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Weaker U.S. Economic Outlook Reduces State Revenues 
 
The U.S. economy has slowed noticeably since November, and DRI has reduced their
forecast for 2001 accordingly.  February’s Control does not contain a recession, but
projected economic growth rates for the remainder of this fiscal year are well below
those anticipated in November.  The economy is expected to strengthen by late summer,
but a year of sub-par economic performance lowers projected revenues in the remainder
of the current biennium, as well as in FY 2002-03 and FY 2004-05. 
 
FY 2000-01 Balance Now Expected to Be $856 Million  
 
Minnesota’s general fund balance at the close of the 2000-01 biennium is now projected
to be $856 million, $67 million less than November’s estimate.  Revenues are expected
to total $24.611 billion, down $99 million from November’s projections.  Dedicated
reserves increase by $1 million.  A $33 million reduction in forecast expenditures
partially offsets the lower revenues. 
 
Projected Balance for FY 2002-03 Falls to $1.535 Billion 
 
Although the outlook for economic growth in 2002 and 2003 has changed only slightly 
from November, future revenues are less than forecast in November because that growth 
builds on a lower base.  General fund revenues for FY 2002-03 are  projected to be 
$27.617 billion, $594 million (2.1 percent) below November’s forecast.  Expenditures 
are expected to be $70 million less than November’s estimate. 

Structural Balance is $1.423 Billion in FY 2005 
Revenues in FY 2004-05 are now projected to be $30.553 billion, $720 million less than 
November’s estimate.  Expenditure projections for that biennium are also lower, due 
primarily to a reduction in the inflation assumptions.  The lower inflation assumptions, 
combined with the slightly lower base from fiscal 2003, reduces projected expenditures 
to $27.947 billion, $389 million less than projected in November.  

Weaker Short-term Outlook Raises Risk of Future Shortfalls 
DRI believes the economy’s underlying strength plus additional Federal Reserve 
rate cuts will prevent a recession.  But, they see little margin for error.  A further 
drop in consumer confidence could cause an economic downturn.  February’s 
Control is given a probability of 50 percent, only 10 percentage points more than the 
40 percent probability assigned an early recession scenario.  In November, an early 
recession was assigned a probability of 25 percent. 
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BUDGET SUMMARY
Weaker U.S. Economic Outlook Reduces Balance Available for Rebate to $856 Million

Revenue collections in FY 2001 are expected to fall $99 million below levels forecast in
November.  State expenditures are expected to be $33 million less than previous
projections, and dedicated reserves $1 million greater.  The balance available for rebate at
the close of the 2000-01 biennium is now estimated to be $856 million.

FY 2000-01 -- Current Biennium
Change from November 2000 Estimates

($ in millions)

November February Difference

Beginning Balance $ 1,921 $ 1,921 $   0

   Revenues 24,710 24,611 (99)
   Expenditures 24,599 24,566 (33)

   Cash Flow Acct 350 350 0
   Budget Reserve 622 622 0
   Dedicated Reserves    136    137     1

Available Balance $   924 $   856 $(67)

Projected Balance for 2002-03 Now  $1.535 Billion

The changed economic outlook causes forecast revenues to be lower through the 2002-03
biennium.  FY 2002-03 revenues are now projected to be $27.617 billion, $594 million
(2.1 percent) less than projected in November.  When combined with a reduction in
forecast spending of $70 million, and an increase in dedicated reserves of $27 million, the
forecast balance for the 2002-03 biennium falls by $551 million.  The $1.535 billion
balance in FY 2002-03 is in addition to the $856 million balance projected for the close
of the 2000-01 biennium.
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FY 2002-03 Forecast Balance
Change from November 2000 Estimates

($ in millions)

November February Difference

   Forecast Revenues $28,211 $27,617 $(594)

   Projected Spending
       Current Law 25,388 25,320 (68)
       Estimated Inflation      737      735     (2)
   Total Spending 26,125 26,055 (70)

     Increase in Dedicated Reserves na 27 27

   Balance / Difference $ 2,086 $ 1,535 $(551)

No Recession in Forecast

The short-term outlook for the U.S. economy has weakened considerably. In November,
Data Resources Inc. (DRI) expected real GDP to grow at a 4.2 percent annual rate during
the fourth quarter of 2000, and at an annual rate of 3.4 percent in the first quarter of 2001.
That forecast has been shown to be far too optimistic.  The U.S. Department of
Commerce’s first official measurement of fourth quarter economic activity showed real
GDP grew at only a 1.4 percent annual rate.  Most economists now believe that first
quarter growth will be even lower.  Some forecasters believe we are already in a
recession.

DRI, Minnesota’s national economic consultant, believes the U.S. economy will avoid a
recession, but they admit it will be close.  They assign just a 50 percent probability to the
current control scenario, and a 40 percent probability to a scenario with a recession
beginning in the first quarter of 2001.  In November DRI believed the probability of an
early recession was 25 percent.

The slower economic growth called for in February’s Control lasts only until fall.  But,
the slowdown is sufficient to cause state revenues to drop through the entire forecast
horizon.  DRI’s outlook for economic growth in 2002 and 2003 is very similar to their
November Control outlook, but the slower than expected growth during the fourth quarter
of 2000, and the significant downward revision to first, second and third quarter 2001
growth rates forces the economy to start 2002 from a much lower level.

Minnesota’s Council of Economic Advisors agreed with DRI’s short-term outlook of 2.1
percent growth in 2001.  But, as in November, no Council member was as optimistic as
DRI about the outlook for 2003.  The 4.8 percent real GDP growth and the assumed
productivity growth rate continue to be too high for the Council’s comfort, even though
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Council members note that productivity typically rebounds for several quarters following
a period of sub-par growth.

DRI's inflation estimates also appear to be unrealistically low.  The GDP deflator falls to
1.6 percent in 2002 and 2003 and the CPI is forecast to grow by only 1.6 percent in 2003.
In 2000 the CPI grew 3.4 percent.  This leaves the resulting nominal (current dollar) GDP
growth rate closer—but still above—the consensus outlook.  For 2003 DRI expects
nominal growth of 6.4 percent.  The Congressional Budget Office forecast calls for 5.1
percent nominal growth.

The combination of a deteriorating short-term outlook and what appears to be an overly
optimistic outlook for 2003, raises the risk associated with this revenue forecast
substantially.  Though it soon will be evident whether the economy has slipped into a
recession, avoiding that obstacle will not guarantee that fiscal 2002-03 revenues will
remain on track.  The very strong growth projected for 2003 keeps the risk of a future
revenue shortfall at an unusually high level.

Revenues from All Major Taxes Projected Lower Through Entire Forecast Period

State revenues for fiscal 2001 are now forecast to fall short of November’s projections by
$99 million. But, the impact of DRI’s changed economic outlook is not fully reflected in
state revenues until fiscal 2002 when projected revenues drop $274 million below the
November forecast.  And, even though the 2003 economy grows at rates similar to those
forecast in November, that growth is applied to a lower base, leaving fiscal 2003
revenues $320 million less than previously anticipated.

DRI Forecast Calls for Slow Growth in 
2001, But No Recession
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Revenue Change from November 2000 Forecast
($ in millions)

FY 2000-01 FY 2002-03

Individual Income $ (12) $ (267)
Sales (46) (225)
Corporate (47) (14)
Motor Vehicle Sales   (17)   (41)

Four Major Taxes (122) (547)
Other   23   (47)

Total Change $ (99) $ (594)

While the income and sales tax forecasts both fell by more than $200 million in the 2002-
03 biennium, the percentage changes were not large, 2.0 percent and 2.6 percent
respectively.  The largest percentage decline was for the motor vehicle sales tax where
DRI’s more subdued projection for sales of motor vehicles cut the forecast by 4.3
percent.

Expenditure Changes in Forecast Result in Modest Decline

State spending for FY 2001 has been reduced by $33 million to $13.090 billion, 0.2
percent less than November’s estimates.  A $14 million reduction in forecast K-12
education spending, and an $18 million reduction in estimated spending for health care
programs accounted for almost all of the change.

A similar decrease in spending is included in the revised forecast for FY 2002-03.  Total
estimated spending is now projected to be $26.055 billion, including $735 million in
estimated inflation at 2.0 percent per year.  In this forecast estimated spending declines
$70 million from November’s estimates.  K-12 education spending estimates were
reduced to reflect lower pupil estimates.  The forecasts of health care spending fell, and
debt service requirements were reduced due to cancellation of some current projects and
a forecast of lower interest rates.
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Expenditure Changes from November Forecast
($ in millions)

FY 2001 FY2002-03
K-12 Education $ (14) $ (21)
Health Care (18) (27)
Debt Service 0 (12)
All Other   (1)   (10)

Total $ (33) $ (70)

FY 2004-05 Revenue Loss is Partially Offset by Lower Forecast Inflation

Projected revenues for FY 2004-05 have fallen by $720 million. The drop in revenues
however, has been partially offset by a reduction in estimated spending of $389 million.
Over one-half the decline in spending is attributed to a reduction in forecast inflation for
the period, from 2.5 percent to 2.0 percent per year.

When combined, the changes in the revenue and expenditure planning estimates produce
a net reduction of $330 million from the November estimates.  These revisions decrease
the projected general fund structural balance for FY 2005 to $1.423 billion, $115 million
less than November’s forecast.

FY 2004-05 Planning Estimates / Structural Balance
($ in millions)

 November  Forecast  February  Forecast
FY 2004 FY 2005 FY 2004 FY 2005

Revenues $15,240 $16,032 $14,872 $15,681

Current Law Spending 13,009 13,301 12,927 13,208
Estimated Inflation      832   1,193      762   1,050
Subtotal 13,841 14,494 13,689 14,258

Difference $ 1,399 $ 1,538 $ 1,183 $ 1,423

The structural balance, or the difference between current revenues and current
expenditures, measures whether tax and spending decisions made for the FY 2002-03
budget will be sustainable in the following biennium. The combination of ongoing tax
cuts and spending increases must remain less than $1.4 billion per year if Minnesota’s
budget is to remain in structural balance through the close of the 2004-05 biennium.

A complete version of the February 2001 forecast can be found at the Department of Finance’s World
Wide Web site at --  www.finance.state.mn.us.  This document is available in alternate format.
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Forecast Fundamentals:
About the Revenue and Expenditure Forecast

The February forecast updates the state’s financial outlook for the FY 2002-03 budget
considerations now underway by the 2001 Legislature.  This forecast provides revised
revenue and expenditure estimates for the current biennium based on the most recent
information about the national and state economic outlook, and caseload, enrollment, and
cost projections.  It also updates the planning estimates for the FY 2004-05 biennium.
Planning estimates should not be interpreted as explicit forecasts, but rather as a guide to
indicate whether proposed actions will create financial problems in future years.

The revised revenue estimates reflect changes in DRI’s national economic outlook since
November, plus additional revenue collection experience.  Income tax receipts now
include fourth quarter estimated tax payments and withholding tax collections through
January.  The sales tax receipts now include results from the Christmas shopping season.

Revenue estimates for the current year and next biennium are based on econometric
models that forecast the Minnesota economy.  The revenue forecast is prepared based on
a national economic forecast provided by Data Resources Inc. (DRI).  That national
forecast was reviewed by Minnesota’s Council of Economic Advisors and their
comments are found in the “Economic Summary.”  The “Economic Outlook” which
follows provides a more comprehensive overview of the current outlook for the U.S. and
Minnesota economies.  The planning estimates for FY 2004-05 are obtained from less
complex models and are driven entirely by a scenario of 3.2 percent real GDP growth and
5.2 percent nominal growth.

Expenditure estimates in most areas are shown at the level of the appropriations made
during the 1999 and 2000 legislative sessions, plus any authorized spending carried
forward from prior years.  Entitlement programs -- such as K-12 education, property tax
aids and credits, health care, and family support -- are forecast based on expected changes
in eligibility, enrollment, and average cost.  To that base level spending, 2.0 percent per
year for FY 2002-03 is added to represent the potential effect of inflation.  For FY 2004-
05, the estimated inflation is now 2.0 percent per year, down from 2.5 percent in
November’s forecast.

As with all expenditure forecasts, this forecast reflects only current law.  It does not
reflect the Governor's budget recommendations, or any potential legislative action.  The
difference between the forecast and the budget process is clearly defined, but often
confused.  Presentation of the current law forecast for various areas will likely be
accompanied by discussion of possible future legislative changes.  The forecast provides
only a current law framework for these discussions. Similarly, a forecast increase in
spending for any area in the current biennium -- or estimated inflation in planning
estimates for the next biennium -- does not preclude the Governor or the legislature from
proposing budget changes that will have a significantly different result than that shown in
the current forecast.
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Economic Summary
Last fall most forecasters expected the U.S. economic growth rate to slow through the
first few months of 2001.  Few, however, expected the slowdown would be as dramatic
as that now taking place.  The Federal Reserve’s efforts to rein in the economy by
gradually raising interest rates appear to have been successful.  Now, the question is
whether the additional stresses of higher than anticipated energy prices and increased
speculation about the likelihood of a recession will bring the current economic expansion
to a halt.

Real GDP grew at an annual rate of only 1.7 percent during the second half of 2000, the
weakest 6 months of growth since 1995.  Non-farm payroll growth was also sub-par,
increasing by only 138,000 in the last three months of 2000.  Consumer confidence fell,
as expectations about the future of the economy were driven lower by a flood of stories
about job cuts and a possible recession.  Many economists believe that the economic
growth rate for the first three months of 2001 will be even lower than that observed
during the fourth quarter of 2000.

But, slower growth does not necessarily mean a recession is on the way.  Since early
January the Federal Reserve has cut interest rates twice.  And, while the National
Association of Purchasing Managers’ Index fell to a discouragingly low level in January,
there is no reason to believe the economy is in free fall.  January’s auto sales and chain
store sales both picked up from December’s lows, and new housing sales turned up in
December. And, although seasonal factors may have played a large role, payroll
employment in January was up by 268,000.  Most economists continue to believe that the
U.S. economy will escape a recession in 2001, although the margin for error is much
narrower than was thought as little as three months ago.

Minnesota’s national economic consultant Data Resources Inc., DRI, remains among the
more optimistic forecasters.  They have cut back their outlook for growth in 2001
substantially, but their Control forecast contains no recession.  DRI also continues to
project very strong growth in 2002 and 2003.   February’s Control forecast now calls for
real GDP growth of 2.1 percent in 2001, down 1.5 percentage points from November’s
forecast growth rate of 3.6 percent.  Real GDP growth rates for 2002 and 2003 are 4.0
percent and 4.8 percent respectively.  The November Control called for 4.3 percent and
4.8 percent growth in those years.  DRI’s outlook for 2001 is now identical to that of the
Blue Chip Consensus.  The Blue Chip outlook for 2002 is for 3.5 percent growth,
somewhat slower than DRI.

DRI believes that the Fed’s two January rate cuts, plus future reductions totaling an
additional 75 basis points between now and early fall will provide sufficient stimulus to
keep the economy growing.  But, with a real growth rate of only 0.9 percent projected for
the first quarter of 2001, there is little margin for error.  As DRI notes, ‘a few major snow
storms in February and March could easily turn these small positives into negatives.’
The forecast for growth in the second quarter is stronger, 2.3 percent, but the U.S.
economy is clearly more precariously positioned than at any time in the last two years,
and its capacity to absorb a minor shock and continue growing is greatly diminished.
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There are, of course, more than a few possible shocks out there.  California’s electricity
problems have yet to be solved, and some fear that they could spread to affect the rest of
the far West.  Oil and natural gas prices remain high, and the potential for greater
instability in the Middle East has increased. Consumer confidence appears fragile, and
should households begin cutting back spending this economy’s record long expansion
may come to an end.  DRI now assigns a probability of 40 percent to their Early
Recession scenario; the Control forecast has a probability of 50 percent.

President Bush’s planned tax cut, while offering some potential stimulus this fall, will
come too late to have any direct impact on the economy in the near term.  What it all
comes down to is how quickly the Fed’s abrupt policy reversal will have an impact.
Economists know that the effects of monetary policy are visible only after a lag, but there
are now two contradictory policy actions in play, the remainder of the contraction caused
by last year’s higher interest rates and the new stimulus from the recent interest rate cuts.
How these conflicting forces balance out will have a lot to do with how well the economy
performs by late this summer, and no one is sure of the answer to that question.

