Minutes – Governor’s Council of Economic Advisors Meeting
January 21, 2016
A meeting of the Governor’s Council of Economic Advisors was held on January, 2016 in room 413 of the state capitol at 11:30 AM.  
The members of the Council of Economic Advisors present:  Steve Zellmer, Susan Johnson, Evert Van der Sluis, Doug Sharp, Roger Musick, Dan Noteboom, Randy Stuefen, John Hemmingstad, Dan Newell and Curt Everson.  Council members not present were Joel Rosenthal.  Also in attendance were Dr. Ralph Brown, Eluned Jones, Matt Clark, Jason Dilges, Jim Terwilliger, Representative Justin Cronin, Representative Dan Dryden, Representative Ray Ring, Senator Deb Peters, and Senator Larry Tidemann.  
It was announced by Jim Terwilliger that David Sweet from Sioux Falls has been appointed to Council but was not able to make it to the 1/21/16 meeting.  
Dr. Ralph Brown presented a summary of the most recent US economic forecast from IHS Economics speaking from PowerPoint slides.  The summary highlighted IHS Economics’ January 2016 forecast for the US economy.  Council members discussed the economic forecast, including discussion of recent trends in nonfarm employment, oil prices, inflation, agriculture expectations and interest rate forecasts.  The IHS Economics’ forecast was determined to be optimistic given circumstances surrounding the current economic climate as well as comparing to other forecasts such as Wells Fargo.  IHS Economics forecast was approximately 0.5% higher for 2016 and 2017 real GDP growth compared to Wells Fargo as of January 2016.  The council agreed the US economy would continue to grow over the next two years, but discussed several negative risk factors that could slow economic growth.  Concerns of the council included weak foreign economic growth, especially the recent slowdown in China’s economic growth, as well as softness in the agriculture sector due to lower commodity prices, low inflation, and volatility in financial markets. 
Jim Terwilliger presented a summary of the most recent IHS Economics forecast for the SD economy and recent collection trends of the major revenue sources that flow to the state general fund.  Terwilliger noted the overall October 2015 forecast from IHS Economics was optimistic and was moderated to develop revenue forecasts for the Governor’s Recommended FY2017 budget forecasts.  Terwilliger reviewed the first half of FY2016 major general fund revenue collections which have been in line with the most recent estimates that were released in December of 2015.  A review of FY2015 collections indicated sharp decreases in equipment spending in the agriculture area and will likely continue to show decreases in FY2016 and FY2017 due to lower farm income compared to recent record highs.  An updated IHS Economics forecast will be available the last week in January 2016 and will likely need to be moderated similar to the fall forecast.
Each council member provided comments regarding their assessment of the state economy and their local geographic area.  Overall, the council members agree that the state economy will continue to grow at a moderate pace, but noted caution due to uncertainty from many factors.  The agriculture sector is likely to experience lower income compared to recent years in 2016 and 2017.  However, it was noted that SD is in a better position than some surrounding states in Agriculture due to more diversification and better technology/genetics benefitting SD more than surrounding states.  Thus the decrease in income will not be as drastic in SD compared to the nation or more crop intensive neighboring states.  Tourism sector performed very well in 2015, and is expected to have another good year in 2016 with continued low gas prices.  Local economies of Sioux Falls, Watertown, Mitchell, Vermillion, Pierre, and Rapid City all indicate growing economies.  Construction activity across the state still continues to be strong with many communities reporting record building permits in 2015.  However, a common theme statewide continues to be a shortage of qualified labor to fill needed jobs.  This will continue to restrain potential economic growth in the future across the state.  
Other discussions included continued growth in online sales that is having a negative impact on sales tax collections and the fact that online shopping continues to grow each year.  Senator Peters noted that legislation from US Congress regarding the Marketplace Fairness Act (which would require online companies to collect and remit SD sales tax) has been unsuccessful and it does not look very promising in the near future.  
Overall, the council anticipates the SD economy to continue to grow at a moderate pace over the next year, but noted caution due to recent declines in global stock markets and lower income in the Agriculture sector.  The consensus of the council members agreed that the IHS forecast was optimistic and should be moderated for revenue forecasts to be in-line with current trends for SD nonfarm employment and income.  Issues that should continue to be monitored include foreign economic growth with key trading partners, inflation, the farm economy, and construction activity. 
[bookmark: _GoBack]The meeting was finished at 2:45 p.m.
