July 1999

State F.Y. 1999 Revenues Exceed For ecast

Minnesota’'s net genera fund receipts for F.Y. 1999 are now estimated to total $11.202
billion, $298 million, (2.7 percent) more than forecast in February. The current variance
permits the addition of $50 million to the total amount available for distribution through the
salestax rebate. The 1999 sales tax rebate will now total $1.3 billion.

Summary of Tax Receipts: F.Y. 1999

Forecast Actud Variance Percent

-------------------- Dollarsin Millions-
Individual 5,180.6 5,369.9 189.3 3.7
Sdles 3,414.6 3,426.7 12.0 0.4
Corporate 781.8 793.6 11.8 15
Motor Vehicle 460.5 484.7 24.2 53
Other 1.066.2 1,127.0 60.9 5.7
TOTAL 10,903.8 11,201.9 298.2 2.7

Individual income tax revenues accounted for $189 million of the additional revenue. The
sales tax and corporate income tax each exceeded the forecast by $12 million, and motor
vehicle sales tax receipts were $24 million more than anticipated. There was a $61 million
positive variance in other taxes and fees. Only the motor vehicle sales tax and other taxes and
fees had variances of more than 4 percent. Booming auto and housing sales lifted the motor
vehicle sdes tax and deed and mortgage tax receipts well above forecast levels. Investment
earnings exceeded the forecast by $19 million. (See page 4)

About two thirds of the additional individual income tax revenue came from higher than
anticipated tax year 1998 settle-up payments. Payments accompanying extension requests
were $40 million more than anticipated, and final (miscellaneous) payments which
accompanied 1998 tax forms exceeded the forecast by more than $90 million. Since some
refund returns filed during the 1999 fiscal year remain to be processed, afinal estimate of the
refund variance is not possible. At present, however, total refund payments are consistent
with levels forecast in February.
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All F.Y. 1999 results are preliminary and subject to change. Asis customary in thisfirst report of
receipts for the entire fiscal year, estimates for some revenue sources have been adjusted to reflect
anticipated accruals. A more complete set of F.Y. 1998 results will be provided in the October
Economic Update. Final resultswill be available after the official closing has been completed and will
be reported as part of the November forecast.

Another Year of 4 Percent Growth IsLikely

TheU.S. economy hasnow grown for 100 consecutive months, and there are few signs of the excesses
and bottlenecks which would signal an approaching economic downturn. Almost no one doubtsthat
the current economic expansion will continue into 2000 and set arecord asthe longest uninterrupted
period of prosperity inthe post war era. The Federal Reserve hasraised interest ratesin an attempt to
scale back growth and reduce potential inflationary pressures, but that action isbelieved by most to be
apre-emptive strike, not the beginning of afull scale campaign to further reduce inflation. Another
interest rate hike may follow later thisfall, but aslong asinflation remains dormant, thereisno reason
for the Fed to do anything other than tap the brakes. Times continue to be so good that no one, other
than a small group who expect Y 2K problemsto lead to mgjor financial disruptions, seesarecession
for at least 18 months.

Outlook for F.Y. 2000 Has Improved Since February
Real GDP, Annual Percent Change
Percent

6[ O FEB'99
M juL'99

5

4t

FY99 FYO0O FYO1
Fiscal Year

DataResourcesInc. (DRI), Minnesota s national economic consultant, has one of the most optimistic
short term forecasts. Their July Control calls for real GDP to grow at a 4.2 percent annual rate in
caendar 1999. That growthrateisashigh astheforecast of any of the 47 Blue Chip Panel members,
and it provides asubstantial boost to the outlook for fiscal year 2000. DRI now anticipates that real
GDP growth in F.Y. 2000 will be at a 3.4 percent annual rate, up noticeably from the 2.5 percent
growthrateforecast in February.
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Recent events have eased some of the more drameatic threatsto continued economic growth. Resolving
some of the uncertanty in Kosovo removed a potential threat to consumer confidence. U.S. exports
also areexpected to stop deteriorating during the remainder of the year asforeign economies beginto
stabilize. However, stock market valuations continue to be at very high levels, savings levels appear
unsustainably low, and the labor market continuesto be extremely tight. DRI continuesto assign a
probability of 60 percent to their Control scenario, the same asin February. The principle alternative
(probability 25 percent) has a recession beginning in 2002. DRI notes that while this alternative is
typicd of the endingsof long expansions, thereis no sign that it is happening, and it may not occur until
even later than 2002. A 15 percent probability isassigned to arecession beginning in early 2000.

