
MINUTES OF THE MEEl'nJG 
REVENUE ESTIMATItG TAXATION SU2CCM1ITTEE 

50TH LffiISLATIVE SESSION 
IDUSE OF REPRESENl'ATIVES 

Janu.ny 14, 1987 

The meeting of the Revenue Estinating Subcornnittee was called to order by 
Olairman Harp on January 14, 1987, at 5:00 p.m. in RJom 317 of the State 
capitol. 

roLL CALL: All rrembers were present with ~ exception of Rep. Ellison, 
who was excused. Also present were rave IDhyer, I..egislati ve Council, 
Terry Johnson, OBPP, and Ju:iy Curtis Waldron, LPA. 

rave I30hyer provided sulxxmnittee members with copies of a revenue estim­
ating assumptions worksheet. 

REroRl' ON EMPIDYMENT PRlJECI'IONS, DEPAR'IMENI' OF LAOOR & INDUSTRY: Peg 
Hartman, Acting Director, DL&I, advised silbCCimlittee rremEers tl1e present 
population of l<bntana is about 819,000, of which 365,000 are enployed 
persons. Ms. Ha.rtnan said her departrrent is projecting unerrployrrent 
rates of 7.9% in FY87, 8% in FY88, and 7.6% in FY89. 

Hs. Hartman ~lained the Departrrent anticipates a growth rate of 1% 
for CY88-89, addinJ that the state has experienced a continual employrrent 
growth rate of about 1% since 1985. She a::mrented that M:mtana is lagging 
behind national economic levels, which are projected to be 6.5%-7% in the 
next two years. 

Ms. Hartman stated that in 1975, employees had a 7% chance of being able 
to draw unenployment insurance benefits, and that in 1987, they had a 
20% chance. She cautioned that f.bntana rray not have reached its bottan 
yet and said if gas/oil prices increase, M::>ntana' s economy could grow by 
4 %, and if agricultural prices increase, the result could be an even 
higher percentage rate. 

Ms-. Hartman told subccmnittee members that Lester Thoreau of HIT believes 
90% of M:mtana' s ecx::matr{ is controlled outside the state. In surnnary, Ms. 
Ha.rtnan said her departrrent projects slow growth and no drastic or signif­
icant changes in M:mtana' s errq;>loyrrent picture. She added that 00 perrran­
ent, severe political changes would probaOly have an impact right ncIN. 

Ms. Hartman provided subcx:mmi. ttee rnanbers with copies of the department's 
latest quarterly errployrrent report (Exhibit #1). 

Rep. Williams asked if wages in M:mtana have dropped. Ms. Hartman replied 
they were Cbwn about $3 million fran last year. 

Chainnan Harp asked where the I:epartIrent foresaw any recovery. Ms. Hart­
Iran replied that it would be prirrarily in service sector jobs. 
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REPORI' FroM DEPARIMENT OF CCMMERCE: Phil Brooks, State Ea:mcxnist, Office 
of Econorru..c Analysis, coe, stated he didn't make economic forecasts himself, 
but looked at those made by other entities. He provided subconrnittee 
rrernbers with copies of an Ecooomic Forecast for rbntana (Exhibit #2). 

Mr. Brooks advised subcornni ttee members there are three corrm:>n economic 
factors: (1) personal incorre; (2) non-fann income; and (3) non-farm 
wage/salary errployrrent. He cormented that all rrethods used are based at 
least in part, on historical data. 

Mr. Brooks stated that in 1986, figures inply a mild recession; in 1987, 
they inply very slow growth; in 1988, they still imply very SlCM grCMth. 
He told the subcormri.ttee these figures should be interpreted as if they 
were fairly blurred as there is much uncertainty in the forecast, even 
though they are put together by experts. He provided subccmni ttee rrenbers 
with copies of Revenue and Outlook for rbntana (Exhibit #3), and oorrmented 
that the band arourrl the black line on the graph indicates the error rate. 

