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Net general fund revenues totaled $2.947 billion during the first quarter of fiscal 2004, 
$50 million (1.7 percent) more than end-of-session estimates.  Mortgage and deed tax 
receipts and estate tax receipts were a combined  $53 million above forecast, and 
accounted for the entire gain in the forecast. (see page 4)  Variances in other tax and 
non-tax revenues were small and offsetting. 

 

Summary of Tax Receipts: (July – September, 2003) 
     
 Estimate Actual Variance Percent 

 ----------------- ($ in millions) ------------------  
Income 1,413 1,425 12 0.8 
Sales 885 878 (7) (0.8) 
Corporate 178 161 (17) (9.6) 
Motor Vehicles 72 78 6 8.3 
Other    349    405  56  16.0 
Total 2,897 2,947 50 1.7 

 
Mortgage and deed tax receipts had been expected to slow over the summer.  Instead 
they continued strong, up $40 million (68 percent) from forecast and $36 million (56 
percent) higher than in the first quarter of fiscal 2003.  Historically low interest rates 
continued to encourage home construction and mortgage re-financing.  Those revenue 
gains are not expected to be recurring, however, since interest rates appear unlikely to 
fall further. 
 
Net individual income tax receipts were just $12 million (0.8 percent) above forecast for 
the quarter, with withholding receipts $7 million (0.6 percent) above forecast.  Gross 
sales tax receipts were $7 million below forecast.  The large percentage variance in 
corporate tax receipts was due to a drop in final payment revenue.  Corporate quarterly 
estimated payments remained on forecast. 
 
Net final payments for tax year 2002 individual income taxes are now estimated to be 
$98 million less than forecast in February.  Absent other changes to the forecast this will 
cause the base income tax liability for tax year 2003 and each future tax year to be 
reduced by $98 million per year. The next revenue and expenditure forecast for the 
2004-05 biennium will be released in early December. 



Economic Update October 2003 
 
 
Are We There Yet?  Is The Wait for Jobs Growth Over? 
 
There have been no celebrations, but September’s U.S. payroll employment report left 
many forecasters feeling cautiously optimistic.  The reported gain of 57,000 jobs was 
small, only about one-third the amount needed to keep up with normal labor force 
growth, and economists are well aware that monthly employment gains can be revised 
away a month later when more complete data become available. Still, this is the first sign 
that the long anticipated upswing in employment may finally be underway. 
 
Other recent economic indicators are mixed.  Consumer spending has been strong, up 0.8 
percent in August, but that likely was the result of federal tax changes and will not be 
sustainable without further income growth. Unfortunately, wage and salary income grew 
just 0.1 percent.  Consumer confidence and consumer sentiment are down, and some 
measures of business sentiment also have weakened, although capital spending is still 
believed to have increased during the third quarter.  There are legitimate reasons for 
concern about the strength of this expansion, but most forecasters believe that the 
economy’s current momentum is sufficient for growth to continue through at least early 
2004. 
 
 

Outlook For Real GDP Growth Has Changed 
Little Since February 
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Global Insight Inc., (GII), Minnesota’s macroeconomic consultant, expects that the 
economy will remain strong through the close of the current biennium.  Their October 
baseline forecast calls for real GDP growth rates of 3.8 percent in fiscal 2004, and 4.0 
percent in fiscal 2005.  Those growth rates are well above those observed in the last two 
years. But, as can be seen in the chart above, they are below the 4.1 and 4.2 percent 
growth rates they forecast last February.  When coupled with slightly weaker than 
anticipated growth in fiscal 2003, Global Insight now expects the U.S. economy to finish 
the biennium below the level expected when February’s revenue forecast was prepared. 
 
The GII baseline forecast for economic growth in fiscal 2004 is slightly more optimistic 
than the consensus outlook of the Blue Chip Panel. The Blue Chip panel, polled prior to 
release of September’s employment numbers expects real GDP growth at a 3.5 percent 
rate during the current biennium. 
 
Global Insight notes that there is the possibility that September’s increase in employment 
“may not mark a dramatic turn for the better in the labor market.” They assign a 20 
percent probability to a more pessimistic scenario in which the economy remains on a 
slow growth path through 2005.  While there is no recession in this scenario, the 
economy weakens noticeably.  The unemployment rate averages 6.6 percent in 2005.  
Global Insight also assigns a 20 percent probability to a slightly more optimistic scenario.  
The 60 percent probability assigned to the baseline is the same as was assigned to the 
baseline forecast in February. 
 
