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State Revenues Exceed Forecast by $55 Million in 1st
Quarter, Biennial Shortfall Falls to $22 Million

Net non-dedicated general fund revenues totaled $3.412 billion during the first quarter of fiscal
2011, $55 million (1.6 percent) more than forecast after adjusting for action by the 2010
Legislature. General fund revenues for the recently completed 2010 fiscal year are now reported
to be $14.171 billion, $77 million less than projected, but $22 million more than preliminary
estimates reported in July’s Economic Update. The most recent quarter’s small positive revenue
variance when combined with fiscal 2010’s slightly larger negative variance leaves biennial
revenues $22 million below forecast.

Summary of Revenues
(July — September, 2010)

Estimate Actual Variance Percent
----------------- ($ in millions) ------------=---
Income $1,715 $1,715 — —
Sales Tax 1,036 1,069 33 3.2
Corporate 239 255 16 6.7
Motor Vehicle 8 8 — —
Other 359 365 6 1.7
Total $3,357 $3,412 $55 1.6

Variances for individual tax types were small and within normal ranges. (See page 4) Gross
sales tax receipts exceeded forecast by $34 million, but that variance may overstate the
improvement from forecast. A portion of the additional revenues observed may simply reflect
timing differences, not stronger than forecast growth in taxable sales.

The very small, $83,000, individual income tax variance resulted from somewnhat larger,
offsetting differences between actual and estimated receipts in the components of the tax, not a
uniformly accurate forecast. Individual withholding receipts were $68 million (4.8 percent)
more than forecast. Refunds also exceeded forecast, while individual estimated payments and
final payments were less than projected. The variances in final payments and refunds have
reduced projected 2009 income tax liability by an additional $22 million to a total of more than
$210 million. That reduction in tax year 2009 liability will affect future revenue forecasts since
it lowers the base from which all future income tax estimates are made, including those for tax
years 2012 and 2013.
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Economic Update October 2010

The Great Recession Is Officially Over, But the Jobs Outlook Remains Grim

The National Bureau of Economic Research has made it official. The Great Recession
came to an end in June, 2009. Lasting 18 months the 2007-09 recession was the longest
since World War Il. It was also the deepest, with real GDP falling by 4.5 percent from
peak to trough. Payroll employment fell by 8.4 million between December 2007 and
December 2009, and although the national jobs count has grown since then, 2010’s
average job growth of less than 70,000 per month is well below what is required for U.S.
employment to quickly return to pre-recession levels.

Most forecasters--including Global Insight Inc. (GII), Minnesota’s national economic
consultant—expect the recovery path to continue to be long and slow. GlI’s October
baseline scenario calls for real GDP to grow at an annual rate of 2.6 percent in 2010 and
2.2 percent in 2011. In February real growth rates of 3.0 and 2.8 were anticipated. Global
Insight’s baseline is slightly less optimistic than the Blue Chip Consensus forecast of 2.7
percent growth in 2010 and 2.5 percent in 2011 but differences are relatively small. GII’s
outlook for the rest of the forecast horizon has also been pared down. October’s baseline
calls for real growth rates of 3.0 and 2.7 percent in 2012 and 2013 respectively. In
February growth rates of 3.7 percent and 3.2 percent were expected. The GlI forecast also
anticipates employment growth to be slow, with U.S. employment remaining below pre-
recession levels until mid-2013. Neither Global Insight nor the Blue Chip Consensus see
inflation as a threat. In the baseline CPI is projected to increase at an annual rate of 1.6
percent in both 2010 and 2011.

Slower Growth Expected through End of 2012-13
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Like most forecasters Global Insight continues to believe that while a second recession is
possible in 2011, the most likely result is continued sub-par economic growth. GllI
assigns a 25 percent probability to their pessimistic scenario which includes a recession
beginning at the end of 2010 and extending into 2011. A more optimistic scenario with
economic growth averaging nearly 4 percent in 2011 is given a probability of 15 percent.

