Minutes – Governor’s Council of Economic Advisors Meeting
May 4, 2016
A meeting of the Governor’s Council of Economic Advisors was held on May 4, 2016 at the Sanford Lab Homestake Visitor Center in Lead, SD at 12:30 PM.  
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, Dan Newell, David Sweet, and Joel Rosenthal.  Council members not present were Curt Everson and John Hemmingstad.  Also in attendance were Dr. Ralph Brown, Jason Dilges, Jim Terwilliger, Mike Headley, Connie Walter, and Billi Bierle.  
[bookmark: _GoBack]Jim Terwilliger and Jason Dilges introduced David Sweet from Sioux Falls as new appointee to the council.  David Sweet has background in hotel/restaurant business and will bring expertise in the Tourism/visitor area to the council.  Other items discussed since last meeting included the state’s bond rating upgrade from Moody’s and accomplishments from the 2016 legislative session, including the passage of the education package and utilizing $42 million to pre-fund four separate bonds to freeze tuition at the technical schools and resident tuition at the Board of Regents.  
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’ April 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 about a month old, with May forecast coming out in the next few days.  Dr. Brown mentioned the May forecast likely to be softer due to first quarter GDP being soft.  As noted in previous meetings, the IHS forecast is optimistic as compared to other forecasts such as Wells Fargo or the Federal Reserve.  IHS Economics forecast was approximately 0.5% higher for 2016 and 2017 real GDP growth compared to Wells Fargo as of April 2016.  The consensus of the council was to expect continued sluggish growth in 2016 and 2017, similar to what has been experienced the past 2-3 years.  Also noted was the gain of 200,000 jobs to the US economy over the past several months is likely overstating the health of the US economy.  Concerns of the council included weak foreign economic growth, continued weakness in the agriculture sector due to lower commodity prices/strong dollar, and low inflation.  Dr. Brown also reviewed how SD compares to the US for many economic indicators including nonfarm employment and nonfarm income.  SD recent growth rates are slower than the US economy, but did not suffer as dramatic declines as the US during the 2007-2009 recession.  
Jim Terwilliger presented a summary of accomplishments from the 2016 legislative session, an overview of the Adopted FY2017 budget, a summary of 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 April 2016 forecast from IHS Economics was optimistic although the forecast was downgraded slightly from the January 2016 forecast.  Terwilliger reviewed the first 9 months of FY2016 major general fund revenue collections with sales tax and contractors excise tax lower than recent estimates, while lottery and insurance company tax where higher than estimates.   It was noted that the weakness in the sales tax is due to three factors, low inflation, increasing online sales activity of which taxes are not collected, and decreases in equipment spending in the agriculture sector.  A review of FY2015 and FY2016 year-to-date 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.  
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, but noted caution due to uncertainty from many factors.  The agriculture sector is likely to experience lower income in 2016 and 2017, with stabilization or some growth anticipated in 2017 or 2018.  Tourism sector performed very well in 2015, and is expected to have another good year in 2016 with continued low gas prices.  It was noted the divergence of the growth of the tourism tax (higher) vs. overall sales tax (slower) of which was partially attributed to price/rate increases in tourism intensive businesses of which the tourism tax applies.  Local economies of Sioux Falls, Watertown, Mitchell, Vermillion, Pierre, and Rapid City all indicate steady growing economies.  Construction activity across the state still continues to be healthy with many communities reporting strong building permits in 2015.  However, a common theme statewide continues to be a shortage of qualified labor to fill needed jobs.  SD has an unemployment rate of 2.5%, which is the lowest in the nation.  This will continue to restrain potential economic growth in the future across the state.  
Overall, the council anticipates the SD economy to continue to grow at rates experienced the past 2-3 years, less than growth rates prior to the 2007-2009 recession.  Caution was noted due to political uncertainty, pace of interest rate movements by the Federal Reserve, and the continued strong dollar putting pressure on exports in Ag 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, inflation, agriculture conditions, strength of the dollar and construction activity. 
The meeting was finished at 3:00 p.m.