Federal Flexible Assistance Grants Add to Fiscal 2003 Revenue Variance 
 
July’s preliminary estimates of state revenues for fiscal year 2003 showed actual receipts 
falling $10 million short of forecast.  Minor adjustments to receipts during closing now 
have increased that revenue shortfall to $13 million.  In addition, the presentation of the 
first installment of the federal Flexible Assistance Grants in 2003 receipts has been 
changed. By agreement with the Legislature, Flexible Grant receipts were not included 
end-of-session receipts projections for fiscal 2003.  Recognizing the $84 million received 
in late June produces a potentially misleading positive variance for fiscal 2003 total 
receipts. 
 
Flexible assistance grants to Minnesota are expected to total $167 million and the enacted 
budget contains contingent provisions that, after receipt of those funds, will change 
Minnesota’s income tax law to conform with federal tax changes enacted in 2003.  Those 
offsetting changes will reduce forecast tax revenues for the 2004-05 biennium by $103 
million, leaving only $64 million of the flexible assistance grants unallocated.  That 
adjustment will be made as part of the November forecast. 
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Forecast Actual Variance Forecast Actual Variance
Four Major Revenues: Revenues Revenues Act-Fcst Revenues Revenues Act-Fcst
Individual Income Tax
    Withholding 4,846,400 4,835,790 -10,610 1,191,600 1,198,749 7,149
    Declarations 988,100 961,743 -26,357 208,082 203,972 -4,110
    Miscellaneous 601,400 585,590 -15,810 44,502 45,695 1,192
    Gross 6,435,900 6,383,123 -52,777 1,444,185 1,448,415 4,230
    Refund 935,500 1,011,294 75,794 31,395 23,374 -8,021
    Net 5,500,400 5,371,829 -128,571 1,412,790 1,425,041 12,251
Corporate & Bank Excise 
    Declarations 594,100 598,569 4,469 153,800 152,939 -861
    Miscellaneous 135,200 126,740 -8,460 38,100 21,206 -16,894
    Gross 729,300 725,309 -3,991 191,900 174,144 -17,756
    Refund 199,500 136,653 -62,847 13,900 12,675 -1,225
    Net 529,800 588,656 58,857 178,000 161,469 -16,531
Sales Tax
    Gross 4,114,700 4,098,449 -16,251 937,186 930,498 -6,689
    Refunds 180,100 161,698 -18,402 52,300 52,695 395
    Net 3,934,600 3,936,751 2,151 884,886 877,803 -7,083

Motor Vehicle Sales 283,328 280,072 -3,256 71,801 77,823 6,023

Other Revenues:
    Inherit/Gift/Estate 134,000 129,387 -4,613 13,511 26,805 13,294
    Liquor/Wine/Beer 63,211 63,241 30 16,255 17,265 1,010
    Cigarette & Tobacco/Cont Sub 178,298 173,305 -4,993 43,251 47,670 4,420
    Deed and Mortgage 254,085 297,637 43,553 59,146 99,238 40,091
    Insurance Gross Earnings 204,100 239,881 35,782 50,900 54,683 3,783
    Lawful Gambling 59,316 59,428 112 12,366 12,614 248
    Health Care Surcharge 178,900 171,203 -7,697 59,862 54,472 -5,390
    Other Taxes 2,100 3,351 1,251 275 823 548

 Statewide Property Tax 583,975 585,416 1,441 1,071 90 -981
    DHS RTC Collections 62,175 61,186 -989 14,801 10,337 -4,464
    Income Tax Reciprocity 49,010 49,010 0 0 0 0
    Investment Income 24,400 20,483 -3,917 2,883 4,255 1,372
    Tobacco Settlement 152,905 152,566 -340 0 100 100

 Departmental Earnings 185,000 197,730 12,730 55,349 56,313 964
 Lottery Revenues 33,681 30,897 -2,784 6,024 6,603 579

    2000 Sales Tax Rebates 0 0 0 0 0 0
    2001 Sales Tax Rebates -1,000 -364 636 0 -7 -7
    Revenues yet to be Allocated 0 1 1 0 1,817 1,817
    Residual Revenues Less Refunds 126,800 202,343 75,543 18,687 16,701 -1,987

Other Subtotal 2,290,956 2,436,700 145,744 354,383 409,778 55,395
Other Refunds 35,125 39,845 4,720 5,083 5,194 111
Other Net 2,255,831 2,396,856 141,025 349,300 404,584 55,284

Total Gross 13,854,184 13,923,653 69,469 2,999,454 3,040,658 41,204
Total Refunds 1,350,225 1,349,489 -736 102,678 93,938 -8,740
Total Net 12,503,959 12,574,164 70,205 2,896,776 2,946,720 49,943

Comparison of Actual and Estimated Non-Restricted Revenues
($ in thousands)

2003 Fiscal Year July - September 2003

 




