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Minnesota’s FY 2003 Revenues on Forecast

Minnesota’s net general fund receipts for FY 2003 are now estimated to total
$12.608 billion, $10 million (less than 0.1 percent) below forecast. Corporate tax
refunds and sales tax refunds were lower than anticipated, offsetting weaker than
projected individual income tax receipts and leaving net state revenues for the fiscal
year almost exactly as forecast. Revenues during the last quarter were $66 million
(2.0 percent) below forecast.

Summary of Tax Receipts: Fiscal Year 2003

Estimate Actual Variance Percent
----------------- ($ in millions) -=-------==-mnm---

Income 5,523.3 5,390.2 (133.2) (2.4)
Sales 3,935.4 3,940.6 52 0.1
Corporate 535.8 594.0 58.3 10.9
Motor Vehicles 283.3 280.0 (3.3) (1.2)
Other 2,341.0 2,403.6 62.6 _ 2.7
Total 12,618.8 12,608.4 (10.4) (0.1)

Fiscal 2003 receipts from the individual income tax were $133 million below
forecast. Final payments and refunds for tax year 2002 accounted for $96 million of
that shortfall. (see page 4) Those lower settle-up payments reduce the base liability
from which future income tax forecasts will be made. Withholding receipts
remained slightly less than forecast, ending the fiscal year $11 million below
February’s estimates. Corporate income tax receipts were $58 million above
forecast due to lower than anticipated corporate tax refund payments. Corporate tax
refunds are now $62 million below projected levels and $52 million below last year.
Since the timing of corporate income tax refund payments varies greatly, some of
this variance may be temporary. Similarly, the positive sales tax refund variance
may reflect filing delays, not an underlying change in purchases eligible for refund.
Other revenues include $84 million in Federal Unrestricted Grants received to date;
end-of-session revenue estimates for FY 2003 were increased by an offsetting
amount.
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All FY 2003 results are preliminary and subject to change. As usual in this first
report of receipts for the entire fiscal year, forecasts for some revenue sources were
reduced to adjust for anticipated accruals. A complete accounting of fiscal 2003,
reflecting the final closing will be part of October’s Economic Update.
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U.S. Economy Expected to Strengthen in Last Half of 03

Most forecasters believe the U.S. economy is poised to begin an extended period of
strong income and job growth in the second half of this year. Of course, those forecasters
were saying much the same thing a year ago, and economic growth in the past 12 months
has been sub-par with real GDP growth averaging a disappointing 2 percent, and U.S.
payroll employment down 421,000. It appears there was no double dip recession, but
excess production capacity, the possibility of a war with Iraq, a weak stock market, and a
series of corporate accounting scandals combined to prevent the economy from meeting
last year’s expectations.

This time there is better reason to believe a full-fledged expansion will soon be
underway. Everyone acknowledges there is a substantial amount of fiscal and monetary
stimulus in the pipeline. Lower interest rates (for the near term at least), combined with
increased federal spending and lower federal taxes are believed to be sufficient to boost
economic growth and reverse the declines in payroll employment which took place in the
first half of this year.

Global Insight Outlook for Real GDP Growth in
FY 2004 Has Been Scaled Back
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The current outlook from Global Insight, Minnesota’s national economic consultant, is
very much in line with that national consensus. They believe the economy will
strengthen noticeably during the second half of 2003 and then grow at a 3.8 percent
annual rate during 2004, the same pace observed in 2000, the last of the boom years.
Their July Baseline Forecast (probability 55 percent) is noticeably more subdued than the
February Baseline though. In February real growth rates of 2.8 percent, 4.1 percent, and
4.2 percent were expected in fiscal 2003, 2004 and 2005. Now real growth rates of 2.5
percent, 2.8 percent and 3.8 percent are projected. Global Insight also notes that
“detractors can make a reasonable case for a relapse into below trend growth” during
2004. A less optimistic scenario in which real economic growth fails to hold above a
three percent rate until the summer of 2005 is assigned a probability of 30 percent; a
more optimistic scenario is assigned a 15 percent probability. Global Insight’s forecast of
3.8 percent real GDP growth in calendar 2004 is consistent with the July Blue Chip
Consensus forecast of 3.7 percent.
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Revisions to National Employment Data Now Show Minnesota Job Losses Similar to
National Average in 2001 and 2002

Preliminary data indicated that employment in Minnesota had fallen noticeably faster
than the U.S. averages in 2001 and 2002. By December 2002, payroll employment in
Minnesota was down 1.85 percent from its February 2001 high, a full 0.5 percentage
points more than its national counterpart. Job growth in Minnesota has been stronger
than the national averages since the early 1980’s, and even though the state’s
unemployment rate remained well below the U.S. average, it was disquieting to see the
state lose jobs faster than the national economy. The comparatively weak payroll
employment results also seemed to conflict with Minnesota’s strong growth in per capita
personal income in 2002. During 2002 per capita personal income grew by 3.1 percent,
almost double the 1.7 percent national growth rate. In 2002 Minnesota ranked 7th among
state in personal income per capita.