Sales Tax Rebate Will Add to Future State Tax Revenues

The $1.3 hillion sales tax rebate will provide a small but significant, one time boost to Minnesota’'s
economy. The total amount to be rebated isless than 1 percent of both gross state product ($150
billionin 1997) and personal income ($133 billionin 1998), but it will be more than 2 percent of retail
sales. For retailers, on average, it will be like adding an additional week of receipts, although those
selling clothing and big ticket items such as consumer eectronics, furniture, and recreational equipment
arelikely to seelarger impacts.

Whilethe size of therebate will vary depending on the recipient’ s 1997 taxable income, rebates will be
large enough to affect spending decisions. The average rebate will be more than $650, and everyone
eligiblewill receiveacheck for at least $200. Most Minnesotafamilieswill receive between $600 and
$1000. Somewill savether rebate, and othersuseit to pay down existing debts, but most arelikely to
spend it shortly after they receiveit.

Many of the items purchased with rebates will be subject to the salestax. The additional business
activity generated by the rebate will also lift incomes for shop owners and some workers paid on
commission, leading to an increasein 1999 taxable income. Theimpact on state revenueswill depend
on how much of therebateis spent and saved, and on what items are ultimately purchased. Whileno
one can be certainwhat thefinal impact will be, if the entire rebate were spent on taxable itemsit would
yield an additional $84 millionin salestax revenues. However, if the rebate were spent in exactly the
same way as current consumer spending patterns, only an additional $26 million would be added to
salestax receipts.
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Comparison of Actual and Estimated Non-Restricted Revenues
($in thousands)

1999 Fiscal Year toDate April - June 1999
Forecast Actual Variance  Forecast Actual Variance
Four Major Revenues: Revenues Revenues Act-Fcst Revenues Revenues Act-Fcst
Individual I ncome Tax
Withholding 4,490,825 4,536,521 45,696 1,119,000 1,116,765 (2,235)
Declarations 1,091,300 1,143,336 52,036 411,502 461,547 50,045
Miscellaneous 504,054 595,607 91,553 409,960 501,513 91,553
Gross 6,086,180 6,275,464 189,285 1,940,462 2,079,825 139,363
Refunds 905,548 905,548 0 836,548 836,548 0
Net 5,180,632 5,369,916 189,285 1,103,914 1,243,276 139,363
Corporate & Bank Excise
Declarations 774,800 790,771 15,971 191,968 195,444 3,476
Miscellaneous 109,149 108,419 (730) 35,576 29,759 (5,817)
Gross 883,949 899,190 15,241 227,544 225,203 (2,341)
Refunds 102,129 105,549 3,419 29,200 9,206 (19,994)
Net 781,820 793,642 11,822 198,344 215,997 17,653
Sales Tax
Gross 3,618,592 3,627,076 8,484 1,035,795 1,052,723 16,928
Refunds 203,964 200,414 (3,550) 83,595 41,238 (42,357)
Net 3,414,627 3,426,662 12,034 952,200 1,011,484 59,284
Motor Vehicle Sales 460,500 484,656 24,156 124,580 148,582 24,002
Other Revenues:
Inherit/Gift/Estate 49,275 58,893 9,618 10,333 17,651 7,318
Liquor/Wine/Beer 58,076 59,911 1,835 18,144 19,722 1,578
Cigarette & Tobacco 182,185 181,454 (731) 56,318 55,223 (1,095)
Deed and Mortgage 142,800 152,692 9,892 26,852 35,535 8,683
Insurance Gross Earnings 167,500 166,982 (519) 88,122 85,163 (2,959)
Lawful Gambling 63,692 65,848 2,156 21,149 22,811 1,662
Health Care Surcharge 121,184 120,600 (585) 38,174 37,678 (496)
Other Taxes 3,732 3,342 (390) 2,912 2,528 (384)
Genera Fund RTC Revenues 20,836 22,414 1,577 4,000 5,120 1,120
Income Tax Reciprocity 39,367 39,367 0 0 0 0
Investment Income 174,000 193,517 19,517 37,075 56,310 19,236
Tobacco Settlement 0 0 0 0 0 0
Other and Unallocated 67,000 81,402 14,402 14,039 23,488 9,449
Other Subtotal 1,089,649 1,146,422 56,773 317,118 361,229 44,113
Other Refunds 23,471 19,375 (4,096) 11,756 9,145 (2,611)
Other Net 1,066,178 1,127,047 60,869 305,362 352,084 46,724
Total Gross 12,138,869 12,432,808 293,939 3,645,499 3,867,561 222,066
Total Refunds 1,235,113 1,230,886 (4,226) 961,099 896,138 (64,960)
Total Net 10,903,756 11,201,922 298,165 2,684,400 2,971,423 287,026