Members of Minnesota’s Council of Economic Advisors were in general agreement with
DRI’s outlook for 2001.  In contrast to November, when all Council members were less
optimistic than DRI, this time some of the Council were more optimistic, and some more
pessimistic than the February Control.  All Council members agreed, however, that the
risk of a near-term recession had increased since November.  Most, however, would not
assign as high a probability to a recession as does DRI.

As in November, Council members were less optimistic than DRI about the outlook for
2002 and particularly 2003.  All Council members again noted that DRI’s projected 4.8
percent real GDP growth rate for 2003 was significantly stronger than their own personal

DRI Outlook for Real GDP Growth in 2002-03 
Largely Unchanged from November
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forecast.  Once again Council members were troubled by the productivity growth
assumptions on which the DRI forecast is based.  Council members believed productivity
growth rates averaging 2.5 percent in the future were much more reasonable than the
Control’s projected 4.3 percent productivity growth in 2002 and 3.7 percent productivity
growth in 2003.  Finance Department economists noted that DRI’s inflation projections
for those years were quite low, leaving nominal growth rates in a more reasonable range.
It was also noted that historically, productivity growth rates tended to rise when the
economy recovers from a slowdown or a recession.

After reviewing their November discussion about replacing DRI’s Control forecast with a
forecast with less robust growth in 2002 and 2003, Council members advised the Finance
Department to explore the implications of scenarios with slower growth in 2003.  The
Council was particularly concerned about the impact of slower productivity growth than
that contained in DRI’s Control.

Finance Department economists constructed and ran simulations on a number of
alternative scenarios, all of which limited productivity growth in late 2002 and early 2003
to an average of 2.5 percent consistent with the Council’s view.  Those scenarios all
produced real GDP growth rates below those of the Control. However, each of those
scenarios also yielded higher projected inflation.  In every instance, the resulting nominal
(current dollar) GDP changed little from the Control forecast.  The Finance Department
also noted that the strong growth rate observed for the first half of 2003 was caused in
part by the internal dynamics of the DRI model.  The model’s equations extend the
economy’s rebound from the slow 2001 into 2003, helping explain the high GDP growth
rates forecast for early 2003.

After discussing the results from the alternative simulations with Council members, it
was decided to base February’s revenue forecast on DRI’s February Control scenario.
Nominal growth rates are the key to the revenue forecast, and because the nominal
growth rates were largely unchanged, changes in the productivity outlook alone would
not have had a material impact on the revenue forecast.

Although no Council member expects a substantial increase in inflation, most were
slightly less optimistic about future inflation rates than DRI.  The February Control
forecast calls for CPI growth of 2.4 percent in 2001, followed by 1.8 percent growth in
2002 and 1.6 percent growth in 2003.  If the dollar were weaker than assumed in the
Control forecast, or oil prices higher, the resulting inflation rate could easily reach the 2.5
percent level.

Finance Department economists noted the low inflation forecast provides a small
conservative offset to the apparently optimistic outlook for real growth in the Control,
since a period of slower than projected economic growth might well be accompanied by
higher than projected inflation.  Since the change in revenues depends on the change in
nominal growth rates, the impact of slower real growth would be cushioned by the higher
inflation.   But, while higher than projected inflation adds to revenues, it also increases
the state’s expenditure commitments.
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questioned DRI’s oil price assumptions.  While oil prices remain volatile, DRI’s
assumption that refiners’ acquisition prices fall below the $25 barrel level by the end of
2001, and average less than $25 per barrel in 2002 and less than $24 per barrel in 2003
appears slightly optimistic for the short-term at least.  At the time the February forecast
was prepared oil prices were above $30 per barrel.

Council members and Finance Department economists noted that, as in November, DRI’s
projected growth rates for 2002 and 2003 were so high that a substantial revenue shortfall
could occur, even without a recession.  Should the economy fail to resume its recent
pattern of 4 plus percent growth and instead grow at only a 3 percent rate in late 2001 and
early 2002, revenues would fall substantially below of forecast.  The Council reiterated
its belief that a budget reserve of 5 percent of biennial general fund spending was
appropriate.
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Issue Highlight
The Impact of Inflation

Economists typically focus on the real growth in the economy, separating out the impact
of inflation.  This is because their primary interest is in measuring how the total output of
the economy is changing, unaffected by changes in prices.  The health of the economy is
typically expressed in terms of the growth rate in real GDP and in the real wage rate.

State revenues, however, are determined by nominal, or current dollar incomes and
spending.  Sales tax receipts, for example, go up if a particular good is purchased at a
higher price, and fall if that item is purchased on sale.  Similarly, each taxpayer’s income
tax liability increases with inflation, even though our income tax rate schedule is indexed
to prevent individuals from being forced to pay taxes at a higher marginal rate simply
because of inflation. Only when items are taxed on a per unit basis, such as gasoline, will
inflation fail to raise additional revenue.

In recent years inflation has been held under control.  There was a short period of double-
digit inflation which ended in the early 1980s.  Then, inflation rates of around 3 percent
were common until the mid 1990s.  More recently, however, inflation rates have been
much lower.  Higher productivity, a strong dollar, and changes in the way the price data
is  collected and presented have produced inflation rates well below historical levels.

In November DRI expected inflation, as measured by the Consumer Price Index (CPI), to
be only 2.2 percent in 2001, and 1.7 percent and 1.9 percent in 2002 and 2003.  In 2004
the CPI was forecast to be 2.4 percent and in 2005, 2.7 percent.  By February DRI had
become much more optimistic for 2004 and 2005, lowering expected CPI growth in those
years to 1.8 percent and 2.1 percent.  DRI’s forecast assumes both a continued drop in oil
prices and strong productivity growth through the forecast horizon.  As the graph below
shows, the DRI forecast is below even the benign results we have seen in recent years.

DRI Forecasts Low Inflation, CPI Growth to 
Average Less than 2 Percent through 2005
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Should inflation be higher than forecast while real growth rates remain at the levels
forecast by DRI, revenues would exceed the forecast.  This possibility offers a small
amount of protection against the possibility that DRI’s outlook for 2002 and 2003 is
overly optimistic.

But, while higher inflation, other things equal, provides additional revenues for the state,
it also raises expenditures.  A few programs have automatic cost-of-living escalators.  For
the rest, higher prices are likely to reduce the level of service available.  An
unrealistically low inflation forecast can also mask future expenditure problems by
providing a misleading estimate of the structural balance at the end of the budget
planning horizon.
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ECONOMIC OUTLOOK
Late last year, the soft landing suddenly showed signs of going awry.  Winter storms and
record cold kept shoppers home, natural gas prices soared, credit conditions tightened,
real business capital spending contracted, and the stock market sagged. In response,
manufacturers cut back production in order to trim inventories and layoffs accelerated.  It
was little wonder that in December consumer confidence began a sharp plunge, which
continues.

Widespread talk of recession surfaced.  With confidence plummeting, many forecasters
became concerned that careless use of the "R" word would make things worse.  David
Wyss, DRI's chief economist, pointed out that we could talk ourselves into a recession.
Nevertheless, "How To Survive The Slump" subsequently appeared on the cover of Time.

All the bad news and talk of recession was not likely to be ignored. Still, the Federal
Reserve surprised everyone on January 3 with a 50 basis point cut in short-term interest
rates.  There was an unmistakable urgency because the cut came between meetings of the
Open Market Committee, a rare event. The last inter-meeting rate change was in October
1998 when the Fed hurried to shore up financial markets rattled by the Asian currency
crisis and the Long-term Capital Management debacle.

Fed efforts to bolster confidence continued throughout January and February.  Regional
Bank presidents gave reassuring speeches and interviews.  In a surprising reversal, Dr.
Greenspan endorsed a stimulative federal tax cut.  On January 31, the Open Market
Committee decided on another 50 basis point interest rate reduction. When some
indicators began to look better in mid-February, Dr. Greenspan assured Congress that the
economy was not yet in recession.  A Goldman Sachs economist questioned whether Dr.
Greenspan really believed that.

Most analysts share the Fed's concern about declining confidence. Households show
some signs of following up their changing sentiments with action, though the signals are
mixed.  The soft Christmas retail season and weak December auto sales reflect both bad
weather and rising uncertainty.  Apparently the weather kept some people home because
January retail sales and auto purchases improved in response to warmer temperatures and
aggressive discounting.  But once the bargain hunting is over, declining sentiment could
lead to a contraction in household spending in DRI's view.  Consumer outlays are two-
thirds of GDP, so a retrenchment would be likely to cause a recession.

Keeping Things In Perspective

The big question is how much emphasis forecasters should put on consumer confidence.
Finance Department economists note that DRI has long attached more importance to
confidence than other mainstream forecasters.  Traditionally, many economists do not
consider the two best known measures, the University of Michigan and the Conference
Board indexes, to be reliable leading indicators of either a significant decline in consumer
spending, or of a recession.  In the traditional view, consumer confidence does not
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include useful information about abrupt shifts in future household spending beyond that
provided by other variables such as the unemployment rate, household debt, interest
rates, and income growth.

However, Finance Department economists believe that stock market wealth may be
beginning to give confidence a new role in spending decisions as more families
accumulate financial assets.  Like the confidence indexes, stock values reflect expected
future economic conditions.  So, individuals’ portfolios seem to be tying together
expectations, purchasing power, and spending decisions.  In short, consumers now have
more to worry about than they used to.

But despite their uncertainty about the role of confidence in spending decisions, few
economists share the public's gloomy view of the future. While polls indicate about half
the public expects a recession, the Wall Street Journal reports that only 5 percent of the
Blue Chip economists do.

Most economists think the economy will avoid a recession. The Federal Reserve has
moved aggressively and almost surely will do so again if necessary. A surge in mortgage
refinancing is reducing household interest payments. Core inflation is low. Natural gas
prices have eased. The 4.2 percent unemployment rate is barely above record lows, new
jobs are still relatively easy to get, and incomes are rising.  Those strengths should keep
the economy growing, though by a much narrower margin than previously expected.
DRI emphasizes, that if a downturn develops it will not be because of what has already
happened, but because of future adverse shocks.

Index of Consumer Sentiment
(University of Michigan)
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Plunging sentiment indicates the public’s perception of the economy changed abruptly late last fall.
As a result, consumers may be spending more cautiously, but there are no signs of a retrenchment yet.
Consumer outlays are two-thirds of GDP, so a retrenchment would be likely to cause a recession.
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We Will Have To Wait And See

In the February outlook, DRI gives the 2001 recession scenario a 40 percent probability.
While that seems ominous, they believe it will take a combination of multiple external
shocks to bring the economy down. A plausible list of events includes higher oil prices
brought on by escalating violence in the Middle East, a sharp downturn in the stock
market as bad earnings reports accumulate, more mass layoffs in the distressed
manufacturing sector, and a significant slowdown in California's economy as a result of
its electricity crisis.

A recession would follow if those shocks occur before recent Federal Reserve interest
rate cuts begin to stimulate the economy in the fall.  There seems to be nothing else to
come to the rescue sooner.  A federal tax cut would not keep the economy out of a near-
term recession because its impacts could not be felt in time.  DRI assumes the Bush tax
cut will be enacted by June, putting extra money in paychecks during the third quarter in
time to help with a rebound.  So, during the next several months there will be a "window"
of vulnerability to what amounts to a fairly large though not implausible amount of bad
news in a relatively short period.  There is nothing to do but wait and see.  While
economists watch, much of their interest will be focused on the consumer.

Consumption

Clearly, the public's perception of the economy changed abruptly late last year.  DRI
believes the primary reason was loss of wealth stemming from the declining stock
market.  But suddenly it seemed almost all the news was bad.  Uncertainty grew as the
election dragged on.  November and December weather brought record low temperatures
and very disruptive snowstorms across much of the country.  Natural gas prices soared.
California's electricity crisis deepened.  The ongoing slump in manufacturing worsened,
and layoffs accelerated.

Consumers may be spending more cautiously, but there are no indications of a
contraction.  Signs of a gradual slowdown appeared in October when weak retail sales
raised early, well founded doubts about Christmas spending.  Slipping light truck and
auto sales turned into a sharp decline by December.  January looked better.  Retail
activity improved, though Business Week reports much of it was bargain hunting in
response to very heavy discounting.  But apparently consumers retain enough confidence
to buy big ticket items. January auto sales improved and the housing market has stayed
strong.

If households retrench, it will be because of what the future brings.  Energy costs are a
major concern.  Currently, natural gas is just over 5 dollars per million Btu on the New
York Mercantile Exchange, down some 48 percent from its recent peak, but still twice the
price of a year ago.  Consumer spending may not yet fully reflect that increase.  DRI's
analysis of the confidence surveys indicates that December's plunge was concentrated
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in the upper income brackets, suggesting that the principal reason was the declining stock
market, not energy prices. January's plummeting confidence, and further decline in
February, may be the reaction of other income groups when they opened their heating
bills.  In the short-term, what happens next depends on the weather for the rest of the
winter.  For the long-term, the question is how much natural gas supplies increase.

Recent press articles indicate natural gas prices are unlikely to descend further until
drillers connect new wells to pipelines.  That could take a few years in the best of
circumstances.  And to date the news is not good.  A recent Wall Street Journal article
indicates that despite some 41 percent more active drilling rigs than a year earlier, gas
production in fourth quarter 2000 was down 3.7 percent from fourth quarter 1999.
Evidently some gas industry executives do not expect great success drilling. There are
reports of preparations to import liquefied natural gas, heretofore too expensive to
compete with domestic supplies.

When spring arrives, consumers recuperating from heating costs are likely to be
confronted with higher gasoline prices. A Wall Street Journal article indicates that prices

What Is Consumer Confidence?

Two surveys of public attitudes about present and future economic conditions are
widely followed by economists, financial markets, business, the media, and others.
The Conference Board surveys 5000 households by mail and the University of
Michigan polls 500 households by telephone.  Both surveys ask respondents a series
of 5 similar but not identical questions and then use different methodologies to
construct index numbers from the raw data. The results are the Conference Board's
Index of Consumer Confidence and the University of Michigan's Index of
Consumer Sentiment.  Both have released monthly data since the late 1970's.

The surveys ask respondents questions which fall into two categories.  Present
conditions queries ask respondents about current business conditions, job
availability, advisability of big-ticket household purchases, and  recent changes in
household financial situation.  Expectations questions ask about expected changes
over the next 6 to 12 months in business conditions, in job availability, and in
financial situation.

For years, most economists have doubted that the Conference Board and Michigan
indexes have any power to predict consumer spending.  That the two sometimes
move independently has not helped credibility.  But a 1998 Federal Reserve Bank of
New York study concludes that both have some predictive power, with the
Michigan Index being the weaker of the pair.

Source:  Jason Bram and Sydney Ludvigson, "Does Consumer Confidence Forecast Household
Expenditures?  A Sentiment Index Horse Race"  Federal Reserve Bank of New York, June, 1998.
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will rise as the summer driving season approaches. Finance Department economists point
out that most observers seem to be paying almost no attention to the lack of domestic
refining capacity needed to accommodate growth in demand, and only a little more heed
to OPEC's recent cut in production quotas.

Investment

Business managers have also become much less optimistic. The past several months has
seen a significant slowing in business capital outlays for computers, software, and
telecommunications equipment.  At the same time, spending for transportation
equipment, primarily aircraft and motor vehicles, contracted. Some analysts suggest that
weak business spending reflects excess capacity created in the late 1990's by speculation
fueled with readily available bank loans and a strong stock market. In their view, business
capital outlays could soften further, raising the risk of recession.

DRI and other mainstream forecasters expect spending for transportation equipment to
bounce back. Recent softening in other business outlays is viewed as primarily the
consequence of tighter credit conditions and a slower economy, though some excess
capacity exists.  That appears to be the case in the telecommunications and computer
sectors where recent earnings reports have been weak. Widespread failure of dot-com
firms has sharply lowered the demand for new computers and software while flooding the
market with used equipment.  However, rapid depreciation of high tech equipment should
quickly shrink any excess capacity.  As a result, business equipment outlays are expected
to continue growing, though at a more subdued pace than in the past few years.