Minnesota Payroll Employment Has Fallen by 2.2
Percent Since February, 2001

Percent Change
Since Feb 2001

0.5

0 ,
-0.5

1 4+
151 m—US H—tt

CUS (rev)

27 e—IN

-2.5
Apr Jul Oct Jan Apr Jul Oct Jan Apr

Revisions to the national employment data have erased some of those concerns. As can
be seen above, U.S. payroll employment estimates for 2001 and 2002 have been reduced
substantially. Now job losses in Minnesota on a percentage basis do not appear to have
differed greatly from the national averages through the end of 2002. Minnesota even
outperformed the national averages for several months following the September 11
terrorist attack, and again during the summer of 2002. While payroll employment in
Minnesota has fallen faster than the national average since the start of 2003, both the
national and state numbers will be revised, so that difference could be eliminated or
substantially reduced.
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Comparison of Actual and Estimated Non-Restricted Revenues

Four Major Revenues:
Individual Income Tax
Withholding
Declarations
Miscellaneous
Gross
Refund
Net
Corporate & Bank Excise
Declarations
Miscellaneous
Gross
Refund
Net
Sales Tax
Gross
Refunds
Net

Motor Vehicle Sales

Other Revenues:
Inherit/Gift/Estate
Liquor/Wine/Beer
Cigarette & Tobacco/Cont Sub
Deed and Mortgage
Insurance Gross Earnings
Lawful Gambling
Health Care Surcharge
State wide Property Tax
Other Taxes
DHS RTC Collections
Income Tax Reciprocity
Investment Income
Tobacco Settlement
Departmental Earnings
Lottery Revenues
2000 Sales Tax Rebates
2001 Sales Tax Rebates
Revenues yet to be Allocated
Residual Revenues Less Refunds

Other Subtotal
Other Refunds
Other Net

Total Gross
Total Refunds
Total Net

($ in thousands)

June Year-to-Date April - June 2003
Forecast Actual Variance Forecast Actual Variance
Revenues Revenues Act-Fcst Revenues Revenues Act-Fcst
4,846,400 4,835,891 -10,509 1,179,770 1,187,691 7,921

988,100 961,760 -26,340 400,800 372,745 -28,055
601,400 585,591 -15,809 494,548 478,739 -15,809
6,435,900 6,383,241 -52,659 2,075,118 2,039,175 -35,943
912,555 993,060 80,505 791,458 871,964 80,505
5,523,345 5,390,181 -133,164 1,283,660 1,167,211 -116,448
594,100 598,569 3,359 153,237 151,880 -1,357
135,200 127,162 -8,038 15,573 483 -15,090
729,300 725,731 -3,569 168,810 152,363 -16,447
193,550 131,701 -61,849 54,077 15,935 -38,142
535,750 594,030 58,280 114,733 136,429 21,695
4,114,700 4,100,973 -13,727 1,158,302 1,148,499 -9,803
179,269 160,349 -18,921 57,102 45,980 -11,121
3,935,431 3,940,624 5,194 1,101,200 1,102,519 1,319
283,328 280,032 -3,296 75,794 78,701 2,907
134,000 129,387 -4,613 17,457 8,808 -8,649
63,211 63,241 30 15,575 16,205 630
178,298 173,921 -4,377 43,255 42,539 -716
254,085 297,637 43,552 54,740 84,190 29,450
204,100 239,881 35,782 45,242 54,706 9,464
59,316 59,430 115 20,431 20,369 -62
178,900 171,203 -7,697 67,567 63,516 -4,052
583,975 585,416 1,441 312,608 313,607 999
2,100 3,342 1,242 634 1,655 1,021
62,175 61,535 -640 16,575 13,648 -2,927
49,010 49,010 0 0 0 0
24,400 20,954 3,445 5,985 2,075 -3,910
152,905 152,566 -340 5,337 4,998 -340
185,000 197,065 12,065 34,173 40,104 5,931
33,681 28,102 -5,579 10,881 6,432 -4,450

0 0 0 0 0 0

-1,000 -812 188 0 -46 -46

0 30 30 -2,144 -337 1,807

210,444 205,701 -4,743 120,042 121,629 1,586
2,374,600 2,437,610 63,009 768,360 794,098 25,738
33,625 34,014 389 10,053 11,568 1,515
2,340,975 2,403,596 62,620 758,307 782,530 24,223
13,937,828 13,927,588 -10,240 4,246,383 4,212,836 -33,547
1,318,999 1,319,124 125 912,690 945,447 32,757
12,618,829 12,608,463 -10,366 3,333,694 3,267,390 -66,304