Mr. Brooks conmented that rbntana' s population is down frcrn 826, 000 a year 
ago. He said the pcpulation estimate of 819, 000 came out ~ weeks ago, 
and was rot used by either the OBPP or the LFA in their projections. He 
added, that in his opinion, the OBPP figures should be adjusted downward. 

Cormenting on service sector jobs, Mr. Brooks said there is a large wage 
range. He said that, in the recent past, growth had been concentrated in 
busiress services, health services, and other professional services. Mr • 
Brooks added that inc:x::ne data received from the U.S. Bureau of Econanic 
Analysis, will release third quarter information on January 15, which he 
will then provide to the subcormri..ttee. 

LFA PROJEX:TIONS: Judy Curtis Waldron told subconmittee rrembers her office 
had prepared a comparison table (Exhibit #4). She said the LFA doesn't 
make all the forecasts that other entities nake, but that the office used 
much actual data for CY86. She added that although wages rose in that 
year, errployrnent went down for non-farm inoorre. 

Ms. Curtis said her office projects very small growth rates in ron-farm 
incorre for the next three years. 

OBPP PROJECI'IONS: Terry Johnson told the subcontni ttee the reference made 
by Mr. Brooks, OX, was teclmically inoorrect as OBPP figures are based 
on Revenue Estirrating Advisory Council (REAC) figures. He said that error 
ranges have been a maximum. of +1.69% and -1. 6%, adding that OBPP growth 
projections are prirrarily inservice sector errployrrent, with sane projec­
tions in the mining sector. 

Mr. Johnson said his office would like to base the cigarette tax on a per 
capita basis using the new population estimate of 819, 000. He comrented 
that the Consurrer Price Imex (CPI) is an inportant variable used in fore­
castin:1 state incare tax revenue. He said vehicle fees are indexed by 
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the USPCEI (Personal Consumption Expenditure Index). 

Mr. Johnson advised that his office approached short term interest rates 
in a similar rrrumer to that used by the LFA. He said it takes an average 
of 4-5 seconds to conpute oomposite interest rates and that the sane 
rrethod was used for long term interest rates. 

Sen. Neman asked if M::mtana experienced an increase in vehicle pur­
chases in December, 1986. Mr. Johnson replied that vehicle fees generate 
about $2.5 million, a much smaller arrount than that generated by general 
incare taxes. 

Sen. Neman asked if the OBPP anticipated the ten cent per gallon tax 
price increase, and what it v-Quld do to inflation. Mr. Johnson replied 
his office was looking at $14.75 per barrel in CY87 and $16 per barrel in 
CY88. He added that right 'flOW, ~st Texas crude oil is $19-$19.50 per 
barrel. 

Sen, Severson asked if governrrent attacks the severe industry shortage 
problem in theS43 basiC individual states, what v-Quld happen. Mr. Johnson 
replied the key elerrent is that lvbntana no longer depends ,upon what 
happens in the state of lvbntana. He said that, for exarrple, Europe is 
having an extre.rrely oold winter, causing oil prices to rise, and said 
the same applies to interest rates. 

REPORI' FOCM THE BOARD OF INVEE'IMENTS (BI): Mr. Jim Penner, Assistant 
Investment Officer, Investment Division, Depart:rrent of Administration 
(OOA), told subcarmittee rranbers his office is projecting very slow growth 
for the next 12 nonths, as a oonposite national perspective. He said 
short term interest rates oould range from 5-7% in CY87 and from 5-8% in 
CY88, while long term interest rates oould range from 7.5-10% in CY 87 
and from 8-11% in CY88. 

Mr. Penner conments that the subconmittee could see 5% on short term 
rates very shortly, and said auto sales 'Were down 35% for the first 10 
days in January, 1987. 

Mr. Penner told the suboormlittee that if they looked at canadian bonds the 
range oould be even higher. He predicted inflation rates of 3-4% in CY87, 
and 3-6% in CY88, with an average of 3% and 4.5% in those years respect­
ively. 