To the surprise of some analysts, inventories have become a problem.  Weak sales are
reflected in a disturbing increase in business inventories, something many new economy
proponents once claimed was a thing of the past.  After declining since mid-1998, the
U.S. Commerce Department's inventory-to-sales ratio began rising last March. Unsold
goods have accumulated at the manufacturing, wholesale, and retail levels. That the
accumulation is unwanted is indicated by declining manufacturing output and heavy
retail discounting.  Business Week reports there was so much unsold holiday merchandise
that retailers turned unprecedented quantities of goods over to deep discount stores, barter
companies, and liquidators.  The most recent Commerce report indicates no further
increase in the inventory-to-sales ratio, but it now appears that the inventory correction
will be a significant source of stress on the economy.

Government

During recent months, the Congressional Budget Office, the Office of Management and
Budget, and DRI have released more optimistic federal budget surplus forecasts.  While
the details differ, in all cases the projected federal surplus over the next 10 years is so
large that some observers now say only an especially severe recession would force the
budget into deficit, and then probably only temporarily.  The more optimistic outlook is
attributable, among other things, to raised estimates of the capital stock’s contribution to
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output, and to higher projections of personal tax receipts because high-tax categories of
income are expected to make up a larger share of GDP.

The much more optimistic long-term outlook for the federal surplus recently led Federal
Reserve Chairman Greenspan to reverse his long held opposition to tax cuts.  In Dr.
Greenspan's view, federal debt held by the public is likely to be paid off within the next
several years.  At that point, he believes that what to do with the surplus becomes a
problem.  Purchases of private sector securities, or those of state and local governments,
could expose federal investment decisions to political pressures.  Tax cuts or spending
increases are an alternative, but the projected surplus several years from now is so large
that attempts to achieve fiscal balance at that time could destabilize the economy.  So, Dr.
Greenspan is recommending a tax cut soon, though not such a large one that federal debt
could not be gradually retired.  That, he reasons, would help the economy recover should
a recession develop and improve prospects for long-term stability.

Not everyone agrees.  DRI does not think the surplus will get large enough to force
investment in private securities or those of state and local governments because there is a
huge supply of instruments issued by federally sponsored agencies such as Fannie Mae
and Freddie Mac.  Another view is that Dr. Greenspan's analysis should not be confined
to the 10 year horizon of current federal budget forecasts.  Some of the projected surplus
could be used to offset Social Security and Medicare costs which are expected to increase
rapidly beginning about 2015.

International

With imports growing more rapidly than exports, the record U.S. trade deficit is rising to
new heights.  Oil imports are contributing significantly.  Exports are not keeping up
primarily because of soft overseas sales of autos, computers, and farm products.  Most
economists attribute the rising trade deficit to a strong dollar which makes U.S. firms
less competitive overseas and foreign firms more competitive here.

The trade deficit and the dollar are only sustainable as long as foreign investors continue
to find better investment opportunities in the U.S. than elsewhere.  That could continue
indefinitely since there are now signs of renewed recession in Japan and slower growth in
Europe.  DRI economists and others warn, though, that should foreigners decide to invest
elsewhere, the dollar would decline, resulting in higher U.S. inflation and interest rates.

Inflation

Low inflation has given the Federal Reserve room to aggressively lower interest rates.
Despite January's surge in the Consumer Price Index (CPI), DRI believes inflation is
waning. The CPI rose 3.4 percent last year, but the February Control anticipates 2.4
percent in 2001 and only 1.8 percent in 2002.  That outlook assumes increased supplies
of natural gas and non-OPEC crude oil will drive down energy costs, while slower
economic growth cools labor markets and softens demand for goods and services. In
addition, imported goods prices, especially for steel, electronics, and some commodities,



February 2001 Minnesota Financial Report

20

E
co

no
m

ic
 O

ut
lo

ok

will be under downward pressure because of excess capacity and renewed general
deflation in Asian goods prices.  Finally, and perhaps most important, significant
productivity improvements are assumed to continue for the foreseeable future.

While they last, exceptional productivity gains are expected to help maintain a favorable
outlook for inflation.  The U.S. Department of Labor's Employment Cost Index rose 4.5
percent last year.  Output per hour increased 4.4 percent, so firms do not currently seem
to be experiencing rising unit labor costs which must be passed on through higher product
prices if profits are to be maintained.

Economists are convinced that wages are rising almost everywhere in the economy, but
they are much less sure that is true of productivity gains observed in the aggregate data.
Unless productivity increases are widely diffused, many industries are not realizing
efficiency driven unit cost savings needed to pay higher wages without raising prices.
That would mean the economy is more inflation prone than aggregate data suggest.

It is not clear where productivity gains are occurring. Researchers get different results
depending on the methodology used.  Northwestern University economist Robert Gordon
has long contended that observed productivity improvements are concentrated in durable
goods manufacturing, and particularly in computer production.  However, in the
Economic Report of the President released by the Clinton Administration before it left
office, the President's Council of Economic Advisors used a different methodology to
conclude that productivity improvements are widespread in the economy.

Monetary

Immediately after the Federal Reserve's surprise easing on January 3, some observers
opined that Dr. Greenspan wanted to pre-empt a federal tax cut.  Others suggested that he
wanted to bolster a sagging stock market.  While the latter view has some credibility, it is
now clear that the Fed was ahead of other analysts in perceiving the downside potential
building in the economy. In the view of most economists, those circumstances justified
both the surprise interest rate move on January 3, and the abrupt shift in tactics
represented by making it a 50 basis point cut rather than the more customary 25 points.

But the announcement effect from the Fed's move was disappointing. Almost two weeks
after the Fed first acted, polling indicated that more than half of Americans expected a
recession. Subsequently, OPEC announced lower crude oil production quotas, contrary to
U.S. and European requests.  Following that, there were more announcements of layoffs,
and California's energy crisis spread to other Western states, forcing smelters,
manufacturers, and mines to cut production and idle workers.  Then the preliminary
January reading of the University of Michigan's Index Consumer Sentiment indicated
another plunge. Consequently, no one was surprised by the Fed's second 50 basis point
interest rate cut on January 31.

While the Federal Reserve has acted aggressively to stabilize the economy, economists
are not certain of success. An early report indicates that household sentiment slipped



Minnesota Financial Report February 2001

21

E
co

no
m

ic
 O

ut
lo

ok

again in February. Slowing the economy by making credit more expensive is easier and
more straightforward than stimulating activity by restoring lost confidence.  The Fed did
ease successfully in 1998, but confidence was not declining then.

Dr. Greenspan himself seems to believe he cannot always win.  In late January
Congressional testimony he suggested that having a tax cut in place might do “good.”  It
is important to note, though, that he indicated “good” meant a tax cut would help the
economy recover from a recession, not that it could prevent one. Finance Department
economists point out that the economics profession in general does not believe that
federal fiscal policy changes can be enacted in the timely manner needed to successfully
dampen business cycles. For that, monetary policy is the preferred instrument, despite the
6 to 12 months needed for changes to take effect.
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MINNESOTA OUTLOOK
Both anecdotal reports and available data suggest that Minnesota's economy is gradually
slowing, but no signs of recession have surfaced. Minnesota Department of Economic
Security (MDES) data show that while initial claims for unemployment compensation are
running ahead of year-ago levels, the unemployment rate is steady, though up from the
record lows of 1998 and 1999.  A recent MDES statewide survey indicates job openings
outnumber the unemployed 2-to-1.  Perhaps most important, monthly seasonally adjusted
employment has not declined as it did at the beginning of the last recession in 1990.

Another indication of a gradual slowdown is that Minnesota consumers and business
firms are optimistic.  Recent polls sponsored by the St. Paul Pioneer Press, Minnesota
Public Radio, and the Lutheran Brotherhood all indicate that, except in Northeast
Minnesota, the majority of individuals feel secure about their future. And, according to a
Minneapolis Star Tribune e-mail survey conducted in late December, most Minnesota
firms expect a soft landing.  Only manufacturers are especially pessimistic.

Anecdotal evidence suggests the list of industries currently experiencing serious
difficulties is not getting longer. Agriculture, paper and wood products, and taconite
continue to struggle.  A taconite plant once scheduled to close this summer shut down in
January.  Those circumstances are reflected in February's outlook.

There is not enough information available to include other potential layoffs in the
forecast.  One taconite producer has announced it will temporarily lay off workers
sometime this year because of weak demand.  And General Electric has indicated there
will be significant layoffs as it merges operations with Honeywell. However, the merger's
impact on Honeywell employees located in Minnesota is unclear. In a move that industry
observers say bodes well for future Minnesota operations, Honeywell recently acquired
the assets of a firm making products which complement those produced by its
Minneapolis based home and building controls unit.  According to news reports,
Honeywell has 120,000 jobs worldwide, with about 8000 in Minnesota.

Forecast Based on Incomplete and Preliminary Data

As with every forecast, incomplete and preliminary data for the previous year forms the
very important jumping off point for the 2001-2003 outlook.  Finance Department
economists believe the preliminary U.S. Department of Commerce estimates for first and
second quarter 2000 Minnesota total wages are too low since they are not consistent with
wages reported by employers to the unemployment insurance system. Consequently, data
from the Minnesota Department of Economic Security was used to estimate wages for
those quarters.  No reliable data on third and fourth quarter 2000 wages is available yet,
so the Finance Department model of the Minnesota economy was used to prepare
estimates.  For all four quarters of 2000, the wages estimates were adjusted where needed
to reconcile with income tax withholding collections.  As a result of those calculations,
Finance Department economists believe calendar year 2000 wages grew faster than
assumed in November.
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Updated but still preliminary data indicates Minnesota's economy performed better than
its U.S. counterpart in 2000.  Total Minnesota wages are estimated to have increased by
8.6 percent, up from 7.7 percent last November.  Preliminary data for all four quarters of
2000 confirm that Minnesota non-farm employment rose 1.8 percent, the same as
estimated in November.  In comparison, estimated U.S. wages increased 6.6 percent in
2000, the same as in November.  U.S. jobs increased 2.0 percent, down from 2.1 percent
previously.

A Slowdown, Then a Rebound

Both the sharp U.S. economic slowdown and DRI's February Control forecast are
reflected in a weaker outlook for Minnesota total wages and employment.  After slowing
much as the U.S. is expected to in 2001, Minnesota is forecast to rebound faster than the
U.S. economy in 2002.

The February forecast for 2001 indicates the Minnesota economy will perform close to
the national average.  In 2001, total Minnesota wages are expected to rise 5.1 percent,
down from 6.6 percent in November.  For comparison, U.S. wages are forecast to
increase 5.3 percent, down from 6.0 percent in November.  Minnesota jobs are expected
to grow 0.7 percent, down from 1.2 percent.  U.S. jobs are also projected to increase 0.7
percent, down from 1.1 percent previously.

A modest rebound is expected for 2002. Minnesota wages should increase 5.7 percent,
down from 6.3 percent forecast in November.  In the national economy, wages are
expected to rise 4.9 percent, down from 6.0 percent previously.  Minnesota jobs should
increase 0.9 percent in 2002, down from 1.3 percent.  Nationwide, jobs are expected to
grow 0.6 percent, down from 1.2 percent.

Manufacturing Outlook Weakens

The November Control scenario included a grim outlook for the U.S. manufacturing
sector, with a loss of some 900,000 jobs through 2003.  In the February Control, that
outlook was revised downward to a loss of almost 1,200,000, or 6.5 percent, over the
same period.

For many years, Minnesota's manufacturing sector has performed better than its national
counterpart.  That is expected to continue, but the State's manufacturing industry will feel
the national downturn.  Through the end of 2003, Minnesota manufacturing employment
is now forecast to decline by 8500 jobs or 1.9 percent, down from the 2000 job loss
anticipated in November. Most of those losses are expected to be in the durable goods
sector, though employment in the paper industry will also slip.
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Construction Looks Good

Despite a slower economy, Minnesota construction employment is forecast to remain
close to current, relatively high levels through 2003.  That outlook is supported by lower
interest rates which will encourage home building.  In addition, there are several large
projects either underway or about to start. Those include light rail transit in Minneapolis
as well as projects at the Mall of America and at the Twin Cities main airport.  During the
forecast period, federally funded TEA-21 highway construction is also expected to
commence.

Short-term Outlook for Minnesota Agriculture is Bleak Under Current Law

During the past few years large direct government payments have been necessary to
maintain U.S. net farm income at the average of the nineties.  Under the existing farm
bill, payments will fall significantly during the next three years.  And, there currently are
no plans for a disaster relief program similar to the ones which supplemented farm
incomes in 1999 and 2000.  USDA estimates that crop prices will gradually improve
throughout the decade, but their recently released baseline forecast has net farm income
falling by 9 percent in 2001, and by an additional 14 percent in 2002.  In 2003, U.S. net
farm income under current law is projected to be 17 percent below the estimate for 2000.
Without further federal assistance, net farm income in Minnesota is expected to be
substantially below levels observed in recent years.
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In the February forecast, Minnesota manufacturing employment is expected to decline.  That
performance will be much better than in manufacturing nationally, where DRI expects almost
1,200,000 jobs will be lost.
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Selected National Economic Indicators
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Budget Update and Outlook
FY 2001 Ending Balance Now Estimated At $856 Million

Projected FY 2001 revenues and other resources have decreased by $99 million while
projected expenditures have decreased by $33 million. Together, these changes reduce
the projected available balance expected for the end of the current biennium from the
$924 million forecast in November to the current forecast of $856 million.

FY 2000-01 Changes from November 2000 Estimates
($ in millions)

November February Difference

Beginning Balance $ 1,921 $ 1,921 $    0

   Revenues 24,710 24,611 (99)
   Expenditures 24,599 24,566 (33)

   Cash Flow Acct 350 350 0
   Budget Reserve 622 622 0
   Dedicated Reserves    136    137      1

Available Balance $   924 $   856 $ (67)

Total revenues for the biennium have been reduced by $99 million.  A decrease of $122
million in the four major taxes is, in part, offset by an increase in other non-dedicated,
revenues, transfers, and other resources. Slightly over one-third of the reduction in major
taxes is attributed to lower sales taxes, slightly over one-third to lower corporate taxes,
and the remainder to reduced estimates for both individual income taxes and motor
vehicle sales taxes.

Spending for the biennium has been reduced by $33 million. Almost all of the change is
accounted for in two primary areas: a $14 million reduction in estimated K-12 education
spending, and an $18 million reduction in forecast spending for general fund health care
programs.

Under current law, the $865 million forecast balance is designated as available for a tax
rebate.  The Governor is required to present a plan to the 2001 Legislature to rebate the
designated amount.  The Legislature is required to enact, modify, or reject the Governor’s
plan for the rebate by April 15, 2001.
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FY 2002-03 Budget Forecast Down $618 Million

The February 2001 forecast provides the basis for the FY 2002-03 budget, updating
estimates that were made in November 2000.  Total FY 2002-03 forecast revenues have
been reduced $594 million from November’s estimates.  Projected individual income tax
collections account for about 45 percent of this decrease, and a reduction in estimated
sales tax collections accounts for an additional 40 percent of the forecast change.

Expenditure estimates for the next biennium are nearly $70 million lower in the February
forecast, including $21 million of forecast changes and technical corrections in K-12
education estimates, a $27 million decline in health care, and a $12 million decrease in
debt service.

FY 2002-03 Forecast
Change from November 2000 Estimates

($ in millions)

November February Difference

Beginning Balance $ 2,032 $ 1,966 $ (66)

Revenues 28,211 27,617 (594)
Expenditures 26,125 26,055 (70)

Cash Flow Account 350 350 0
Budget Reserve 622 622 0
Dedicated Reserves     110     137    27

Ending Balance $ 3,036 $ 2,418 $(618)

The FY 2002-03 revenue forecast is based on DRI’s February 2001 Control forecast. For
planning purposes, revenues are projected based on current tax laws and rates;
expenditure projections include estimated inflation increases of 2.0 percent per year
based on DRI’s forecast of the Consumer Price Index (CPI).

FY 2004-05 Planning Estimates

The projected structural balance in FY 2005 is down $115 million from the November
forecast. State revenues for the biennium are now expected to be $720 million lower than
projected in November.

Projected spending for FY 2004-05 is down $389 million from the November estimates,
largely reflecting a change in the rates of estimated inflation expected during the period.
In the November forecast, estimated inflation was based on a 2.5 percent per year



Minnesota Financial Report February 2001

33

FY
 2

00
1-

05
 S

um
m

ar
y

inflation assumption.  Consistent with a reduction in DRI’s forecast for inflation, these
have now been reduced to 2.0 percent per year for FY 2004 and FY 2005.  This change
accounts for $213 million of the $389 million reduction in total forecast spending.

