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“We’re starting
to see the
recovery is
more like the
tide coming
in than a
tsunami. It’s
just gradual,
continual
improvement.”

Caution

Rethinking process

The housing collapse has
caused cities everywhere
to rethink how they handle
residential development,
said David MacGillivray,
chairman of Springsted Inc.,
which provides financial advice to cities.
“I think there’s a higher
level of questioning,” MacGillivray said. “More of them are
asking the question: If the
developer wants it, should
the developer fund it?”
Most city officials said
they have enough cash in
reserve to cover bond payments without raising taxes
or utility rates — for now.
But combined with severe
cuts in state aid, the situation
is causing budget headaches
for many cities and worries
for the future.
Almost every community financial adviser David
Drown works with has made
some improvements to infrastructure, such as roads
and sewer treatment plants.
When the expected growth
doesn’t happen, it puts financial strain on the city, Drown
said.
Almost every city can handle a year or two of little or
no growth, Drown said. “But
if this were to linger three or
four or five years, it’s going to
be a significant problem for a
great number of communities,” he said.
Cities should be looking
three to five years down the
road and restructuring debt
if necessary, Couri said.
“If they don’t start working on it now, they’re going
to be behind the eight ball,”
he said.
In St. Cloud, despite a
dramatic rise in the number
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of delinquent assessments,
Finance Director John Norman is confident the city will
have enough money to make
its bond payments — as long
as the squeeze doesn’t last
too long.
“We’re in a better cash flow
position because we have
some money from the good
years that we’re still able to
tap into,” Norman said. “The
thing is, if this lasts for another five, six, seven years ...
(I’ll) maybe answer it differently.
“At this point, I’d say we’re
in pretty good shape and
waiting for the bounce back.”
It’s possible that things
could get worse before they
get better. Developers tend to
pay taxes and assessments as
long as possible because they
don’t want to lose the land.
Residential homestead property that remains delinquent
for five years is forfeited to
the government.
Ultimately, cities could
end up owning hundreds of
properties and trying to sell
or auction them to recoup as
much of the assessments as
possible, Norman said.
“If it stays this way for another three or four years, we
might have a lot of lots,” he
said.

‘Painful lessons’
Some city leaders say
they’ve learned a hard lesson
about the risks of paying up
front for improvements for
new housing subdivisions.
St. Cloud and Sauk Rapids
have virtually halted their
use of public financing and
now require the developer
to pay the costs of roads and
utilities.
Sauk Rapids stopped the
practice about eight years
ago.
“We didn’t feel we should
be taking on that much risk,”
said Jack Kahlhamer, the
city’s finance director.
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Banks have changed the
lending practices that contributed to the housing crash.
Developers are more cautious
now, too, said Chris Hauck,
real estate agent at Prudential Pladson Realty.
“A lot of developers have
learned painful lessons,” he
said.
Some businesses have
gone bankrupt. Others have
disappeared from the public
eye. The Central Minnesota
Builders Association says it
has 456 members this year,
down from 605 in 2005.
Bonnie Moeller, executive director, said builders are now
careful not to overdevelop,
and they’ve diversified their
work, often doing remodeling instead of just building.
They’re also doing a lot of
bidding. “They’re having to
work harder for what they
had in the past,” Moeller
said.
Some are finding ways to
make money, or at least get
land off their hands. Banks
and builders have cut prices
to sell homes — sometimes
20 percent to 25 percent,
Hauck said.
“It’s working for them,” he
said. “There have been sales.”

Rare times
It’s possible the burst
housing bubble could lead
to permanent changes in the
way cities develop and how
consumers behave.
Some city officials said
they will be more skeptical of
plans for subdivisions on the
outskirts of town, where it’s
more costly to extend roads
and utilities.
“We aren’t going to want to
see any kind of leapfrog-type
development,” said Weyrens,
of St. Joseph. “We’re going to
want it to be adjacent to the
end, to roads that are easy to
service. We aren’t going to
want to see something where
we have to drive 3 or 4 miles
to get to it.”
Officials may also be less
likely to rubber-stamp big
new housing developments,
aware of the surplus of inventory.
If a developer came to
Sauk Rapids with a 150-lot

plat, “we would look at it
in a different light than we
would have looked at it probably three years ago,” Schultz
said.
“Is that a good thing that
we’re going to be bringing
more houses on the market
right now when there’s a
certain inventory that really
needs to be worked through
the pipeline before things can
start to get healthy again?” he
asked.
The changing times might
also challenge a common belief that new residential development pays for itself with
property tax revenue. While
that can be true with toppriced homes, new residents
also mean more demand for
city services, Powers said.
“They’re going to want that
extra park,” he said. “They’re
going to want that extra police protection. There may be
a need for an additional fire
truck.”
But some developers continue to believe there will be
a demand for new homes.
Marty Reker of Reker Construction said people have
a rare chance to buy cheap
land.
“This is really a moment in
time where people are going
to be able to get finished lots
that are sitting there for less
than 50 percent of what it
even costs to make a lot,” he
said. “It’s a very rare opportunity. What I would hope is
people see what a screaming
deal lots are and buy them,
because when (they are)
gone, it’ll never happen again
in our lifetime.”