Mr. Penner said oil could go as high as $21 per barrel next rronth arrl 
that he believed that in the late 1980' s the price v-Quld be in the upper 
to lower teens. He stated that derronstrated growth has been between 1-2% 
and production growth, between 3-4%. 

Chairman Harp asked subcormri. ttee rrembers to be prepared to look at interest 
rates on January 16, in order to discuss them prior to getting into incone 
and oorporate tax projections. He thanked departrrent representatives for 
information provided at this reeting. 
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Rep. williams requested a spread sheet to work from. Chairman Harp 
advised this would re provided. 

Sen. NellIPaIl asked for larger notepads, punched with three holes for sub­
comni ttee notelJcx)ks. He asked if projections for an increase in farm 
inoorre in the next year or ~ were included in projections. 

Terry Johnson, OBPP, replied projections oontain a farm incorre OOI'!1fX)n­
ent of $30 million. He said a figure of +$270,000 is built into OBPP 
figures. He said the IFA included infomation in a sense of contribu­
tions of persons to the eoonorny, but that taxable incorre was not 
oonsidered. (Exhibit #5) 

ADJ~tENT: There being IX) further business before the subcormtittee, 
the meeting was adjourned. at 6: 30 p.m. 

Rep sentative John Harp, 
rman 
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t13 
~ntana North 0 akota 

"'" In the third quarter, Montana's nonfann economy again con- The decline in North Dakota's nonfarm economy eased and 
-l:-- traeted -sharply;-and1ht-Montana modelnow-predicts'a very-- - will be reversed by slow growth through 1988. the North 
.. slow recovery over the next two years. The state's farm sector Dakota model now predicts. 

benefited in the third quarter from higher carne prices and a 
recovery from last year's drought, but farm debt burdens 

i.. . remain high. 
The decline in nonfarm jobs in Montana worsened in the third 
quarter. After Montana's nonfarm employment fell by 5 per­
cent in the second quarter, the model had predicted a modest 
rebound in nonfann jobs in the third quarter. Instead, jobs 
were cut at close to an 8 percent rate. Declining energy tax 
revenues contributed to big cuts in government employment. 
In June, the number of government jobs was sJightly above 
1985 levels. By September, it was 1,400 below. Falling energy 
output also cut mine and construction employment sharply. 
Mine job losses would have been worse but for the reopening 

-

of a copper pit employing over 300 workers in Butte. 

Recent job losses will be recouped steadily but quite slowly 
over the next two years, the Montana model predicts. Nonfarm 
employment and earned income are predicted to grow by 
about 1 percent or less in 1987 and 1988, and employment is 
predicted to remain betow the level reached in the first quarter 
of 1986. (See .charts below.) However, new manufacturing 
jobs, such as at a proposed refrigerator plant in Helena and a 
defense contractor in Polson, could bring back jobs faster than 
the model forecasts. Recently imposed duties on Canadian 
lumber could also boost Montana's forest production, but any 
unexpected slowdown in the national economy could just as 
easily reduce the demand for logs. 

Nonfarm Employment GrtMth. 
%r-------~------_r------~------~ 
12 

8 

-12 

1987 

Nonfarm Irmne GItM'Ih 
%r-------~------~._----~----~_. 

2 

As forecasted, North Dakota's nonfarm labor market weak­
ened again in the third quarter, but not by as much as in the 
second quarter. Nonfarm jobs, after falling at over a 4 percent 
rate in the second quarter, declined at less than a 2 percent 
rate in the third. Diminishing energy output again caused 
mining jobs to faU at the fastest rate, yet even in that industry 
the rate of decline moderated. Lower energy tax revenues 
helped cut government employment as well. Jobs increased 
only in services and construction; work on B-1 bomber 
facilities at Grand Forks Air Force Base added to the gains in 
construction. 