As in FY 2002-03, forecast reductions in K-12 education, health care, and debt service
account for almost all of the reductions in the current law forecast, excluding the savings
associated with the reduction of expected inflation rates during the period.

FY 2004-05 Planning Estimates / Structural Balance
($ in millions)

FY 2004 FY 2005

Revenues $14,872 $15,681

Current Law Spending 12,927 13,208
Estimated Inflation      762   1,050
Subtotal 13,689 14,258

Difference $ 1,183 $ 1,423

Planning estimates of current law revenues and expenditures for FY 2004-05 are
presented as part of budget development to identify longer term impacts.  Revenue
planning estimates are based on an assumed long-term real GDP growth rate of 3.2
percent in both 2004 and 2005.  Expenditure estimates assume current laws and policies
updated for caseload, enrollment and other forecast variables in all major program areas.
Expenditure estimates also include the potential cost of estimated inflation of 2.0 percent
per year to represent the potential cost pressures of inflationary changes in the cost of
wages, goods and services.

Since the forecast is always based on current law, the planning estimates do not reflect
the Governor's budget recommendations, nor anticipate any legislative changes.
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Revenue Forecast
FY 2000-01

Current general fund resources for the 2000-01 biennium are now expected to total
$24.611 billion, down $99 million (0.4 percent), from November’s forecast.  Year-to-date
revenues through the end of January were $40 million below forecast.  The reduction in
the forecast is due almost entirely to a weaker outlook for the U.S. economy.

Fiscal 2001 revenues from Minnesota’s four major taxes are now expected to fall short of
levels forecast in November forecast by $122 million (1.1 percent).  The sales tax and the
corporate income tax show the largest declines, dropping by $46 million and $47 million
respectively.  Net receipts from the individual income tax are forecast to be $12 million
below November’s estimate, and the motor vehicle sales tax is expected to be $17 million
less than previously projected.  Other tax and non-tax revenues are projected to exceed
the forecast by 1.6 million.

FY 2000-01 Revenue Forecast
($ in millions)

FY 1998-99 FY 2000 FY 2001 FY 2000-01
Revenues

Individual Income Tax $10,067 $ 5,556 $ 5,872 $11,429
Sales Tax 5,392 3,120 3,893 7,013
Corporate Tax 1,530 800 815 1,615
Motor Vehicle Sales Tax      932     541     520   1,061

Four Major Taxes 17,921 10,018 11,100 21,117

Other Revenues 2,205 1,135 1,303 2,438
Tobacco Settlement          0      105      116       221

Net Non-dedicated Revenue 20,126 11,258 12,519 23,778

Other Resources      993      423     411       834

Current Resources $21,119 $11,681 $12,930 $24,611

Net non-dedicated revenues for the 2000-01 biennium are now projected to grow by 18.1
percent over 1998-99 biennial levels without adjusting for the property tax rebates
approved for tax years 1998 and 1999, and the sales tax rebates in 1999 and 2000.
Income tax collections for the 2000-01 biennium are now projected to be 14.4 percent
above collections in the prior biennium, even after two income tax cuts.  Sales tax
collections, after adjusting for the two sales tax rebates, grew by 14.4 percent over the
prior biennium.
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Individual Income Tax

Individual income tax receipts are now projected to total $11.429 billion for the 2000-01
biennium, down $12 million (0.1 percent) from November’s forecast.  The forecast for
tax year 2000 liability is now higher than estimated in November consistent with
observed withholding and estimated tax receipts.  The increase in revenue was offset by
slower than previously forecast wage growth for the remainder of FY 2001, and technical
revisions to the pattern of receipts.  Although withholding receipts had not fallen below
levels forecast in November, slower than previously forecast wage growth is expected to
reduce future growth in withholding receipts.

Capital gains realizations were assumed to grow by 10.3 percent in tax year 2000.  Last
year’s highly volatile stock market coming after several years of strong growth in the
market averages adds considerably to the uncertainty surrounding estimates of capital
gains receipts.

Sales Tax

Net sales tax receipts for the 2000-01 biennium are now expected to reach $7.013 billion,
$46 million less than forecast in November.  Actual gross sales tax receipts were $26
million less than forecast through January 31, 2001.  DRI expects sales of non-auto
consumer durables to decline in the first quarter of 2001, and business capital equipment
sales fell in the fourth quarter of 2000.  The pause in growth for these key elements of
Minnesota’s sales tax base is temporary, and both are forecast to resume growing at rates
similar to those projected in November before the end of fiscal 2001.  But, that growth is
from a slightly lower base so the gap between actual receipts and the levels projected in
November is expected to continue.

Business Equipment Purchases 
Slumped in Late 2000
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The sales tax refund forecast remained unchanged.  A reduction of $13.8 million in
estimated sales tax rebate payments offset a portion of the projected reduction in sales tax
revenue. The receipts elasticity used to convert the simulated tax base to gross revenues
was continued at .975.  No explicit adjustment was made for growth in internet sales.

Corporate Franchise Tax

Net corporate tax receipts for the 2000-01 biennium are now estimated to total $1.615
billion, $47 million (2.8 percent) less than November’s estimate.  Actual corporate
estimated tax payments through January are more than $30 million short of November’s
estimate.  Corporate refunds were more than $8 million above forecast.

Motor Vehicle Sales Tax

The sales tax on motor vehicles is now projected to yield $1.061 billion during the 2000-
01 biennium,  $17 million (1.6 percent) less than forecast in November.  Motor vehicle
sales have been one of the most visible casualties of the current slowdown, and the slump
in auto sales is expected to worsen through mid year.  Motor vehicle sales tax receipts
were $2.5 million below forecast at the end of January.

Other Revenues

Other tax and non-tax revenues are expected to total $2.659 billion during the current
biennium, up $2 million from November’s estimates.  An increase in expected investment
income added $11 million.  The forecast for mortgage and deed tax receipts was raised by
$2 million to reflect an expected increase in refinancing made possible by lower interest
rates.  Receipts from the insurance gross premiums tax were reduced by $8 million,
reflecting lower year to date receipts and a weaker economic outlook.  Tobacco
settlement receipts were increased by $1.3 million to reflect the positive variance in the
December 2000 payment.
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Revenue Forecast
FY 2002-03

Total current resources for the 2002-03 biennium are now forecast to total $27.617
billion, $594 million (2.1 percent) less than was forecast in November. Net non-dedicated
revenues are projected to be $27.254 billion, also $594 million less than forecast.
Projected collections from the four major taxes are now expected to total $24.033 billion,
a drop of $548 million (2.2 percent) from November’s estimates.  Almost all of the
changes were attributable to weaker economic assumptions carrying forward from
calendar 2001.

FY 2002-03 Revenue Forecast
($ in millions)

FY 2000-01 FY 2002 FY 2003 FY 2002-03
Revenues

Individual Income Tax $11,428 $6,280 $6,747 $13,027
Sales Tax 7,013 4,038 4,337 8,375
Corporate Tax 1,615 817 903 1,720
Motor Vehicle Sales Tax   1,061      524      388      912

Four Major Taxes 21,117 11,659 12,374 24,033

Other Revenues 2,438 1,267 1,296 2,563
Tobacco Settlement      221     383     275     657

Net Non-dedicated Revenue 23,778 13,308 13,945 27,254

Other Resources      834      181     182      363

Current Resources $24,611 $13,490 $14,126 $27,617

The individual income tax and the sales tax fell the most, $267 million and $225 million
respectively.  The motor vehicle sales tax forecast was reduced by $41 million and the
corporate income tax forecast by $14 million.  Net non-dedicated revenues in 2002-03 are
now forecast to grow by 14.6 percent over levels currently projected for the 2000-01
biennium.  Individual income tax receipts are projected to grow by 14 percent, and sales
taxes by 19.4 percent.  Minnesota income tax rates were cut in tax year 1999 and again
for tax year 2000.  The unusually high growth in the sales tax was due to the 2000 sales
tax rebate.

Individual Income Tax

Receipts from the individual income tax during the 2002-03 biennium are now forecast to
total $13.027 billion, $267 million (2.0 percent) less than forecast in November.  Slower
than previously projected wage growth was the principle reason for the decline in
revenues.  Minnesota wages are now projected to grow at an average annual rate of 5.8
percent between 2000 and 2003.  In November, growth at an annual rate of 6.6 percent
was projected.
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Net capital gains realizations are assumed to grow at a 5.6 percent rate in both tax year
2002 and tax year 2003.  Tax year 2001 realizations are assumed to be the same as tax
year 2000 realizations.  The Congressional Budget Office forecast calls for realizations to
fall by 5 percent in 2002 and an additional 4 percent in 2003.

Capital gains realizations have more than tripled since 1995, driven higher by a
combination of a strong stock market, increased use of stock options, and a lower capital
gains tax rate.  DRI forecasts the S&P 500 to grow at an average annual rate of 8.4
percent from 2001 to 2003.  The growth rate assumed for capital gains carries
considerable risk since there are no good models for predicting when individuals will
realize gains.  Some forecasters are expecting realizations to decline by as much as 50
percent in over the forecast horizon.  If that were to occur, Minnesota revenues would fall
considerably short of forecast.  Capital gains are forecast to yield more than $700 million
in income tax revenues in tax year 2002 in this forecast.

A recent change in IRS rules reduced required distributions from IRA’s for individuals
aged 70½ or older by allowing taxpayer to use life expectancies different than those
previously required.  This had the effect of allowing taxpayers to reduce their required
distribution, for some single taxpayers the reduction is more than 40%. Since the
proportion of social security benefits that are taxable depends on the amount of income
from sources other than social security, this administrative change reduces the effective
tax rate on social security benefits as well.  The IRA rule change and the associated
reduction in taxes collected on social security is estimated to be $14 million per year. The
rule change adds considerably to the uncertainly surrounding the IRA estimate.  Failure
of the stock market to perform as predicted would reduce the revenues forecast from IRA
distributions, pensions and almost certainly would have some impact on wages in the
form of lower options realizations.

U.S. Capital Gains Realizations Have
 More than Tripled Since 1995
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Analysts from the Department of Revenue’s research division and House and Senate staff
noted that the H.I.T.S model appears to materially overstate future alternative minimum
tax (AMT) collections.  To correct for that problem the Department of Revenue
developed a set of targets for AMT collections and AMT Credits, and the Finance
Department reduced projected AMT liability to meet those targets for tax year 2001 and
beyond. Since this technical adjustment was not made in the November forecast it
reduces FY 2002-03 revenues by about $13 million per year.

Other technical changes including new assumptions about the allocation of estimated
payments, a revised estimate of the education credit, residual withholding, fiduciary
payments, and a revised treatment of payments from S corporations and partnerships
were largely off setting and had no material impact on the forecast.

Sales Tax

Net sales tax receipts for the 2002-03 biennium are now expected to reach $8.375 billion,
$225 million, (2.6 percent), less than forecast in November.  Growth rates for spending
on consumer durables, business equipment, and construction materials were near those
assumed in November.  That growth, however, comes from a lower base causing
revenues to continue lower than previously forecast throughout the entire biennium.
Sales tax refunds were projected to be $2 million higher than November’s estimate.

Consumer Durable Spending Grows 
From a Lower Base
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Corporate Franchise Tax

Net corporate tax receipts are estimated to total $1.721 billion in the 2002-03 biennium,
down $14 million (0.8 percent) from November’s forecast.  DRI’s forecast of pretax
corporate profits for the quarters affecting FY 2002 and 2003 increased slightly from
November’s estimate.

Motor Vehicle Sales Tax

Receipts from the sales tax on motor vehicles in the coming biennium are forecast to be
$912 million, $41 million (4.3 percent) below November’s forecast.  The loss in revenues
is due almost entirely to slower assumed growth in the dollar value of motor vehicle
sales.  DRI now assumes light vehicle sales at 16.7 million units in 2002 and a 17.5
million units in 2003.  November’s forecast called for sales of 16.9 million units in 2002
and 18 million in 2003.

Other Revenues

Other tax and non-tax revenues are expected to fall short of November’s forecast by $47
million.  Cigarette and tobacco tax revenues are now forecast to be $14 million less than
November’s estimates, consistent with current collection experience.  Projected insurance
gross premiums tax receipts were reduced by $14 million.  The investment income
forecast has been cut back by $32 million to reflect the DRI’s forecast of lower interest
rates.

Motor Vehicle Sales Expected to Weaken 
Again in 2003
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Revenue Planning Estimates
FY 2004-05

Current resources for the 2004-05 biennium are now projected to total $30.553 billion,
$2.572 billion, (9.3 percent) more than forecast for the 2002-03 biennium, but $719
million less than projected in November.  The four major revenues are expected to grow
by an average of 12.8 percent, despite a drop in motor vehicle sales tax revenues due to
completion of the phase in of the dedication of 32 percent of those collections to the
Highway Trust Fund.   Under current law individual income tax receipts grow by 14.5
percent from levels forecast for the 2002-03 biennium; the sales tax, by 12.4 percent.

FY 2004-05 Revenue Planning Estimates
($ in millions)

FY 2002-03 FY 2004 FY 2005 FY 2004-05
Revenues

Individual Income Tax $13,027 $ 7,230 $ 7,689 $14,919
Sales Tax 8,375 4,578 4,832 9,411
Corporate Income Tax 1,721 956 1,015 1,971
Motor Vehicle Sales Tax      912      400     411      811

Four Major Taxes 24,033 13,164 13,947 27,112

Other Revenues 2,563 1,327 1,347 2,674
Tobacco Settlement      657     199     203      402

Net Non-dedicated Revenue 27,254 14,690 15,499 30,189

Other Resources      363      182      182      364

Current Resources $27,617 $14,872 $15,681 $30,553

No one can accurately forecast the path of the economy five years into the future.  These
baseline revenue planning estimates are not explicit forecasts, they are extrapolations of
projected trends in the economy. When compounded even small deviations from the
assumed trend over five years will produce sizeable changes in revenues.  Because of the
way these estimates are constructed any change in the base level of revenues for fiscal
2003 will be reflected in the revenue planning estimates for 2004 and 2005.  Other things
equal, stronger than anticipated revenue growth in fiscal 2001, fiscal 2002, or fiscal 2003
will carry forward and add significantly to revenues in the 2004-05 biennium.  Similarly,
should the economy grow more slowly than forecast during the next three years the
revenue outlook for the 2004-05 biennium will deteriorate.

The revenue planning estimates are not a guarantee of future revenues. If the economy
remains as strong as DRI projects through 2005, and if projections of capital gains
realizations for tax years 2000, 2001, 2002, and 2003 are accurate, these planning
estimates are likely to slightly understate actual revenues in 2004 and 2005.  But, if the
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economy fails to perform at the high level assumed in the February 2001 DRI Control,
the planning estimates will significantly overstate future revenues.  Actual revenues could
exceed or fall short of the planning estimates by $1.5 billion or more, depending on the
economy’s performance during the next 4 years.

Estimates of revenues for fiscal 2004-05 revenues were obtained by extending DRI’s
February 2001 Control forecast for key elements of the tax base in 2003, to 2004 and
2005 using average annual nominal growth rates consistent with a 5.2 percent annual
growth rate for nominal GDP.  The implicit real GDP growth rate assumed (3.2 percent)
slightly exceeds the 3.1 percent real GDP growth rate used by the Congressional Budget
Office in their projections for 2003 through 2006.  These assumptions are the same as
were used in November.  Thus all changes in the level of projected revenues for 2004 and
2005 reflect only the carry forward of lower revenue bases for the separate taxes from
2003.

The individual income tax estimates were prepared using the House Income Tax
Simulation Model.  Assumed filer growth in Minnesota was consistent with average
annual national employment growth of roughly 1.2 percent.  A single growth rate was
applied to all elements of income and all individual itemized deductions.  Each of those
items was assumed to grow at 5.3 percent, the growth rate of taxable personal income
(the combination of wages and salaries, proprietors’ incomes, dividends, interest, and
rents) consistent with the assumed nominal GDP growth rate.  Calendar year income tax
liabilities were converted into fiscal year revenues using the same proportions as forecast
for 2003.

