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State Revenues Exceed November Forecast

Minnesota’s revenue collections and outlook remain positive. The state’s net
general fund receipts totaled $3.330 billion during the months of November and
December, $172 million (5.4 percent) more than projected in November 2013’s
Budget and Economic Forecast. Stronger than projected estimated individual
income tax payments provided the largest amount of additional revenue for the
period. Net receipts from sales and corporate taxes and all other revenues were also
above forecast.

Summary of Tax Receipts: November December, 2013

(8 in millions) Novlgmber 2013 Actual  $Difference % Difference
orecast

Individual Income Tax $1,343 $1,434 $90 6.7%

General Sales Tax 801 838 37 4.6

Corporate Franchise Tax 258 280 22 8.5

Other Revenues 756 779 22 2.9

Total Revenues* $3,159 $3,330 $172 5.4%

* Totals may not add due to rounding.

Individual income tax receipts during the last two months of 2013 were $90 million
(6.7 percent) above forecast. Estimated tax payments (declarations) exceed the
forecast by $67 million, but that additional revenue may not be indicative of higher
tax liability. Even though fourth quarter individual estimated payments are not due
until January 15, many taxpayers make early payments on or about December 31 so
that they can deduct them on their federal tax returns. This year it appears more
taxpayers made early payments than usual. In addition, average estimated
payments in December were higher than projected, which may imply lower final
payments on April 15. Finally, forecasting fourth quarter estimated payments is
particularly challenging this year, because taxpayers may have responded to the
safe harbor provisions related to the new fourth income tax bracket in ways that are
difficult to foresee.
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Net sales tax receipts for the months of November and December were $37 million (4.6
percent) more than forecast. That additional revenue appears to be due to stronger than
anticipated economic activity and possibly larger than anticipated effects of recent law
changes. Also, since most businesses remit sales taxes in the month after a purchase was
made, the additional revenue reflects only the November portion of the Christmas shopping
season. Taxes on December sales will be remitted in January. Corporate tax receipts were
$22 million (8.5 percent) above forecast in November and December. A shortfall in
corporate estimated payments (declarations) was more than made up by lower corporate
refunds. Finally, net other revenues exceeded forecast by a combined $22 million (2.9
percent). Much of that difference appears to be due to the timing of receipts and refunds.

U.S. Economic Outlook Has Improved Modestly

The forecast for U.S. economic growth has improved modestly since Minnesota’s Budget
and Economic Forecast was last prepared in November. Since that time, Washington
lawmakers passed the Bipartisan Budget Act, which provides relief from the spending
sequester in 2014 and 2015 and effectively eliminates the risk of another federal
government shutdown this year. The Federal Reserve decided to begin scaling back its
bond-buying program, citing less fiscal drag and diminishing risks to the outlook as a basis.
Also, recently released economic data continue to signal accelerating near-term economic
growth.

Real GDP grew at a revised 4.1 percent annual rate in the third quarter of 2013 according to
the Bureau of Economic Analysis' third estimate, up from 2.5 percent growth in the second
quarter and the fastest rate since late 2011. The acceleration was led by a jump in inventory
accumulation. Real final sales, which exclude inventories, grew a more modest 2.5 percent,
following an increase of 2.1 percent in the second quarter. Moving into the fourth quarter,
Global Insight (GI), Minnesota Management and Budget’s macroeconomic consultant, now
expects real GDP growth to slow to 2.6 percent, due in part to the effect of private inventory
drawdowns. Excluding the impact of inventories, Gl believes growth during the fourth
quarter will be closer to a solid 3.5 percent.

Real Final Sales of Domestic Product
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Global Insight continues to forecast accelerating economic growth over the course of 2014,
led by an upturn in consumer spending, improved housing and residential investment, and
the easing of federal fiscal drag. The improved pace of economic growth is expected to
generate faster job creation, reducing the unemployment rate to near 6 percent by the end of
this year.