Based on the national model's forecast of only moderate 
growth, the North Dakota model now predicts that the state's 
nonfarm economy will begin to recover slowly. (See cham 
below.) Nonfann employment is predicted to be stable in the 
fourth quarter and to be up by 1 to 2 percent in 1987 and 
1988. Nonfarm earned income is forecasted to slip a bit in the 
second half of 1986 and then to inch ahead in 1987-88. The 
recovery will be enhanced if Steiger Tractor, recently pur­
chased by Tenneco, can sustain its October recall of 171 pr0-
duction workers. 

Changes in federal ag programs'could both help and hurt 
North Dakotans. Enhanced incentives for idling cropland neltt 
spring should raise fanners' net income and boost their spend­
ing on consumer goods. However. reduced crop production 
may also cut demand for ag inputs, including Steiger tractors 
and fertilizer made from natural gas. 

Nonfarm Employment Growth 
%,-------r-------,-------,-------. 
12 

8 

-8 

-12 

1985 1986 

Nonfarm Income Growth 
%r-------.---------------~------~ 

-12 

1985 1986 

Federal Reserve Bank of Minneapolis 
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SHORT-TERM I NTER EST RATES 

14 

,'~ 
1.3 - \ 

/ 
12 -; / 

11 ..., 
I 

I 
I-

10 1 z w 
u a:: w 9 a. 

I 

I 8~ 
I I 

~ 7J 

.J 
I 5 I 

74 75 76 77 78 79 80 81 82 83 84 85 86 87 88 89 

FISCAL YEARS 
Cl ACTUAL ¢ FORECAST 

COMPUTED 
SHORT PERCENT 

FY CHANGE 

YR 

A 69 
A 70 
A 71 
A72 
A 73 
A 74 8.98 
A 75 8.59 -4.3470 
A 76 6.70 -22.0070 
A77 6.36 -5.0770 
A 78 6.79 6.7670 
A 79 8.26 21.6570 
A 80 9.17 11. 0270 
A 81 11. 03 20.2870 
A 82 13.55 22.8570 
A 83 10.83 -20.0770 
A 84 10.59 -2.2270 
A 85 9.80 -7.4670 
A 86 6.46 -34.0870 
F 87 5.85 -9.4470 
F 88 6.39 9.2370 
F 89 7.11 11.2770 
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FISCAL YEARS 
0 ACTUAL 0 FORECAST 

AVERAGE 
LONG PERCENT 

FY CHANGE 

YR 

A 69 
A 70 
A 71 
A72 
A 73 
A 74 
A 75 8.63 
A 76 8.52 -1.277-
A77 8.07 -5.287-
A 78 8.31 2.977-
A 79 9.26 11. 437-
A 80 10.94 18.147-
A 81 13.31 21.667-
A 82 14.24 6.997-
A 83 12.94 -9.137-
A 84 12.46 -3.717-
A 85 12.10 -2.897-
A 86 9.57 -20.917-

rI 
F 87 8.00 -16.417-
F 88 8.40 5.007-
F 89 8.81 4.88% 
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CALENDAR YEARS 
Cl ACTUAL. <> FORECAST 

US 
PCE PERCENT 

TOTAL CHANGE 

YR INDEX 

A 69 41. 000 
A 70 42.900 4.637-
A71 44.900 4.667-
An 46.700 4.017-
A 73 49.600 6.217-
A 74 54.800 10.487-
A 75 59.200 8.037-
A 76 62.600 5.747-
A77 66.700 6.557-
A 78 71. 600 7.357-
A 79 78.200 9.227-
A 80 86.600 10.747-
A 81 94.600 9.247-
A 82 100.000 5.717-
A 83 103.900 3.907-
A 84 108.200 4.147-
A 85 111.800 3.337-
F 86 114.200 2. 157-
F 87 118.500 3.777-
F 88 124.100 4.737-
F 89 131. 400 5.887-