Future sales tax revenues and motor vehicle sales tax revenues were estimated using
growth rates consistent with 5.2 percent nominal GDP growth.  For the sales tax
percentage growth rates for each of 14 broad categories of items in Minnesota’s sales tax
base were computed, and the sum of the weighted growth rates was used as a measure of
the expected growth in the sales tax base for 2004 and 2005. Corporate tax receipts were
estimated to grow at the same rate as national before tax corporate profits.  Planning
estimates for other tax and non-tax revenues were prepared by extrapolating existing
trends.
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FY 2001-2005
Current Biennium

The expenditure forecast for the current biennium totals $24.566 billion, $33 million less
then November’s estimates.  Minor decreases in K-12 education, health care, and other
spending changes account for the 0.1 percent decrease in estimated spending for the
current biennium.

FY 2000-01 Expenditure Forecast
($ in millions)

November February Difference
Estimated Spending by Function

Education/Children & Families $  8,297 $  8,283 $ (14)
Post-Secondary Education 2,642 2,642 0
Property Tax Aids & Credits 3,278 3,278 0
Other Major Local Assistance 1,165 1,164 (1)
Health Care 3,698 3,680 (18)
Family Support 434 435 1
State Operated Institutions 956 956 0
Legislative, Judicial, Const. Offices 619 621 2
State Agencies' Operations & Grants 2,005 2,002 (3)
Debt Service 567 567 0
Capital Projects 89 89 0
Transportation Projects / Tabs 569 569 0
Estimated Cancellations       (22)       (22)      0

Subtotal-Major Spending Categories 24,298 24,265 (33)
Dedicated Expenditures      301      301      0

Total Expenditures & Transfers $ 24,599 $ 24,566 $ (33)

FY 2002-03 Expenditure Projections

The forecast for spending for the next budget period, FY 2002-03, is expected to total
$26.055 billion, a 6.1 percent increase over the current forecast for the FY 2000-01
biennium. Included in the expenditure projections for FY 2002-03 is $735 million that
represents the cost of estimated inflation during the two-year period at 2.0 percent per
year. If the cost of estimated inflation is excluded – the current law spending base will
increase $754 million, or about 3.1 percent over the current two-year period.

These expenditure estimates are projections of the cost of continuing current law
programs after adjusting for changes in education enrollment, human service program
caseload, net tax capacity, the number of households, and formula driven items.  The
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forecast and planning estimates include 2.0 percent per year representing expected costs
due to inflationary pressures on salaries, goods and services.  This “estimated inflation” is
not automatic, but rather it reflects the potential impact of expected price increases on the
cost of government programs for budget planning purposes.

FY 2002-03 Budget Expenditure Estimates
($ in millions)

November February Difference
Estimated Spending by Function

Education/Children & Families $  8,825 $  8,804 $ (21)
Post-Secondary Education 2,749 2,749 0
Property Tax Aids & Credits 3,543 3,541 (2)
Other Major Local Assistance 1,208 1,210 2
Health Care 4,747 4,720 (27)
Family Support 445 444 (1)
State Operated Institutions 1,023 1,022 (1)
Legislative, Judicial, Const. Offices 640 631 (9)
State Agencies' Operations & Grants 1,854 1,855 1
Debt Service 632 620 (12)
Capital Projects 15 15 0
Transportation Projects / Tabs 181 181 0
Estimated Cancellations      (20)      (20)      0

Subtotal-Major Spending Categories 25,842 25,772 (70)
Dedicated Expenditures      283      283      0

Total Expenditures & Transfers $26,125 $26,055 $ (70)

FY 2004-05 Planning Estimates

Planning estimates for FY 2004-05 show a spending could be expected to increase of
$1.892 billion.  Projected spending for FY 2004-05 is now $27.947 billion, a 7.3 percent
increase over the budget planning estimates for FY 2002-03.

For FY 2004-05 projected spending is down a total of $389 million from the November
estimates. However, the largest portion of this decline is not programmatic – rather it
represents a reduction in the rate of estimated inflation from 2.5 percent per year used in
November to the current estimate of 2.0 percent annually for FY 2004 and FY 2005.
This reduction in estimated inflation accounts for $213 million of the reduction in
spending shown for FY 2004-05 compared to the November forecast.
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($ in millions)

November February Difference
Estimated Spending by Function

Education/Children & Families $  9,312 $  9,199 $ (113)
Post-Secondary Education 2,923 2,902 (21)
Property Tax Aids & Credits 3,827 3,803 (24)
Other Major Local Assistance 1,291 1,282 (9)
Health Care 5,865 5,692 (173)
Family Support 461 464 3
State Operated Institutions 1,093 1,082 (11)
Legislative, Judicial, Const. Offices 673 659 (14)
State Agencies' Operations & Grants 1,935 1,922 (13)
Debt Service 656 643 (13)
Capital Projects 35 35 0
Estimated Cancellations      (20)      (20)       0

Subtotal-Major Spending Categories 28,052 27,664 (389)
Dedicated Expenditures     283      283       0

Total Expenditures & Transfers $28,335 $27,947 $ (389)

Estimated Inflation, FY 2004-05
Change from November 2000 Forecast

($ in millions)

November February Difference
Estimated Spending by Function

Education/Children & Families $  688 $  617 $  (71)
Post-Secondary Education 216 194 (22)
Property Tax Aids & Credits 285 257 (28)
Other Major Local Assistance 95 86 (9)
Health Care 436 384 (52)
Family Support 34 31 (3)
State Operated Institutions 81 73 (8)
Legislative, Judicial, Const. Offices 50 44 (6)
State Agencies' Operations & Grants    141    127   (14)

    Total Estimated Inflation $2,026 $1,813 $ (213)
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K-12 Education Estimates Reduced by $14 million for FY 2001

Spending on education, children and families is now projected to total $8.283 billion in
FY 2000-01, a decrease of $14 million from the November 2000 forecast. This change is
primarily due to a decrease related to a decline in pupil estimates.  The decrease is
somewhat offset by an increase in special education excess cost aid estimates.  Actual
special education instructional and transportation costs came in higher than the estimates
used for the November forecast, resulting in increased special education cost estimates.
Instructional costs increased from 7 percent to 7.59 percent, while special education
transportation costs increased from the projected 8 percent to reflect actual growth of 10
percent.  One other significant change is a $5 million reduction in the estimate for
telecommunications access revenue.  Fewer nonpublic schools applied for this program
than was originally anticipated.

FY 2002-03 K-12 Education Forecast is $21 Million Lower

The primary cost driver of education funding, pupil counts, declined by 1,270 since the
November forecast, for an estimated student population of 852,111 FY 2001.  Projections
for the FY 02-03 biennium are down by 3,994 students.  These changes are primarily
responsible for the decrease in K-12 education spending estimates, which are down $21
million, from November.  Most of this change--$30 million--can be seen in lower general
education estimates.  One of the largest projected changes is in compensatory aid—a
decrease of $11 million.  Because of the populations they serve, a decrease in pupil
counts for charter schools causes large aid reductions in compensatory aid.

Referendum aid increased by $3 million, reflecting a change in growth assumptions from
10 percent to 14 percent. For the past several years, the growth rate of referendum
revenue per student has increased each year, from 6 percent in FY 1998 to 7 percent in
FY 1999 to 10 percent in FY 2000 to 11 percent in FY 2001 to 12 percent in FY 2002.
The increase in the rate of referendum growth has occurred despite significant increases
in education funding during the last two biennia.  With no increase in the general
education formula under current law, it is anticipated that the referendum growth rate will
increase to 14 percent for FY 2003, then level out as growth in more districts is
constrained by the referendum cap.

February estimates have also decreased in nonpublic pupil transportation ($1.1 million)
and charter schools lease aid ($1.6 million).  Increases in nonpublic transportation costs
per pupil were offset by slower growth in the projected number of nonpublic pupils.
Although still growing, charter school growth is expected to be slower than projected in
November.

The reductions are offset by increased estimates in abatement aid ($1.6 million) and
special education excess cost aid ($11 million).  Abatement revenue is sensitive to
economic change—for example, new data for Hennepin County shows a 16 percent
increase in abatements.   Projected increases were revised in anticipation of a slowing
economy and adjusted net tax capacity increases of 9 percent annually.  Special education
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FY 2000.

Family and early childhood programs were virtually unchanged from the November
forecast.  This is largely due to changes in the formula for Adult Basic Education (ABE),
which now includes an overall program growth cap of 8 percent per fiscal year.

FY 2004-05 K-12 Planning Estimates Show Little Underlying Change

While total K-12 spending is projected to be $113 million lower than in November, $71
million of this decrease results from the lower inflation assumptions for FY 2004 and
2005. The underlying current law forecast has declined by $41 million since the
November forecast.  Changes in projected pupil counts are primarily responsible for
lower estimates in general education ($44.5 million), charter school building lease aid
($5.5 million), charter school start-up ($1 million) and special education ($2.3 million)
programs.  Debt service equalization estimates also decreased by $4.8 million from the
November forecast.  While total debt service revenue is increasing, the state share is
declining more rapidly than projected in November.

The estimated decreases are offset somewhat by increases in abatement aid ($4 million),
nonpublic pupil aid ($1.1 million), inter-district desegregation transportation aid ($2.1
million) and special education aid ($11.1 million).  Increases in the inter-district
desegregation transportation aid reflect a number of factors.  In addition to higher
transportation costs related to fuel prices and drivers’ salaries, more students are
participating than were included in the original estimates.  The special education increase
reflects the revised growth assumptions noted earlier.

Current Year Health Care Spending Shows $18 Million Reduction

Fiscal year 2001 spending on health care programs is now projected to be $18 million
than was estimated in November.  This is a combination of lower expected spending in
Medical Assistance (MA) Long-Term Care Facilities ($4.5 million), Long-Term Care
Waivers ($8.9 million), and Elderly & Disabled Basic Care ($8.5 million), with a slight
increases in MFIP & Other Families Basic Care ($2.5 million) and General Assistance
Medical Care ($1.4 million).

Health Care Spending Estimates Decline $26 Million in 2002-03

Forecast General Fund spending for all health care programs is now estimated to be
$4.579 billion in FY 2002-03, a decline of $26.4 million from the November level.
While caseloads are expected to be higher in economically sensitive portions of Medical
Assistance, decreases in projected average costs and projected caseloads in other
segments result in the net decline.

The most significant declines are in MA Long-Term Care Waivers and MA Elderly &
Disabled Basic Care.  Estimates for spending on the waivered services and home care are
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$47 million (4.8 percent) lower than November, primarily due to a technical adjustment
that corrects an overstatement of the effect of past rate increases on the forecast.
Reductions in the estimates for basic care for the elderly and disabled are largely
attributable to decreases in the expected average costs.

Less optimistic economic conditions have raised the forecast for the number of families
on the state’s economic support programs.  As a result, the Medical Assistance caseload
is also now forecast to be higher for MFIP & Other Families Basic Care, as compared to
November.  This change combined with increases in estimated average costs for the
Other Families segment, results in a $56 million (6.3 percent) increase for the biennium
above November levels.

There is also a technical correction to the forecast for FY 2003 that adds costs for state
health care programs, including MinnesotaCare (paid from the Health Care Access
Fund).  Due to a quirk in the calendar there will be 27 biweekly payments to medical
providers and 13 payments to managed care providers in FY 2003 (instead of the usual
26 and 12, respectively).  The forecast for spending is higher in 2003 to accommodate
this phenomenon.

While the economic assumptions in the February forecast are less optimistic than those
used in the November forecast, though the overall health care forecast is lower.  This may
seem counterintuitive, since it has been frequently noted that the state’s budget has
benefited in recent years from lower welfare caseloads and corresponding demands for
health care programs due to strong economic conditions.

Although economic conditions clearly have an impact on entitlement spending, the
underlying pressures and growth in the health care programs are a greater influence in the
overall health care forecast.  Economic conditions may mitigate or exacerbate changes
relating to caseloads and average costs, but they do not drive the forecast the way
enrollment and cost trends do.

Further, economic conditions do not have a particularly strong influence on large portions
of the health care forecast, particularly MA Long-Term Care Waivers and MA Elderly &
Disabled Basic Care.  Together, these two areas account for 44.5 percent of health care
spending in the 2002-03 forecast.

FY 2004-05 Spending Estimates for Health Care Down $121 Million

Just as the 2002-03 forecast for health care is lower than earlier estimates, the 2004-05
projections have some sharp declines that more than offset the effects of changes in the
economy. Spending on health care is now projected to total $5.308 billion in FY 2004-05,
a decrease of $121 million from November (2.2 percent).

MA LTC Waivers and Home Care estimates are now 6.2 percent lower than November, a
decline of $75.6 million from the earlier figures.  This change is mainly due to the
expectation that average costs in the Waiver for People with Developmental Disabilities
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Disabled Basic Care are now forecast to be $122.6 million lower (8.5 percent).  This
change is also largely attributable to changes in the expected average costs for both the
elderly and the disabled.  It should be noted that costs are still expected to rise
significantly into the future, but the forecast has reduced the estimated rate of growth.

These reductions in projected spending are mitigated by a 7.0 percent increase in the
estimate for MA MFIP & Other Families Basic Care ($76.2 million).  This increase
results from increases in the expected number of cases in both the MFIP and Other
Families segments, as well as higher average payments for Other Families.

Minor Increase Expected in 2001 Family Support

Current year spending for Family Support is forecast to be $1.5 million (0.7 percent)
higher than was estimated in November.  Revised data for General Assistance (GA) has
significantly changed the expectation for monthly grants and has increased GA by $2.7
million (18.7 percent). Child Care Assistance increases partially offset lower spending in
the Minnesota Family Investment Program (MFIP), with the MFIP reduction related to
maintenance-of-effort requirements for the Temporary Assistance for Needy Families
(TANF) block grant.

Family Support Estimates Virtually Unchanged from November

Estimated General Fund spending on Family Support is now expected to total $431
million in FY 2002-03, a decline of $1.2 million (0.3 percent) from November
projections.  Most of the changes within affected programs are related to the
maintenance-of-effort (MOE) requirement of the federal Temporary Assistance to Needy
Families (TANF) block grant.  However, there is a significant upward revision in the
General Assistance (GA) forecast due to improved data on average grant calculations.
The GA forecast is now $4.7 million (16.8 percent) higher than November.

Less optimistic assumptions about future economic performance result in higher
caseloads in the forecast for the Minnesota Family Investment Program (MFIP).  The
resulting costs are essentially borne by the TANF block grant because under current law,
Minnesota has unobligated TANF resources.  The February forecast now shows lower
levels of unobligated TANF due to the upward revision in the forecast for MFIP
spending.  It should be noted that the available TANF resources include a $2.5 million
high performance bonus that Minnesota received from the federal government.
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FY 2004-05 Forecast for Family Support Increases $6.2 Million

The base forecast for general fund Family Support spending in 2004-05 is slightly higher
than November.  Most of the increase ($4.9 million) is from higher projected spending in
General Assistance, which is a continuation of the 2002-03 data adjustments.  Changes in
estimates for MFIP and Child Care Assistance are largely offsetting and are related to
TANF maintenance-of-effort requirements.

Forecast spending from TANF within the MFIP program in 2004-05 shows very little
change from November, because the economic changes affect the 2002-03 biennium
more significantly.  TANF reserve levels are lower in 2004-05 because the reserve is a
cumulative balance, and the lower levels reflect the higher TANF spending from 2002-
03.

Increase in Federal Child Care Funds; Federal Reauthorization Uncertain

Minnesota expects to receive an additional $10 million for federal fiscal year 2001 due to
recent federal emergency supplemental appropriations.  These funds are to be added to the
state’s Child Care and Development Block Grant allocation.  The appropriation included the
requirement that the additional resources be used to supplement, not supplant, state general
funds for child care.  The funds attributed to child care assistance are shown in the February
forecast as additional resources for the Basic Sliding Fee child care program, since funds
allocated for MFIP Child Care would have led to offsetting reductions in state general funds
(i.e. supplantation of state funds).

Although there is uncertainty forecasting these funds, this forecast assumes that the
additional $10 million will continue in federal fiscal years 2002 through 2005.  The child
care block grant has been built into the baseline figures used by the Congressional Budget
Office (CBO) and the conference committee report suggests that “the conferees intend

TANF Reserve Balances
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forecast approach is basically consistent with the display of other federal funds (e.g.
TANF) but it will require continued examination as more information becomes available
about President Bush’s budget and expected congressional action.  If these funds do not
materialize, funds available for basic sliding fee under current law would decrease.

