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Budget Problems Remain for FY 2014-15
Current Law Allocates Projected FY2012-13 Balance to Repay Education Shift

$1.095 Billion Budget Shortfall Forecast for 2014-15 Biennium. The budget

outlook has changed little since August’s special legislative session when a $1.079 FY 2014-15 General Fund Forecast
billion shortfall was projected. Revenues now are forecast to be $35.793 billion, $68

million less than earlier estimates. This small decline in revenues is partially offset by a (S in millions) Novl2  $ Change
$43 million reduction in projected spending and a net $9 million increase in reserves. Beginning Balance $1,011 $14
The projected FY 2014-15 budget shortfall has grown by $16 million. Revenues 35,793 (68)
Current Biennium’s Budget Balance of $1.330 Billion Goes to Repay School Aid ~ Pending 36,866 (43)
Shift. State general fund revenues for the 2012-13 biennium are forecast to exceed Cash & Budget Reserve 994 32

end-of-session estimates by $1.076 billion (3.2 percent), while general fund spending is ~ Stadium Reserve 39 (27)
projected to be $262 million below earlier estimates. State law requires that any

" i . Budgetary Balance $(1,095) (16)
forecast balance for the current biennium be used to reduce the $2.4 billion school aid
shift outstanding. After the buyback, $1.1 billion in school shifts will remain.
FY 2012-13 General Fund Forecast Revenue Growth in FY2012-13 Does Not Carry Forward into 2014-15 Biennium.
e Global Insight’'s November baseline calls for U.S. economic growth to average 2.8
( in millions) _Novi2 $Change percent in the 2014-15 biennium. In February, 3.1 percent growth was expected. That
Beginning Balance $1,289 S0 slight decline in the economic outlook, coupled with several one-time items that
Revenues 34,944 1,076 increased FY 2012-13 revenues but did not add to future revenues, left FY 2014-15
Spending 33 898 (262) revenues almost unchanged from earlier planning estimates. Increases in sales and
cocit’s Budoet Roser Tk 988 26 corporate |r.1corr'1e tax rgcelpts more than offset lower income tax revenues. Almost half
. b (18) of the decline in the income tax U.S. Real GDP
tadium Reserve Wt
forecast came from. a weak.er Percent Chanlil Annual Bate
Forecast Balance $1,330 $1,330 wage forecast. A projected shift 6%
Transfér t8 ButdREF erve 6 of capital ga.ms. realizations and
f other portfolio income from the 4% e ST
School Shift Buyback 1,324 =

=% 2013 and 2014 tax years into tax
Budgetary Balance $0 year 2012 produced much of the 2% p
remainder of the reduction. ii
0% \ \

Federal Tax and Spending Policy Concerns Add to Forecast Uncertainty. \ BEGII Feb12 Baseline
Minnesota’s budget outlook for FY 2014-15 depends on more than the national -2% 5 ,’ EEGIl Nov12 Baseline
economy’s strength. Unless Congress acts, significant changes in federal tax and ‘v - =GlI Fiscal Cliff Scenario
spending policy, known as the -4%
Minnesota Total Non-Farm Employment fiscal cliff, will take place on A A i s
Seasonally Adjusted, Thousands of Jobs January 1, 2013. Global Insight believes that those changes, if left in place, will create
3,000 a recession beginning in early 2013. Minnesota’s economy would be hit hard. By the
2,900 end of 2014, MMB estimates that payroll employment would drop below forecast
levels by 70,000 jobs and the jobless rate would rise to over 7 percent. Changes in
' federal law will also induce changes in individual behavior. Permanent tax rate
2,700 - increases could encourage the acceleration of taxable income. Global Insight’s
2,600 baseline assumes federal policymakers resolve current fiscal cliff concerns on a timely
—MMB Nov12 Forecast basis and that tax and spending changes are phased-in beginning in 2014. Failure to
2,500 —-MMB Fiscal Cliff Scenario reach agreement before January 1, 2013 or a more aggressive fiscal policy stance in
2,400 2013 would materially reduce economic growth and state revenues in the 2014-15
'96 '98 '00 '02 '04 '06 '08 '10 '12 '14 '16 biennium. State revenues could fall by more than 5 percent from current estimates.
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