US CONSUMER PRICE INDEX 
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69 71 73 75 77 79 81 63 85 87 89 

CALENDAR YEARS 
CJ ACTUAL <> FORECAST 

US 
CPI PERCENT 

TOTAL CHANGE 

YR INDEX 

A 69 109.800 
A 70 116.300 5.92i. 
A 71 121.300 4.30i. 
A72 125.300 3.30i. 
A 73 133.100 6.23i. 
A 74 147.700 10.97i. 
A 75 161. 200 9.14i. 
A 76 170.500 5.77i. 
A77 181. 500 6.45i. 
A 78 195.400 7.66i. 
A 79 217.400 11. 26i. 
A 80 246.800 13.52i. 
A 81 272.400 10.37i. 
A 82 289.100 6.13i. 
A 83 298.300 3. 18i. 
A 84 311.100 4.29i. 
A 85 322.100 3.54i. 
F 86 328.300 1.92i. 

,~ F 87 337.490 2.80i. 
F 88 350.310 3.80i. 
F 89 371.680 6.10i. 



MT TOTAL POPULATION 
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CALENDAR YEARS 
o ACTUAL 0 FORECAST 

MT 
POPULATION PERCENT 

JULY 1 CHANGE 

YR MILLION 

A 69 NA 
A 70 0.694 NA 
A 71 0.697 0.437-
An 0.711 2.017-
A 73 0.719 1.137-
A 74 0.727 1.117-
A 75 0.736 1.247-
A 76 0.748 1. 637-
An 0.757 1.207-
A 78 0.770 1.727-
A 79 0.782 1.567-
A 80 0.787 0.647-
A 81 0.788 0.137-
A 82 0.796 1. 027-
A 83 0.805 1.137-
A 84 0.815 1.247-
A 85 0.823 0.987-
F 86 0.826 0.367-
F 87 0.829 0.367-
F 88 0.832 0.367-
F 89 0.835 0.367-



MT NON-FARM EMPLOYMENT 
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CALENDAR YEARS 
o ACTUAL ~ FORECAST 

MT 
NON-FARM PERCENT 

EMPLOYMENT CHANGE 

YR HUNDRED 

A 69 195.600 
A 70 199.100 1.797-
A 71 204.900 2.917-
An 215.300 5.087-
A 73 224.200 4.137-
A 74 233.900 4.337-
A 75 238.200 1.847-
A 76 251. 100 5.427-
A77 264.800 5.467-
A 78 280.400 5.897-
A 79 283.800 1.217-
A 80 280.400 -1. 207-
A 81 281. 800 0.507-
A 82 273.700 -2.877-
A 83 276.000 0.847-
A 84 281.100 1.857-
A 85 278.400 -0.967-
F 86 276.200 -0.797-
F 87 278.100 0.697-
F 88 280.100 0.727-
F 89 281. 000 0.327-



MONTAf\JA PERSONAL INCOME 
FORECAST ERROR RATES 
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CALENDAR YEARS 
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CALENDAR YEARS 
o ACTUAL ¢ FORECAST 

MT 
PERSONAL PERCENT 

INCOME CHANGE 

YR THOUSAND 

A 69 2220.591 
A 70 2455.052 10.56% 
A 71 2607.829 6.22% 
A72 3041.838 16.64% 
A 73 3577.749 17.62% 
A 74 3859.372 7.87% 
A 75 4214.044 9.19% 
A 76 4534.286 7.60% 
A77 4939.039 8.93% 
A 78 5844.133 18.33% 
A 79 6400.757 9.52% 
A 80 6992.829 9.25% 
A 81 7803.879 11. 60% 

/-- A 82 8110.278 3.93% 
A 83 8487.642 4.65% 
A 84 8921. 341 5.11% 
A 85 9066.864 1.63% 
F 86 9549.523 5.32% 

--., F 87 9999.971 4.72% 
F 88 10499.809 5.00% 
F 89 10999.893 4.76% 

/ 

" 