State Operated Institutions Spending Declines Slightly

State operated institutions spending is reduced by $1.3 million in FY 2002-03 and $2.6
million in FY 2004-05 due to lower prison population estimates.  Most of this change is
attributable to a small reduction in the number of court commitments in the last half of 2000.
The forecast projects an average of 6,608 inmates in FY 2003 (down 148 inmates from the
November forecast) and 7,035 in FY 2005 (down 163 inmates from November).

Debt Service Unchanged for FY 2001, Down for FY 2002-2005

The forecast debt service for the 2002-03 biennium is $620.7 million, down $11.7 million
from the November 2000 forecast of $632.4 million.  Debt service costs are reduced by
$13.2 million as a result of the February Cancellation Report on general fund and bond
financed capital projects more than four years old with uncommitted balances.  These
projects are cancelled unless the 2001 Legislature takes action to reappropriate the
balances.

The Cancellation Report will result in $5.4 million of existing bond proceeds being
transferred to the debt service fund.  Fewer bonds will be sold as a result of the project
cancellations resulting in debt service savings of $5.8 million and a reduction by $2
million in the amount of principal needed on new bonds to meet debt management
guidelines.

Interest rates are forecast to be lower in the February forecast than in the November
forecast.  The forecast interest savings on new bonds sold is $12.8 million while the
reduced interest earnings on cash balances in the bond proceeds fund and the debt service
fund is $14.2 million resulting in a net cost of $1.4 million.

FY 2004-05 projected debt service is now $643.0 million, down $13.1 million from the
November 2000 forecast of $656.1 million.  Similar to the decrease for FY 2002-03, the
majority of the decrease is due to fewer bonds being sold as a result of capital projects
cancelled in the Cancellation Report, saving $9.2 million. Lower forecast interests rates
through FY 2004-05 will reduce net interest costs – saving an additional $3.9 million.

Other Spending Changes

Technical adjustments in other spending areas account for most of the remaining forecast
change shown for FY 2002-03.  In total, all other spending changes account for a net
reduction of $ 7 million.
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The largest single component of this decrease is a reduction of $8.6 million shown for
legislative, judicial and constitutional offices. In part this reflects a technical change in
the treatment of $14 million in revenues that pass through the Treasurer’s Office related
to the Peace Officers Standards and Training Board. These are now being shown in a
special revenue fund, reducing the general fund transfer by a like amount.  Offsetting this
$14 million decrease is a $5 million increase in expected contributions to the legislative,
judicial and constitutional officer retirement fund. The forecast has been increased to
reflect an expected increase in the number of legislative retirements.

Within state agencies’ operations and grants, the Department of Natural Resources’ estimate
of payment-in-lieu of taxes obligations decreases by $4.4 million for FY 2001 due to an error
in calculating the timing of increased payments enacted in the 2000 session. For FY 2002-03,
payment-in-lieu of taxes obligations increase by $2.7 million due to increase assessments of
land values

For FY 2004-05, all other spending categories -- including post-secondary education,
property tax aids and credits, other major local assistance, state operated institutions,
legislative, judicial, and constitutional offices, and state agencies’ operations and grants --
account for a net reduction of $89 million.  However, of this total reduction from the
November planning estimates, $86 million is attributable to the reduction in estimated
inflation from 2.5 percent to 2.0 percent.
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Price of Government
State and Local Government Revenues are Forecast Through 2005

The state general fund forecast represents only a portion of public sector revenues and
spending in Minnesota.  In broad terms, the “Price of Government” is a measure of the
cost of all general government services statewide.  It answers the question: How much do
Minnesotans pay to state and local governments in total?  It is comprehensive and
includes nearly all revenues generated by state and local units of government as well as
public school districts.  All state taxes, property taxes, special assessments, fees and
charges are included.

The aggregate annual receipts collected by each unit of government are considered to be
a surrogate for the aggregate costs that Minnesota taxpayers pay for public services.  The
“Price of Government” measures that cost for each fiscal year relative to Minnesota
Personal Income.  The result is stated as a percentage of statewide personal income.  For
calendar year 2000, fiscal year 2001, it is estimated at 16.6 percent.  In other words, for
every dollar of Minnesota taxpayer personal income, 16.6 cents will be paid to state,
county, township, and school districts for services during that year.

By statute, the Governor’s budget proposes price of government targets for four-year
periods for each level of government.  The legislature adopts targets by joint resolution.
Since the price of government focuses on revenues required by various levels of
government, it is designed to be a performance measure for both taxpayers in general and
policy makers during the budget formation process.  Because the emphasis is on
aggregate revenues, the measure serves as a financial index for the cost of public services
in Minnesota.

Minnesota Price of Government
State and Local Revenues as % of Personal Income
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The following table shows the revenues raised at each level of government, excluding
federal grants or aids and excluding intergovernmental revenues such as state aid to
school districts, cities and counties.  The results are called “own source” revenues and
represent the taxes, fees and charges at each level of government.

Own Source Revenues
($ in millions)

FY 2000 FY 2001
State Revenues
     Tax Revenues $  12,361 $  13,287
     Non-Tax Revenues     2,046     2,991
          Total State Revenues 14,407 16,278

Local Non-School Revenues
     Tax Revenues 3,007 3,146
     Non-Tax Revenues     4,045     4,268
          Total Local Non-School Revenues 7,052 7,414

School District Revenues
     Tax Revenues 1,851 1,851
     Non-Tax Revenues        595        634
          Total School District  Revenues 2,446 2,485

Total Own Source Revenues 23,904 26,177

Minnesota Personal Income $147,050 $157,289

Governmental Revenue as Percent
of Personal Income 16.3% 16.6%

In F.Y 2001 – of all dollars Minnesotans will pay in taxes, fees and charges – the state
will collect 62 percent.  Counties, cities, and townships will collect about 28 percent,
while school districts will collect about 10 percent.  However, once intergovernmental
aids are considered, the state will spend only 32 percent of the total while non-school
local governments will spend 39 percent, and school districts 29 percent.

The Price of Government has decreased from November 2000 forecast numbers by nearly
an average of 0.2 percent per year.  While own source revenues declined reflecting
changes in the February forecast, personal income dated for calendar 2000 and 2001 were
higher, and the reductions in projected personal income for calendar years 2002-05 were
smaller than the decline in revenues on a percentage basis.

A table detailing price of government data is included in the appendix.  It shows major
taxes and other revenues sources for FY 1991 through FY 2005 broken down by level of
government.
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Selected Statutory Provisions
16A.1522 Rebate requirements.

Subdivision 1.  Forecast.  If, on the basis of a forecast of general fund revenues and
expenditures in November of an even-numbered year or February of an odd-numbered
year, the commissioner projects a positive unrestricted budgetary general fund balance at
the close of the biennium that exceeds one-half of one percent of total general fund
biennial revenues, the commissioner shall designate the entire balance as available for
rebate to the taxpayers of this state.  In forecasting, projecting, or designating the
unrestricted budgetary general fund balance or general fund biennial revenue under this
section, the commissioner shall not include any balance or revenue attributable to
settlement payments received after July 1, 1998, and before July 1, 2001, as defined in
Section IIB of the settlement document, filed May 18, 1998, in State v. Philip Morris,
Inc., No. C1-94-8565 (Minnesota District Court, Second Judicial District).

Subd. 2.  Plan.  If the commissioner designates an amount for rebate in either forecast,
the governor shall present a plan to the legislature for rebating that amount.  The plan
must provide for payments to begin no later than August 15 of the odd-numbered year.
By April 15 of each odd-numbered year, the legislature shall enact, modify, or reject the
plan presented by the governor.

Subd. 3.  Certification.  By July 15 of each odd-numbered year, based on a preliminary
analysis of the general fund balance at the end of the fiscal year June 30, the
commissioner of finance shall certify to the commissioner of revenue the amount
available for rebate.

Subd. 4.  Transfer to tax relief account.  Any positive unrestricted budgetary general
fund balance on June 30 of an odd-numbered year is appropriated to the commissioner
for transfer to the tax relief account.

Subd. 5.  Appropriation.  A sum sufficient to pay any rebate due under the plan
enacted under subdivision 2 is appropriated from the general fund to the commissioner of
revenue.

Enacted Laws 1999 c 243 art 15 § 1
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Alternative Forecast Comparison

Real GDP (Annual Rates)
00IV 01I 01II 01III 01IV 00A 01A 02A 03A

DRI Control
(2-01)

1.4 0.9 2.4 2.4 3.6 5.0 2.1 4.0 4.8

Blue Chip
(2-01)

1.4 0.9 2.0 3.0 3.5 5.0 2.1 3.5 N.A.

American Express (IDS)
(2-01)

1.4 2.0 4.1 3.4 3.3 3.5* 3.2* 3.0* N.A

Merrill-Lynch
(2-01)

1.4 1.5 2.2 3.2 3.8 5.0 2.3 3.5 N.A

UBS Warburg/Paine
Webber (2-01)

1.4 -0.3 1.5 2.5 3.0 5.0 1.5 3.0 N.A

* 4Q/4Q

Consumer Price Index  (Annual Rates)
00IV 01I 01II 01II 01IV 00A 01A 02A 03A

DRI Control
(2-01

2.7 1.7 2.5 2.3 1.6 3.4 2.4 1.8 1.6

Blue Chip
(2-01)

2.7 2.5 2.2 2.2 2.3 3.4 2.6 2.4 N.A.

American Express (IDS)
(2-01)

2.7 3.0 3.1 3.4 3.2 3.4* 3.2* 3.1* N.A

Merrill-Lynch
(2-01)

2.7 1.8 1.9 1.7 1.9 3.4 2.3 1.9 N.A

UBS Warburg/Paine
Webber (2-01)

2.7 2.8 2.3 2.5 2.5 3.4 2.5 3.0 N.A

* 4Q/4Q
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Forecast Comparisons

Real Economic Growth
(Annual Percent Change in Real GDP)

2000 2001 2002 2003 2004 2005

Feb 97 DRI Control 1.6(1) 1.6(1)

Nov 97 DRI Control 2.5 1.7(2)

Feb 98 DRI Control 2.4 1.7(2)

Nov 98 DRI Control 2.3 2.1 1.7(3) 1.7(3)

Feb 99 DRI Control 1.9 2.3 1.7(3) 1.7(3)

Nov 99 DRI Control 3.4 3.5 2.0(4) 2.0(4)

Feb 00 DRI Control 3.6 2.9 3.4 2.0(4)

Nov 00 DRI Control 5.3 3.6 4.3 4.8 3.2(5) 3.2(5)

Feb 01 DRI Control 5.0 2.1 4.0 4.8 3.2(5 3.2(5)

Inflation
(Annual Percent Change in CPI-U)

Feb 97 DRI Control 3.2 3.4
Nov 97 DRI Control 2.6 2.7 2.8
Feb 98 DRI Control 2.9 2.8 2.8
Nov 98 DRI Control 2.7 2.8 2.8 2.9
Feb 99 DRI Control 2.3 2.3 2.4 2.5
Nov 99 DRI Control 2.3 2.1 2.6 2.8
Feb 00 DRI Control 2.4 2.2 2.5 2.6
Nov 00 DRI Control 3.4 2.2 1.7 1.9 2.4 2.7
Feb 01 DRI Control 3.4 2.4 1.8 1.6 1.8 2.1

(1)  Long-term trend from DRI Cyclelong, Summer 1996
(2)  Long-term trend from DRI Cyclelong, Summer 1997
(3)  Long-term trend from DRI Cyclelong, Summer 1998
(4)  Long-term trend from DRI Cyclelong, Summer 1999
(5)  10 year trend from DRI Early Recession (Pessim), November, 2000
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Minnesota - U.S. Comparison Report Annual Percent Changes

February 2001 Control

1997 1998 1999 2000 2001 2002 2003

Wage and Salary Income

United States 7.2 7.8 6.7 6.6 5.3 4.9 6.0
Minnesota 7.2 8.6 7.1 8.6 5.1 5.7 6.6

Implied Annual Wage

United States 4.5 5.0 4.2 4.5 4.6 4.3 4.3
Minnesota 4.9 5.7 4.9 6.7 4.4 4.8 4.9

Non-Farm Employment

United States 2.6 2.6 2.3 2.0 0.7 0.6 1.6
Minnesota 2.2 2.7 2.1 1.8 0.7 0.9 1.6

Personal Income

United States 6.0 6.5 5.4 6.2 4.7 4.9 5.9
Minnesota 5.7 7.1 6.0 7.8 4.6 5.4 6.2
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Forecast Actual Variance
Revenues Revenues Act-Fcst

Individual Income Tax
Withholding 2,863,500 2,865,088 1,588
Declarations 705,000 694,277 (10,723)
Miscellaneous 100,036 111,740 11,704
Gross 3,668,536 3,671,105 2,569
Refund 71,460 69,192 (2,268)
Net 3,597,076 3,601,913 4,837

Corporate & Bank Excise
Declarations 441,067 410,930 (30,137)
Miscellaneous 59,298 88,538 29,240
Gross 500,365 499,468 (896)
Refund 93,322 101,478 8,156
Net 407,043 397,990 (9,052)

Sales Tax
Gross 2,336,905 2,310,793 (26,112)
Refunds 130,751 131,112 361
Net 2,206,154 2,179,681 (26,473)

1999 Sales Tax Rebates 0 (493) (493)
2000 Sales Tax Rebates (4,850) 3,282 8,132

Motor Vehicle Sales 303,310 300,790 (2,520)

Other Revenues
Inherit Gift/Estate 44,684 33,140 (11,544)
Liquor/Wine/Beer 34,722 32,373 (2,349)
Cigarette/Tobacco/Cont Sub 102,505 97,595 (4,910)
Deed and Mortgage 93,434 92,655 (779)
Insurance Gross Earnings 55,178 53,773 (1,405)
Lawful Gambling 31,930 31,283 (647)
Health Care Surcharge 67,358 66 (1,049)
Other Taxes 678 537 (141)
DHS RTC Collections 7,696 3,713 (3,983)
Income Tax Reciprocity 42,610 42,610 0
Investment Income 86,305 105,319 19,014
Other Tax Refunds 0 0 0
Tobacco Settlemcnt 114,829 116,112 1,283
Revenues yet to be allocated 0 1,740 1,740
Residual revenues less refunds 175,144 161,095 (14,049)

Other Subtotal 857,072 838,253 (18,820)
Other Refunds 10,895 6,793 (4,102)
Other Net 846,177 831,460 (14,718)

Total Gross 7,661,338 7,623,199 (38,139)
Total Refunds 306,428 308,576 2,148
Total Net 7,354,910 7,314,623 (40,287)

Comparison of Actual and Estimated Non-Restricted Revenues
Fiscal Year-To-Date Through January 2001

($ in Thousands)
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Factors Affecting the Individual Income Tax
($ in billions)

Calendar Year
1998 1999 2000 2001 2002 2003

Minnesota Non-Farm Tax Base
February 1997 Control 106.270 111.140
November 1997 Control 111.700 116.240
February 1998 Control 113.040 116.960
November 1998 Control 113.850 118.500 123.620 128.830
February 1999 Control 114.640 120.320 125.150 130.330
November 1999 Control 112.920 119.790 126.630 133.200
February 2000 Control 112.920 120.416 127.870 134.090
November 2000 Control 120.590 128.770 138.670 146.530 155.040 165.080
February 2001 Control 120.590 128.770 139.420 145.300 152.840 162.610

Minnesota Wage and Salary Income
February 1997 Control 79.203 82.961
November 1997 Control 80.099 83.793
February 1998 Control 81.433 84.502
November 1998 Control 82.538 86.724 91.370 95.761
February 1999 Control 83.279 87.884 91.969 96.329
November 1999 Control 83.980 89.550 95.060 100.590
February 2000 Control 83.980 90.080 95.600 100.500
November 2000 Control 83.750 89.680 96.555 102.910 109.420 116.870
February 2001 Control 83.750 89.680 97.350 102.290 108.100 115.190