Global Insight’s January 2014 baseline forecasts real GDP growth to accelerate from 1.9
percent in 2013, to 2.7 percent in 2014 and 3.2 percent in 2015. The November 2013
baseline forecast called for slightly weaker growth of 1.7 percent in 2013, followed by
increases of 2.5 percent in 2014 and 3.1 percent in 2015. Global Insight’s January baseline
forecast for 2013 through 2015 is very similar to the Blue Chip Consensus, the median of 50
business and academic forecasts. The Blue Chip forecast is for 1.8 percent growth in 2013,
followed by increases of 2.8 percent in 2014 and 3.0 percent in 2015. Inflation continues to
be of little concern. January’s baseline anticipates CPI increases of 1.5 percent in 2013, 1.4
percent in 2014 and 1.8 percent in 2015. November’s inflation outlook was similarly
subdued.
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There has been no change in the probabilities assigned to the baseline or alternative forecast
scenarios since November. Global Insight continues to assign a 60 percent probability to its
baseline forecast, and a 20 percent probability to more pessimistic and optimistic alternative
scenarios. In the pessimistic scenario the U.S. recovery stalls in early 2014 due to a
combination of unwarranted fiscal tightening and deteriorating global economic outlook,
barely avoiding recession. In the optimistic scenario a stronger housing recovery and faster
employment growth reignite the recovery in 2014.
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Comparison of Actual and Forecast Non-Dedicated Revenues

(% in thousands)

Individual Income Tax
Withholding
Declarations
Miscellaneous
Gross
Refund
Net

Corporate & Bank Excise
Declarations
Miscellaneous
Gross
Refund
Net

Sales Tax
Gross
Refunds (including Indian Refunds)
Net

Other Revenues:
Net Estate Tax
Net Liquor/Wine/Beer
Net Cigarette/Tobacco
Deed and Mortgage
Net Insurance Gross Earnings
Lawful Gambling
Health Care Surcharge
Other Taxes
Statewide Property Tax
DHS SOS Collections
Income Tax Reciprocity
Investment Income
Tobacco Settlement
Departmental Earnings
Fines and Surcharges
Lottery Revenues
Revenues yet to be allocated
Residual Revenues
County Nursing Home, Pub Hosp. IGT

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

FY 2014 To Date Thru December 2013

November - December 2013

FORECAST ACTUAL VARIANCE FORECAST ACTUAL VARIANCE
REVENUES REVENUES ACT-FCST REVENUES REVENUES ACT-FCST
3,591,500 3,594,232 2,732 1,235,176 1,237,907 2,732

510,000 576,790 66,790 130,137 196,927 66,790
234,189 243,871 9,682 46,345 56,027 9,682
4,335,689 4,414,893 79,204 1,411,657 1,490,861 79,204
118,900 107,607 (11,293) 68,281 56,988 (11,293)
4,216,789 4,307,286 90,497 1,343,377 1,433,874 90,497
625,071 614,876 (10,195) 277,274 267,079 (10,195)
115,544 125,152 9,607 39,196 48,804 9,607
740,615 740,027 (588) 316,471 315,883 (588)
76,807 54,337 (22,470) 58,521 36,050 (22,470)
663,808 685,691 21,882 257,950 279,832 21,882
2,499,120 2,540,629 41,509 847,881 889,390 41,509
110,012 114,540 4,528 46,827 51,355 4,528
2,389,109 2,426,090 36,981 801,054 838,035 36,981
94,083 90,321 (3,761) 29,440 25,679 (3,761)
38,674 37,984 (691) 14,198 13,507 (691)
258,480 269,562 11,082 95,854 106,936 11,082
95,109 88,285 (6,825) 33,626 26,802 (6,825)
149,840 155,160 5,320 70,015 75,335 5,320
15,789 17,365 1,575 5,019 6,594 1,575
112,095 104,637 (7,458) 50,867 43,409 (7,458)
334 336 2 93 95 2
396,820 393,387 (3,433) 200,664 197,231 (3,433)
27,113 25,869 (1,245) 9,110 7,865 (1,245)

0 0 0 0 0 0

2,754 2,838 85 541 626 85
163,042 164,529 1,487 162,942 164,429 1,487
95,493 111,715 16,222 34,921 51,143 16,222
38,824 35,458 (3,366) 16,080 12,714 (3,366)
21,924 22,593 668 7,832 8,500 668
121 (66) (187) 0 (187) (187)
63,624 75,566 11,942 25,528 37,469 11,942
2,830 2,830 0 1,132 1,132 0
1,576,950 1,598,369 21,419 757,860 779,279 21,419
2,160 1,343 (817) 1,561 744 (817)
1,574,790 1,597,026 22,236 756,299 778,535 22,236
9,152,375 9,293,919 141,544 3,333,870 3,475,414 141,544
307,879 277,827 (30,052) 175,189 145,138 (30,052)
8,844,496 9,016,092 171,596 3,158,680 3,330,276 171,596





