	Profits
	39%
	33%
	28%
	56
	58

	Productivity
	36%
	54%
	10%
	63
	63

	Employment level
	23%
	68%
	10%
	57
	58

	Labor availability
	6%
	71%
	24%
	41
	42

	Selling Prices
	26%
	68%
	6%
	60
	58

	Input Costs
	46%
	54%
	0%
	73
	73

	Space occupied (Square footage)
Exports (sales for foreign clients)
	8%
4%
	87%
92%
	6%
5%
	51
50
	50
51



	Labor indicators in the last 4 quarters
	Decrease
	0
	1-2%
	3-5%
	6-9%
	>10%

	Wages per worker
	7%
	27%
	21%
	31%
	9%
	4%

	Benefits per worker
	5%
	48%
	16%
	17%
	7%
	7%



	Expected business indicators in 2017, compared to 2016:
	Up
	Same
	Down
	Diffusion Index 2016(2)
	Diffusion Index 2015(2)

	Sales revenue
	41%
	44%
	15%
	63
	65

	Profits
	39%
	42%
	19%
	60
	61

	Productivity
	30%
	63%
	6%
	62
	62

	Employment level
	21%
	69%
	10%
	56
	59

	Labor availability
	6%
	75%
	18%
	44
	45

	Selling prices
Input Cost
	27%
41%
	68%
58%
	5%
1%
	61
70
	60
70

	Space occupied (Square footage)
	7%
	91%
	1%
	53
	51

	Exports (sales for foreign clients)
	5%
	91%
	3%
	51
	53



	Expected labor indicators in 2016, compared to 2015:
	Decrease
	0
	1-2%
	3-5%
	6-9%
	>10%

	Wages per worker
	3%
	34%
	26%
	29%
	4%
	4%

	Benefits per worker
	4%
	54%
	15%
	19%
	5%
	4%



	Expected outlook on the following state economic indicators during the next year: 
	Up
	Same
	Down
	Diffusion Index 2016(2)
	Diffusion Index 2014(2)

	Employment
	32%
	60%
	8%
	62
	67

	Consumer spending
	25%
	57%
	18%
	54
	63

	Inflation
	44%
	55%
	0%
	72
	72

	Corporate profits
	27%
	50%
	23%
	52
	63

	Mergers and Acquisitions
	26%
	68%
	7%
	60
	68




	Have changes in credit conditions in the last
4 quarters affected your firm?:
	 
No 
Changes
	  
Increased Hiring
	Increased
Capital Expenditures
	
Decreased
Hiring
	Decreased 
Capital Expenditure

	
	83%
	6%
	3%
	4%
	4%




	Consequences  
of limited labor 
force:
	

No Significant Changes
	
Eliminated
Line of Business
	

Lost 
Customers
	
Reduced Quality of 
Services
	
Reduced
Staff Morale
	

Reduced 
Orders
	Longer
Hrs. For
Existing Staff
	Greater
Wages For
Existing
Staff
	

Other

	
	43%
	2%
	9%
	11%
	13%
	7%
	29%
	15%
	4%


(1) Based on responses from 242 Minnesota manufacturing businesses, for a response rate of 20.9 percent. The sampling error is plus or minus 6.2 percent at a 95 percent confidence level. Percentages might not add to 100 percent due to rounding.
(2) A diffusion index great than 50 indicates expansion, less than 50 indicates contraction
Economic Performance for Minnesota's Business Services Firms-- Previous Four Quarters
Up	Sales	Profits	Produc- tion	Emp.	Labor	Selling-  Prices	Input- Cost	Space- occu.	Exports	0.48	0.39	0.36	0.23	0.06	0.26	0.46	0.08	0.04	Same	Sales	Profits	Produc- tion	Emp.	Labor	Selling-  Prices	Input- Cost	Space- occu.	Exports	0.28999999999999998	0.33	0.54	0.68	0.71	0.68	0.54	0.87	0.92	Down	Sales	Profits	Produc- tion	Emp.	Labor	Selling-  Prices	Input- Cost	Space- occu.	Exports	0.23	0.28000000000000003	0.1	0.1	0.24	0.06	0	0.06	0.05	


Outlook on Economic Performance for The Coming Year
Up	Employ- ment	Consumer Spending	Inflation	Profits	Merger and Acq.	0.32	0.25	0.44	0.27	0.26	Same	Employ- ment	Consumer Spending	Inflation	Profits	Merger and Acq.	0.6	0.56999999999999995	0.55000000000000004	0.5	0.68	Down	Employ- ment	Consumer Spending	Inflation	Profits	Merger and Acq.	0.08	0.18	0	0.23	7.0000000000000007E-2	
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