Minnesota Property Income
February 1997 Control 19.011 19.782
November 1997 Control 23.196 23.623
February 1998 Control 23.112 23.606
November 1998 Control 23.117 23.348 23.438 23.891
February 1999 Control 23.129 23.787 24.317 24.821
November 1999 Control 20.913 21.464 22.523 23.243
February 2000 Control 20.813 21.509 22.984 23.956
November 2000 Control 28.761 30.377 32.711 33.690 35.015 36.754
February 2001 Control 28.761 30.377 32.670 33.216 34.163 36.102

Minnesota Proprietors' Income
February 1997 Control 8.056 8.401
November 1997 Control 8.400 8.821
February 1998 Control 8.500 8.855
November 1998 Control 8.193 8.429 8.808 9.182
February 1999 Control 8.230 8.651 8.867 9.181
November 1999 Control 8.134 8.774 9.045 9.365
February 2000 Control 8.134 8.820 9.288 9.636
November 2000 Control 8.079 8.710 9.405 9.938 10.607 11.455
February 2001 Control 8.079 8.710 9.407 9.800 10.570 11.323
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Factors Affecting Sales, Corporate Income And Sales Tax on Motor Vehicles
($ in billions)

Fiscal Year
1998 1999 2000 2001 2002 2003

SALES TAX
Minnesota's Proxy Share of U.S. Consumer Durable Spending (Excluding Autos)

February 1997 Control 8.705 9.026
November 1997 Control 8.911 9.430
February 1998 Control 8.802 9.226
November 1998 Control 9.182 9.750 10.207 10.662
February 1999 Control 9.187 9.854 10.456 10.828
November 1999 Control 8.962 9.729 10.442 11.041
February 2000 Control* 8.307 8.968  9.648 10.100
November 2000 Control 8.196 8.895 9.875 10.512 11.124 11.978
February 2001 Control** 8.560 9.253 10.307 10.783 11.180 12.043

Minnesota's Proxy Share of U.S. Capital Equipment Spending
February 1997 Control 9.503 10.154
November 1997 Control 9.461 10.148
February 1998 Control 9.344 10.038
November 1998 Control 9.475 10.338 10.743 11.224
February 1999 Control 9.485 10.417 11.103 11.461
November 1999 Control 9.452 10.384 11.519 12.189
February 2000 Control* 9.541 10.288 11.362 12.161
November 2000 Control 9.448 10.059 11.243 12.887 13.717 14.577
February 2001 Control 9.448 10.059 11.267 12.272 12.80 13.868

Minnesota's Proxy Share of U.S. Construction Spending
February 1997 Control 5.290 5.344
November 1997 Control 5.752 6.018
February 1998 Control 5.810 6.066
November 1998 Control 5.983 6.259 6.620 6.927
February 1999 Control 5.983 6.593 6.872 7.081
November 1999 Control 6.018 6.727 7.278 7.671
February 2000 Control* 6.126 6.863 7.404 7.540
November 2000 Control 6.213 6.904 7.595 7.677 7.985 8.507
February 2001 Control 6.213 6.904 7.595 7.818 7.955 8.386

* Reflects data revision.
** Reflects change in data definition
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Factors Affecting Sales, Corporate Income And Sales Tax on Motor Vehicles
($ in billions)

Fiscal Year
1998 1999 2000 2001 2002 2003

SALES TAX (Cont.)
Minnesota's Non-Farm Personal Income
February 1997 Control 121.03 128.57
November 1997 Control 127.68 133.13
February 1998 Control 128.73 133.98
November 1998 Control 129.20 135.40 141.19 147.71
February 1999 Control 129.58 136.44 142.42 148.03
November 1999 Control* 126.46 133.73 141.35 147.91
February 2000 Control 126.46 133.76 142.37 149.75
November 2000 Control 133.41 142.02 152.34 161.70 170.86 181.54
February 2001 Control 133.41 142.03 152.78 161.59 169.03 179.41

SALES TAX ON MOTOR VEHICLES
Minnesota's Proxy Share of U.S. Consumption of Motor Vehicle and Parts

February 1997 Control 5.404 5.625
November 1997 Control** 5.191 5.339
February 1998 Control 5.293 5.392
November 1998 Control 5.550 5.575 5.718 5.900
February 1999 Control 5.576 5.955 5.803 6.039
November 1999 Control* 5.519 6.066 6.425 6.519
February 2000 Control 5.519 6.068 6.574 6.517
November 2000 Control 5.513 6.099 6.646 6.671 6.764 7.452
February 2001 Control 5.513 6.099 6.630 6.444 6.566 7.080

CORPORATE FRANCHISE TAX Calendar Year
U.S. Corporate Profits

February 1997 Control 659.6 677.8
November 1997 Control 737.4 762.6
February 1998 Control 756.3 754.3
November 1998 Control 711.8 678.9 697.4 710.9 697.4 710.9
February 1999 Control 725.6 732.1 678.9 688.4 678.9 688.4
November 1999 Control* 781.9 853.9 883.8 894.2 883.8 894.2
February 2000 Control 781.9 855.3 849.7 823.4 849.7 823.4
November 2000 Control 758.2 823.0 940.7 910.0 993.5 1,089.0
February 2001 Control 758.2 823.0 929.5 892.2 1,006.3 1,066.2

   * Data Revision.
** Change in Definition
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11-00 Forecast
FY 2000-01

2-01 Forecast
FY 2000-01 Difference

Actual & Estimated Resources
Balance Forward from Prior Year 1,920,779 1,920,779 0

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 11,440,966 11,428,766 (12,200)
Sales Tax 7,059,598 7,013,431 (46,167)
Corporate Income Tax 1,662,129 1,615,429 (46,700)
Motor Vehicle Sales Tax 1,077,361 1,060,861 (16,500)
Tobacco Settlements 219,755 221,038 1,283
Other Non-Dedicated Revenue 2,438,039 2,438,325 286

Subtotal Net Non-Dedicated Revenue 23,897,848 23,777,850 (119,998)

Dedicated Revenue 313,170 313,177 7
Transfers In 472,803 474,625 1,822
Prior Year Adjustments 26,371 45,587 19,216

Subtotal-Current Resources 24,710,192 24,611,239 (98,953)

Total Resources Available 26,630,971 26,532,018 (98,953)

Actual & Estimated Spending by Function
Education / Children & Families 8,296,661 8,282,560 (14,101)
Post-Secondary Education 2,641,776 2,641,776 0
Property Tax Aids & Credits 3,278,449 3,278,787 338
Other Major Local Assistance 1,165,489 1,164,005 (1,484)
Health Care 3,698,209 3,680,185 (18,024)
Family Support 433,913 435,391 1,478
State Operated Institutions 956,241 956,241 0
Legisl., Judicial, Const. Offices 618,947 621,334 2,387
State Agencies' Operations & Grants 2,004,796 2,001,509 (3,287)
Debt Service 567,191 567,191 0
Capital Projects 88,850 88,850 0
Transportation Projects/Tabs 569,404 569,404 0
Estimated Cancellations (22,000) (22,000) 0

Subtotal-Major Spending Categories 24,297,926 24,265,233 (32,693)

Dedicated Expenditures 300,941 300,948 7

Total Expenditures & Transfers 24,598,867 24,566,181 (32,686)

Balance Before Reserves 2,032,104 1,965,837 (66,267)

Cash Flow Account 350,000 350,000 0
Budget Reserve 622,000 622,000 0
Dedicated Reserves 136,011 137,357 1,346

Budgetary Balance 924,093 856,480 (67,613)

FY 2000-01 Forecast Change
February 2001 Forecast vs November 2000 Forecast

General Fund
($ in thousands)
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11-00 Plng Est
FY 2002-03

2-01 Plng Est
FY 2002-03 Difference

Actual & Estimated Resources
Balance Forward from Prior Year 2,032,104 1,965,837 (66,267)

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 13,293,300 13,026,300 (267,000)
Sales Tax 8,599,889 8,374,606 (225,283)
Corporate Income Tax 1,735,000 1,720,600 (14,400)
Motor Vehicle Sales Tax 952,592 911,572 (41,020)
Tobacco Settlements 639,516 657,121 17,605
Other Non-Dedicated Revenue 2,627,676 2,563,330 (64,346)

Subtotal Net Non-Dedicated Revenue 27,847,973 27,253,529 (594,444)

Dedicated Revenue 282,548 282,562 14
Transfers In 59,896 60,219 323
Prior Year Adjustments 20,200 20,200 0

Subtotal-Current Resources 28,210,617 27,616,510 (594,107)

Total Resources Available 30,242,721 29,582,347 (660,374)

Actual & Estimated Spending by Function
Education / Children & Families 8,825,094 8,803,713 (21,381)
Post-Secondary Education 2,748,962 2,748,962 0
Property Tax Aids & Credits 3,543,041 3,540,831 (2,210)
Other Major Local Assistance 1,207,902 1,210,196 2,294
Health Care 4,746,748 4,719,956 (26,792)
Family Support 444,839 443,544 (1,295)
State Operated Institutions 1,023,436 1,022,066 (1,370)
Legisl., Judicial, Const. Offices 640,093 631,437 (8,656)
State Agencies' Operations & Grants 1,853,841 1,855,453 1,611
Debt Service 632,392 620,670 (11,722)
Capital Projects 15,000 15,000 0
Transportation Projects/Tabs 180,723 180,723 0
Estimated Cancellations (20,000) (20,000) 0

Subtotal-Major Spending Categories 25,842,071 25,772,551 (69,521)

Dedicated Expenditures 282,548 282,562 14

Total Expenditures & Transfers 26,124,619 26,055,113 (69,507)

Balance Before Reserves 4,118,102 3,527,234 (590,868)

Cash Flow Account 350,000 350,000 0
Budget Reserve 622,000 622,000 0
Dedicated Reserves 110,599 137,357 26,758

Budgetary Balance 3,035,503 2,417,877 (617,626)

FY 2002-03 Forecast Comparison
February 2001 Forecast vs November 2000 Forecast

General Fund
($ in thousands)
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2-01 Fcst
FY 2000-01

2-01 Plng Est
FY 2002-03 $ Difference % Change

Actual & Estimated Resources
Balance Forward from Prior Year 1,920,779 1,965,837 45,058 2.3%

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 11,428,766 13,026,300 1,597,534 14.0%
Sales Tax 7,013,431 8,374,606 1,361,175 19.4%
Corporate Income Tax 1,615,429 1,720,600 105,171 6.5%
Motor Vehicle Sales Tax 1,060,861 911,572 (149,289) -14.1%
Tobacco Settlements 221,038 657,121 436,083 197.3%
Other Non-Dedicated Revenue 2,438,325 2,563,330 125,005 5.1%

Subtotal Net Non-Dedicated Revenue 23,777,850 27,253,529 3,475,679 14.6%

Dedicated Revenue 313,177 282,562 (30,615) -9.8%
Transfers In 474,625 60,219 (414,406) -87.3%
Prior Year Adjustments 45,587 20,200 (25,387) -55.7%

Subtotal-Current Resources 24,611,239 27,616,510 3,005,271 12.2%

Total Resources Available 26,532,018 29,582,347 3,050,329 11.5%

Actual & Estimated Spending by Function
Education / Children & Families 8,282,560 8,803,713 521,153 6.3%
Post-Secondary Education 2,641,776 2,748,962 107,186 4.1%
Property Tax Aids & Credits 3,278,787 3,540,831 262,044 8.0%
Other Major Local Assistance 1,164,005 1,210,196 46,191 4.0%
Health Care 3,680,185 4,719,956 1,039,771 28.3%
Family Support 435,391 443,544 8,153 1.9%
State Operated Institutions 956,241 1,022,066 65,825 6.9%
Legisl., Judicial, Const. Offices 621,334 631,437 10,103 1.6%
State Agencies' Operations & Grants 2,001,509 1,855,453 (146,056) -7.3%
Debt Service 567,191 620,670 53,479 9.4%
Capital Projects 88,850 15,000 (73,850) -83.1%
Transportation Projects/Tabs 569,404 180,723 (388,681) -68.3%
Estimated Cancellations (22,000) (20,000) 2,000 -9.1%

Subtotal-Major Spending Categories 24,265,233 25,772,551 1,507,318 6.2%

Dedicated Expenditures 300,948 282,562 (18,386) -6.1%

Total Expenditures & Transfers 24,566,181 26,055,113 1,488,932 6.1%

Balance Before Reserves 1,965,837 3,527,234 1,561,397

Cash Flow Account 350,000 350,000 0
Budget Reserve 622,000 622,000 0
Dedicated Reserves 137,357 137,357 0

Budgetary Balance 856,480 2,417,877 1,561,397

Biennial Comparison
FY 2002-03 vs FY 2000-01

General Fund
($ in thousands)
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2-01 Fcst Base
FY 2002-03

Inflation
FY 2002-03

2-01 Plng Est
FY 2002-03

Actual & Estimated Resources
Balance Forward from Prior Year 1,965,837 0 1,965,837

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 13,026,300 0 13,026,300
Sales Tax 8,374,606 0 8,374,606
Corporate Income Tax 1,720,600 0 1,720,600
Motor Vehicle Sales Tax 911,572 0 911,572
Tobacco Settlements 657,121 0 657,121
Other Non-Dedicated Revenue 2,563,330 0 2,563,330

Subtotal Net Non-Dedicated Revenue 27,253,529 0 27,253,529

Dedicated Revenue 282,562 0 282,562
Transfers In 60,219 0 60,219
Prior Year Adjustments 20,200 0 20,200

Subtotal-Current Resources 27,616,510 0 27,616,510

Total Resources Available 29,582,347 0 29,582,347

Actual & Estimated Spending by Function
Education / Children & Families 8,545,630 258,083 8,803,713
Post-Secondary Education 2,668,253 80,709 2,748,962
Property Tax Aids & Credits 3,435,900 104,931 3,540,831
Other Major Local Assistance 1,174,664 35,532 1,210,196
Health Care 4,578,961 140,995 4,719,956
Family Support 430,580 12,964 443,544
State Operated Institutions 992,097 29,969 1,022,066
Legisl., Judicial, Const. Offices 612,920 18,517 631,437
State Agencies' Operations & Grants 1,801,898 53,555 1,855,453
Debt Service 620,670 0 620,670
Capital Projects 15,000 0 15,000
Transportation Projects/Tabs 180,723 0 180,723
Estimated Cancellations (20,000) 0 (20,000)

Subtotal-Major Spending Categories 25,037,296 735,255 25,772,551

Dedicated Expenditures 282,562 0 282,562

Total Expenditures & Transfers 25,319,858 735,255 26,055,113

Balance Before Reserves 4,262,489 (735,255) 3,527,234

Cash Flow Account 350,000 0 350,000
Budget Reserve 622,000 0 622,000
Dedicated Reserves 137,357 0 137,357

Budgetary Balance 3,153,132 (735,255) 2,417,877

F.Y. 2002-03 General Fund Planning Estimates
Base, Inflation, Total

($ in thousands)
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11-00 Plng Est
FY 2004-05

2-01 Plng Est
FY 2004-05 Difference

Actual & Estimated Resources
Balance Forward from Prior Year 4,118,102 3,527,234 (590,867)

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 15,255,700 14,919,200 (336,500)
Sales Tax 9,665,462 9,411,400 (254,062)
Corporate Income Tax 2,025,200 1,971,000 (54,200)
Motor Vehicle Sales Tax 859,316 810,968 (48,348)
Tobacco Settlements 391,636 401,640 10,004
Other Non-Dedicated Revenue 2,711,195 2,674,320 (36,875)

Subtotal Net Non-Dedicated Revenue 30,908,509 30,188,528 (719,981)

Dedicated Revenue 282,548 282,562 14
Transfers In 60,570 61,608 1,038
Prior Year Adjustments 20,200 20,200 0

Subtotal-Current Resources 31,271,827 30,552,898 (718,929)

Total Resources Available 35,389,929 34,080,132 (1,309,796)

Actual & Estimated Spending by Function
Education / Children & Families 9,311,542 9,198,979 (112,563)
Post-Secondary Education 2,923,705 2,902,259 (21,446)
Property Tax Aids & Credits 3,827,425 3,803,013 (24,412)
Other Major Local Assistance 1,291,445 1,282,388 (9,056)
Health Care 5,864,904 5,691,757 (173,147)
Family Support 460,711 463,958 3,246
State Operated Institutions 1,093,060 1,082,273 (10,787)
Legisl., Judicial, Const. Offices 673,412 659,381 (14,031)
State Agencies' Operations & Grants 1,935,505 1,922,077 (13,428)
Debt Service 656,130 643,035 (13,095)
Capital Projects 35,000 35,000 0
Estimated Cancellations (20,000) (20,000) 0