Minnesota Has Added 45,000 Jobs Since September 2009

Job losses were severe in Minnesota during the Great Recession but conditions appear to
have moderated more quickly here than in most other parts of the nation. Minnesota’s
recovery also appears, to this point at least, to be a little stronger. While it will be some
time before we approach the employment levels seen at the pre-recession highs, monthly
employment numbers have shown year-over-year growth since June. Payroll employment
in the state is now a disappointing 3.9 percent below its pre-recession level, but
nationally, payroll employment has fallen even more, down 5.5 percent from its previous
high. Most sectors in Minnesota have lost a slightly smaller percentage of employment
than their national counterparts, although through August construction employment is
down nearly 30 percent about 5 percent more than the U.S. total. State manufacturing
employment is down about 11.5 percent while its U.S. counterpart is 15 percent below
pre-recession levels. The health and education sector was the only portion of the
economy to add jobs during the recession. In Minnesota employment in that sector grew
by 7.4 percent; nationally it grew by 5.6 percent.

Minnesota Jobs Down 3.9 Percent since Start of Recession;
U.S. Average, 5.5 Percent
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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 Tax

Other Revenues:
Estate
Liquor/Wine/Beer

Cigarette/Tobacco/Cont Sub

Deed and Mortgage
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

COMPARISON OF ACTUAL AND ESTIMATED

NON-RESTRICTED REVENUES

($ IN THOUSANDS)
September YTD , 2010 -FY2011

June, 2010 - FY 2010 close

FORECAST ACTUAL VARIANCE FORECAST ACTUAL VARIANCE

REVENUES REVENUES ACT-FCST REVENUES REVENUES ACT-FCST
$1,408,685  $1,476,495 $67,810 $5,905,500  $5,915,997 $10,497
262,140 216,231 (45,909) 1,163,595 1,108,135 (55,460)
80,241 64,662 (15,579) 887,106 832,261 (54,845)
1,751,066 1,757,389 6,322 7,956,200 7,856,393 (99,807)
35,863 42,267 6,405 1,236,180 1,325,435 89,255
$1,715204  $1,715121 ($83) $6,720,020  $6,530,958 ($189,062)
$208,225 $200,652 ($7,573) $755,575 $726,815 ($28,761)
31,418 54,456 23,038 127,224 164,386 37,162
239,643 255,109 15,466 882,800 891,201 8,401
595 272 (323) 251,500 227,696 (23,804)
239,048 254,837 15,789 631,300 663,505 32,205
1,038,472 1,072,772 34,300 4,411,025 4,388,628 (22,396)
2,800 3,900 1,100 256,191 211,281 (44,910)
1,035,672 1,068,872 33,199 4,154,834 4,177,347 22,513
8,181 7,816 (365) 73,515 74,120 605
$35,000 $35,383 $383 $137,000 $151,849 $14,849
14,784 15,382 598 75,976 75,571 (406)
41,888 49,387 7,499 179,868 183,752 3,884
28,869 30,531 1,662 154,100 153,093 (1,007)
63,997 65,253 1,256 277,300 275,858 (1,441)
8,685 7,923 (763) 39,800 40,414 614
55,353 58,303 2,950 225,339 231,404 6,065
163 150 (14) 1,320 1,325 5

110 52 (58) 758,740 766,831 8,091
12,912 12,897 (15) 44,480 48,917 4,437

0 0 0 66,932 66,932 0
1,600 (366) (1,966) 7,700 4,862 (2,838)

100 100 0 164,786 164,786 0
44,146 45,532 1,386 251,000 260,851 9,852
17,388 15,747 (1,642) 95,000 97,139 2,139
8,509 6,671 (1,838) 56,500 56,223 (277)

0 5,386 5,386 (0) 1 1

29,777 22,737 (7,040) 180,780 192,745 11,966
1,304 1,304 0) 5,216 5,216 0
364,587 372,371 7,784 2,721,837 2,777,771 55,935
5,423 6,882 1,459 53,430 52,242 (1,187)
359,164 365,489 6,325 2,668,407 2,725,529 57,122
3,401,949 3,465,456 63,506 16,045,377 15,988,113 (57,263)
44,680 53,322 8,641 1,797,300 1,816,654 19,354
3,357,269 3,412,134 54,865 14,248,076 14,171,459 (76,617)