‘Real pain’
Hauck of Prudential Pladson Realty sees signs of recovery. His customers — many
of whom are in upper management in local businesses
— are seeing increases in
orders, sales, transportation
and hiring. “My gut feel is I
think we’re gradually starting
to turn the corner,” he said.
But first the market in lower-end homes has to recover,
then the middle-tier homes
and upper-end houses. “It’s
kind of like a domino effect,”
he said.

Hauck doesn’t think recovery will happen quickly,
though.
“We’re starting to see the
recovery is more like the tide
coming in than a tsunami.
It’s just gradual, continual
improvement,” he said.
Johnston doesn’t see an
end in sight to housing pain.
“I don’t see a population
boom. I don’t see an income
boom. Those are the two big
factors that drive the demand
for housing,” he said.
Steve Mooney, professor of
finance, insurance and real
estate at St. Cloud State University, echoed the concern
that the new housing market
might not come back as fast
as everyone hopes.
“If existing housing doesn’t
come back, then we’ve got a
longer (row) to hoe,” he said.
Johnston and other economists are also predicting
a new era of frugality. Not
everyone trusts their investment portfolios will grow or
their jobs will stick around.
And they’ve learned to save
their money instead of spend
it. In the first quarter of 2010,
the nation’s personal savings
rate was more than 3 percent of disposable income,
up from more than 1 percent
the same time two years ago,
and up from 2 percent in the
first quarter 2007, according
to the Bureau of Economic
Analysis.
On the other hand, Johnston says, every boom is typically followed by a bust. In
the 1870s and 1880s, America built far more railroads
than were needed, he said.
And then from 1873 to 1878
the nation had the “worst depression in American history.” But then the railroad was
used to build the economy
into the 1920s, he said.
“What’s very important is
this investment will pay off;
it’ll just take a while,” Johnston said.
“The question is, does the
long-term benefit outweigh
the short-term deep pain?”
he said. “Because it’s real
pain.”
Drown believes that cities will continue to see new
housing in the future, noting, “Americans are continuing to have babies and people
still move around.” But he
believes they’ll be more cautious about how to pay for it.
“The industry is learning a
lesson here — that it is possible that housing development doesn’t go according
to plan,” Drown said. “I think
communities will be more
careful.”
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As a result, Sauk Rapids has less to lose from its
stalled developments such
as Turning View Estates and
Autumn Ridge, which were
financed by the developers.
“Really, the city’s only financial burden on that subdivision is ... plow trucks
have to go in there and plow
the streets,” said Todd Schultz, community development
director.
St. Cloud hasn’t publicly
financed infrastructure for a
housing development since
2006. But the city is seeing a
rising number of delinquent
assessments due to stalled
developments.
“We do feel eventually
these will get paid off once
the economy gets better,”
Norman said. “People will
start building homes again.
The big unknown is when is
it going to turn around?”
Not every city has abandoned the notion of fronting
the cost of improvements for
new subdivisions.
St. Joseph likely would be
more cautious and require
developers to put money into
an escrow account to cover
the costs of the improvements in case the development fails, City Administrator Judy Weyrens.
Sartell officials said they
haven’t offered to publicly
finance infrastructure for a
development for a while, but
the city hasn’t ruled it out.
Gartland said it’s become
clear how important letters
of credit and other requirements are to protect the public’s interest.
“Deviating or wavering on
those probably is something
we wouldn’t want to do,”
Gartland said.
Dale Powers, a former
Clear Lake City Council
member and a private planning consultant, said all cities
should be cautious about taking on any big expenses for
new housing developments.
“I would hesitate to go into
debt to expand a treatment
plant or drill another well
for a residential subdivision,”
Powers said.
Some business leaders
learned lessons, too.
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Builders and real estate
agents also see the economy
as cyclical and feel strongly
that growth will one day return.
But not everyone shares
this optimism. The worst
recession since the Great
Depression could reshape
consumer behavior for years
to come. And while the economy is out of recession, the
job market is still weak. Locally, sales of existing homes
have picked up, but some
local builders have gone out
of business or changed the
focus of their work. The construction industry continues to lose jobs nationwide
— 35,000 in May alone, according to Associated General Contractors of America,
a trade group.
“I’m not trying to be a dark
cloud. I don’t see where that
demand is going to be,” said
Louis Johnston, associate
professor of economics at
College of St. Benedict and
St. John’s University.
For years, the biggest issue communities had to face
was how to manage rampant
growth, said Edward Goetz,
director of the Center for Urban and Regional Affairs at
the University of Minnesota’s
Humphrey Institute of Public Affairs. Now, “that’s not a
problem,” he said.
“We have a whole generation of residents (and) political leaders who came to expect an upward trajectory of
housing values and property
tax revenues,” Goetz said.
The question now is
whether everyone reverts
back to the old ways once the
economy recovers, he said.
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