Subtotal-Major Spending Categories 28,052,839 27,664,120 (388,719)

Dedicated Expenditures 282,548 282,562 14

Total Expenditures & Transfers 28,335,387 27,946,682 (388,705)

Balance Before Reserves 7,054,542 6,133,451 (921,091)

Cash Flow Account 350,000 350,000 0
Budget Reserve 622,000 622,000 0
Dedicated Reserves 103,547 137,357 33,810

Budgetary Balance 5,978,995 5,024,094 (954,901)

FY 2004-05 Planning Estimate Comparison
February 2001 Forecast vs November 2000 Forecast

General Fund
($ in thousands)
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2-01 Fcst Base
FY 2004-05

Inflation
FY 2004-05

2-01 Plng Est
FY 2004-05

Actual & Estimated Resources
Balance Forward from Prior Year 3,527,234 0 3,527,234

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 14,919,200 0 14,919,200
Sales Tax 9,411,400 0 9,411,400
Corporate Income Tax 1,971,000 0 1,971,000
Motor Vehicle Sales Tax 810,968 0 810,968
Tobacco Settlements 401,640 0 401,640
Other Non-Dedicated Revenue 2,674,320 0 2,674,320

Subtotal Net Non-Dedicated Revenue 30,188,528 0 30,188,528

Dedicated Revenue 282,562 0 282,562
Transfers In 61,608 0 61,608
Prior Year Adjustments 20,200 0 20,200

Subtotal-Current Resources 30,552,898 0 30,552,898

Total Resources Available 34,080,132 0 34,080,132

Actual & Estimated Spending by Function
Education / Children & Families 8,582,411 616,568 9,198,979
Post-Secondary Education 2,707,786 194,473 2,902,259
Property Tax Aids & Credits 3,545,971 257,042 3,803,013
Other Major Local Assistance 1,196,419 85,969 1,282,388
Health Care 5,308,130 383,627 5,691,757
Family Support 432,877 31,081 463,958
State Operated Institutions 1,009,704 72,569 1,082,273
Legisl., Judicial, Const. Offices 615,191 44,190 659,381
State Agencies' Operations & Grants 1,795,236 126,841 1,922,077
Debt Service 643,035 0 643,035
Capital Projects 35,000 0 35,000
Estimated Cancellations (20,000) 0 (20,000)

Subtotal-Major Spending Categories 25,851,760 1,812,360 27,664,120

Dedicated Expenditures 282,562 0 282,562

Total Expenditures & Transfers 26,134,322 1,812,360 27,946,682

Balance Before Reserves 7,945,810 (1,812,360) 6,133,451

Cash Flow Account 350,000 0 350,000
Budget Reserve 622,000 0 622,000
Dedicated Reserves 137,357 0 137,357

Budgetary Balance 6,836,453 (1,812,360) 5,024,094

F.Y. 2004-05 General Fund Planning Estimates
Base, Inflation, Total

($ in thousands)
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2-01 Fcst
FY 2000-01

2-01 Plng Est
FY 2002-03

2-01 Plng Est
FY 2004-05

Actual & Estimated Resources
Balance Forward from Prior Year 1,920,779 1,965,837 3,527,234

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax 11,428,766 13,026,300 14,919,200
Sales Tax 7,013,431 8,374,606 9,411,400
Corporate Income Tax 1,615,429 1,720,600 1,971,000
Motor Vehicle Sales Tax 1,060,861 911,572 810,968
Tobacco Settlements 221,038 657,121 401,640
Other Non-Dedicated Revenue 2,438,325 2,563,330 2,674,320

Subtotal Net Non-Dedicated Revenue 23,777,850 27,253,529 30,188,528

Dedicated Revenue 313,177 282,562 282,562
Transfers In 474,625 60,219 61,608
Prior Year Adjustments 45,587 20,200 20,200

Subtotal-Current Resources 24,611,239 27,616,510 30,552,898

Total Resources Available 26,532,018 29,582,347 34,080,132

Actual & Estimated Spending by Function
Education / Children & Families 8,282,560 8,803,713 9,198,979
Post-Secondary Education 2,641,776 2,748,962 2,902,259
Property Tax Aids & Credits 3,278,787 3,540,831 3,803,013
Other Major Local Assistance 1,164,005 1,210,196 1,282,388
Health Care 3,680,185 4,719,956 5,691,757
Family Support 435,391 443,544 463,958
State Operated Institutions 956,241 1,022,066 1,082,273
Legisl., Judicial, Const. Offices 621,334 631,437 659,381
State Agencies' Operations & Grants 2,001,509 1,855,453 1,922,077
Debt Service 567,191 620,670 643,035
Capital Projects 88,850 15,000 35,000
Transportation Projects/Tabs 569,404 180,723 0
Estimated Cancellations (22,000) (20,000) (20,000)

Subtotal-Major Spending Categories 24,265,233 25,772,551 27,664,120

Dedicated Expenditures 300,948 282,562 282,562

Total Expenditures & Transfers 24,566,181 26,055,113 27,946,682

Balance Before Reserves 1,965,837 3,527,234 6,133,451

Cash Flow Account 350,000 350,000 350,000
Budget Reserve 622,000 622,000 622,000
Dedicated Reserves 137,357 137,357 137,357

Budgetary Balance 856,480 2,417,877 5,024,094

FY 2000-05 Planning Horizon
February 2001 General Fund Forecast

($ in thousands)
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FY 2002 FY 2003 FY 2004 FY 2005

Actual & Estimated Resources
Balance Forward from Prior Year (66,267) (281,887) (590,867) (806,702)

Current Resources:
Net Non-Dedicated Revenue

Individual Income Tax (112,300) (154,700) (169,500) (167,000)
Sales Tax (108,436) (116,847) (123,226) (130,836)
Corporate Income Tax (10,100) (4,300) (37,900) (16,300)
Motor Vehicle Sales Tax (17,900) (23,120) (23,800) (24,548)
Tobacco Settlements 10,394 7,211 5,042 4,962
Other Non-Dedicated Revenue (35,996) (28,350) (19,059) (17,816)

Subtotal Net Non-Dedicated Revenue (274,338) (320,106) (368,443) (351,538)

Dedicated Revenue 7 7 7 7
Transfers In 8 315 561 477
Prior Year Adjustments 0 0 0 0

Subtotal-Current Resources (274,323) (319,784) (367,875) (351,054)

Total Resources Available (340,590) (601,671) (958,742) (1,157,756)

Actual & Estimated Spending by Function
Education / Children & Families (10,993) (10,388) (39,930) (72,632)
Post-Secondary Education 0 0 (7,043) (14,403)
Property Tax Aids & Credits (3,691) 1,481 (3,241) (21,171)
Other Major Local Assistance 1,310 984 (3,615) (5,441)
Health Care (35,500) 8,708 (79,718) (93,429)
Family Support 1,343 (2,638) 1,865 1,381
State Operated Institutions (338) (1,032) (3,889) (6,898)
Legisl., Judicial, Const. Offices (4,304) (4,352) (6,129) (7,903)
State Agencies' Operations & Grants 994 617 (4,524) (8,904)
Debt Service (7,532) (4,190) (5,823) (7,272)
Capital Projects 0 0 0 0
Transportation Projects/Tabs 0 0 0 0
Estimated Cancellations 0 0 0 0

Subtotal-Major Spending Categories (58,711) (10,810) (152,047) (236,672)

Dedicated Expenditures 7 7 7 7

Total Expenditures & Transfers (58,704) (10,803) (152,040) (236,665)

Balance Before Reserves (281,887) (590,867) (806,702) (921,091)

Cash Flow Account 0 0 0 0
Budget Reserve 0 0 0 0
Dedicated Reserves 9,733 26,758 30,284 33,810

Budgetary Balance (291,620) (617,625) (836,986) (954,901)

Forecast Changes by Fiscal Year
February 2001 vs November 2000

General Fund
($ in thousands)
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FY 1999 FY 2000-01 FY 2002-03 FY 2004-05
Annual Payments $0 $221.0 $313.7 $401.6
Settlement Payments $460.8 $442.7 $343.4 $0
Total $460.8 $663.7 $657.1 $401.6

Original estimates of Settlement Revenues were included in the November, 1998 Forecast.

Tobacco Settlement Payments
November 2000 Forecast

($ in millions)
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Tobacco Settlement Payments
February 2001 Forecast

($ in millions)

Tobacco Settlement Revenues
Original Estimates vs. February 2001 Forecast
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C.Y. 1998 C.Y. 1999 C.Y. 2000 C.Y. 2001 C.Y. 2002 C.Y. 2003 C.Y. 2004
F.Y. 1999 F.Y. 2000 F.Y. 2001 F.Y. 2002 F.Y. 2003 F.Y. 2004 F.Y. 2005

5,320,918 5,556,366 5,872,400 6,279,800 6,746,500 7,230,000 7,689,200
2,140,351 3,120,309 3,918,170 4,060,445 4,360,111 4,601,630 4,856,062

777,491 800,129 815,300 817,400 903,200 956,200 1,014,800
555,187 581,431 578,387 605,291 620,973 637,148 653,836
584,359 638,307 480,000 495,600 511,707 528,337 545,508
487,041 540,961 519,900 523,700 570,400 587,500 605,100
137,529 151,034 163,309 189,535 257,826 286,020 299,053
936,798 972,300 939,370 958,382 989,689 1,007,547 1,023,651

10,939,674 12,360,837 13,286,836 13,930,153 14,960,406 15,834,382 16,687,210

471,427 524,896 528,380 589,498 599,499 612,705 625,841
315,222 279,000 310,507 208,118 195,869 204,375 204,328
479,621 509,774 545,339 552,139 558,739 558,739 558,739

0 104,926 116,112 382,521 274,600 198,808 202,832
694,878 627,134 1,490,410 913,294 863,486 879,953 816,804

1,961,148 2,045,730 2,990,748 2,645,570 2,492,193 2,454,580 2,408,544

12,900,822 14,406,567 16,277,584 16,575,723 17,452,599 18,288,962 19,095,754

3,838,623 4,127,787 4,686,312 4,661,862 4,923,226 4,885,555 4,878,585

16,739,445 18,534,354 20,963,896 21,237,585 22,375,825 23,174,517 23,974,339

2,670,768 2,778,424 2,906,889 3,107,347 3,274,479 3,433,889 3,596,177
94,470 100,705 105,942 111,560 120,581 126,611 132,941

125,676 128,253 133,444 139,047 144,940 151,139 157,661

2,890,914 3,007,382 3,146,275 3,357,954 3,540,000 3,711,639 3,886,779

270,853 289,459 309,386 330,728 344,850 358,712 373,172
122,067 136,880 153,527 172,239 179,582 186,791 194,309
640,733 702,605 770,525 845,089 878,214 910,455 943,987
355,497 370,717 386,646 403,322 416,693 430,045 443,848

2,049,239 2,129,133 2,213,610 2,302,937 2,397,850 2,490,713 2,587,454
398,050 415,601 434,256 454,088 472,502 490,488 509,216

3,836,439 4,044,395 4,267,950 4,508,403 4,689,691 4,867,204 5,051,986

6,727,353 7,051,777 7,414,225 7,866,357 8,229,691 8,578,843 8,938,765

2,157,447 2,127,783 2,270,189 2,100,275 2,142,909 2,184,315 2,230,470
82,756 85,804 85,804 85,804 85,804 85,804 85,804

486,020 532,000 532,000 532,000 532,000 532,000 532,000

2,726,223 2,745,587 2,887,993 2,718,079 2,760,713 2,802,119 2,848,274

9,453,576 9,797,364 10,302,218 10,584,436 10,990,404 11,380,962 11,787,039

Motor Vehicle License Tax
Motor Vehicle Sales Tax

State Revenues
Tax Revenues:

Individual Income Tax
General Sales Tax

Health Care Taxes
All Other Taxes

Subtotal - State Taxes

February 2001 Forecast
Price of Government

State & Local Revenues, C.Y. 1998-2004
as a Percent of Personal Income

($ in Thousands)

Corporate Income Tax
Gasoline & Special Fuels Taxes

Non-Tax Revenues:
Fees & Charges
Investment Earnings

Local Aid
Federal Aid

Post-Secondary Tuition
Tobacco Settlements
All Other Resources

Federal Grants

TOTAL STATE REVENUES

Subtotal - State Non-Tax Revenues

Subtotal - State Own Source Revenues

Local Non-School Revenues
Tax Revenues:

Property Tax
Sales Tax
Other Taxes

Subtotal - Local Taxes

State Aid

Non-Tax Revenues:

Intergovernmental Revenue:

Selected Enterprise Revenues
Miscellaneous Revenues

Subtotal - Local Non-Tax Revenues

Special Assessments
Licenses and Permits
Charges for Services
Investment Earnings

Subtotal - Intergovernmental Revenue

TOTAL LOCAL NON-SCHOOL REVENUES

Subtotal - Local Own Source Revenues
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C.Y. 1998 C.Y. 1999 C.Y. 2000 C.Y. 2001 C.Y. 2002 C.Y. 2003 C.Y. 2004
F.Y. 1999 F.Y. 2000 F.Y. 2001 F.Y. 2002 F.Y. 2003 F.Y. 2004 F.Y. 2005

1,973,608 1,838,874 1,839,156 1,986,854 2,144,626 2,309,842 2,492,219
23,274 12,110 11,891 11,891 11,891 11,891 11,891

1,996,882 1,850,984 1,851,047 1,998,745 2,156,517 2,321,733 2,504,110

165,450 180,258 200,086 222,096 246,527 273,645 303,745
403,241 414,646 434,135 454,539 475,902 498,270 521,688

568,691 594,904 634,221 676,635 722,429 771,915 825,433

2,565,573 2,445,888 2,485,268 2,675,380 2,878,946 3,093,648 3,329,543

3,564,226 3,957,451 4,271,393 4,221,306 4,220,845 4,323,604 4,251,614
77,649 48,189 39,129 28,027 23,350 20,200 18,349

160,271 304,629 395,012 394,425 398,362 404,846 408,899
0 0 45,979 55,705 55,705 56,405 56,405

30,023 27,426 28,993 28,394 27,824 27,283 26,769
317,583 341,744 365,666 391,263 418,651 447,957 479,314

4,149,752 4,679,439 5,146,172 5,119,120 5,144,737 5,189,295 5,241,350

6,715,325 7,125,327 7,631,440 7,794,500 8,023,683 8,282,943 8,570,893

Total State, Local & School District Revenues
15,827,470 17,219,203 18,284,158 19,286,852 20,656,923 21,867,754 23,078,099

6,366,278 6,685,029 7,892,919 7,830,608 7,904,313 8,093,699 8,285,963
10,714,598 11,552,813 12,720,477 12,499,061 12,828,676 12,876,969 12,968,209

32,908,346 35,457,045 38,897,554 39,616,521 41,389,912 42,838,422 44,332,271

(10,714,598) (11,552,128) (12,720,477) (12,499,061) (12,828,676) (12,876,969) (12,968,209)

22,193,748 23,904,917 26,177,077 27,117,460 28,561,236 29,961,453 31,364,062

139,441,750 147,050,250 157,289,250 165,952,750 174,926,750 185,759,000 196,124,750

15.9% 16.3% 16.6% 16.3% 16.3% 16.1% 16.0%

Property Tax
Taconite Production Tax

Education Agricultural Credit

TOTAL SCHOOL DISTRICT REVENUES

Minnesota Personal Income

Revenue as Percent
of Personal Income

Intergovernmental Revenue:

Intergovernmental Revenue

State Aid
State Paid Tax Credits
Education Homestead Credit

Total Own Source Revenues

Local Aid
Federal Aid

Subtotal - Intergovernmental Revenue

Tax Revenues

TOTAL ALL REVENUES

Less: Intergovernmental Revenues

Non-Tax Revenues

School District Revenues

Subtotal - School District Non Tax Revenues

Subtotal - School Dist Own Source Revenues

Non-Tax Revenues:
Sales & Fee Revenue
Other Miscellaneous Revenue

Subtotal - School District Tax Revenues

Tax Revenues:

($ in Thousands)

February 2001 Forecast
Price of Government

State & Local Revenues, C.Y. 1998-2004
as a Percent of Personal Income




