Minutes – Governor’s Council of Economic Advisors Meeting
October 25, 2016
A meeting of the Governor’s Council of Economic Advisors was held on October 25, 2016 at the Governor’s Large Conference room in the State Capitol building in Pierre, SD at 10:00 AM.  
The members of the Council of Economic Advisors present:  Steve Zellmer, Evert Van der Sluis, Doug Sharp, Roger Musick, Dan Noteboom, Randy Stuefen, Dan Newell, David Sweet, Joel Rosenthal and Curt Everson.  The only member not present was John Hemmingstad.   Also in attendance were Dr. Ralph Brown (USD), Dr. Mike Allgrunn(USD), Jason Dilges (BFM) and Jim Terwilliger (BFM).  Public attendees included Bob Mercer.  
Governor Daugaard was present for the beginning of the meeting to welcome all council members and thanked them for their service and expertise to the state of South Dakota and for the advice they give for formulating the economic forecast and budget each year.  
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’ October 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.  Dr. Brown noted weakness in first half of GDP growth for 2016 at 1.1%, mostly from inventory correction, but job creation at the national level was still relatively strong.   Anticipated growth for 2017 and 2018 for GDP was anticipated at approximately 2.0%.  Also noted by Dr. Brown is the fact that the IHS economics forecast has been downgraded slightly from last meeting and is now similar to Wells Fargo and other forecasts that are reviewed.  The national housing market was discussed, IHS economics has lowered the housing starts forecast due to slower household formation, but it was noted that other economists still believe the US housing market will contribute to positive economic growth.  The consensus of the council was to expect continued sluggish growth in 2017 and 2018, similar to what has been experienced the past 2-4 years, although employment growth is anticipated to slow closer to historical levels of about 1.0% in 2017 and 2018.  Also noted was the gain of nonfarm 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, low inflation and uncertainty regarding the presidential election.  Dr. Brown also reviewed how SD compares to the US for many economic indicators including nonfarm employment and nonfarm income. 
Discussion specific to the Agriculture sector noted low commodity prices for both crops and livestock are having an impact on capital spending in rural areas of the state.  A strong dollar combined with weak foreign economic growth have increased supplies and driven prices lower, leading to lower income in the farm sector in the state.  Uncertainty over how long income/commodity prices in the agriculture sector will depressed is causing producers to find ways to cut costs.  Dan Noteboom noted the importance of Trans-Pacific Partnership (TPP) for the agriculture sector.  The TPP would support trade among many countries including the US, eliminating or reducing tariffs for agriculture products and would be an economic boost for the agriculture sector in the US and SD.  Both presidential candidates were noted as being opposed to the TPP, but the entire agriculture sector is making a large push to have this approved by the US and hope it will be approved within the next year.  
Jim Terwilliger a summary of IHS Economics forecast for the SD economy (July 2016) and recent collection trends of the major revenue sources that flow to the state general fund.  Terwilliger noted the overall July 2016 forecast from IHS Economics was optimistic and a majority of council members agreed.  The October forecast is due sometime this week from IHS Economics.  Terwilliger reviewed the first quarter of FY2017 major general fund revenue collections which were overall lower than adopted estimates.  Sales tax growth for first quarter of FY2017 grew just 9.8%.  The average growth needed for the entire fiscal year is 16.9% to meet the estimate, which includes 0.5% rate increase for FY2017.  Continued 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.   FY2016 realized continued decreases in equipment spending in the agriculture area and will likely continue to show decreases in FY2017 and FY2018 due to lower farm income and over supply of quality used equipment in the agriculture sector.  Also reviewed were several measures of the economy compared to the sales tax base indexed back to FY1988.  Nonfarm income, disposable income, nominal GDP, and SD personal consumption expenditures are all growing at a faster rate than the sales tax base, suggesting continued loss from e-commerce sales of which taxes are not collected.  This loss on the tax base is anticipated to get worse in the coming years.  
[bookmark: _GoBack]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 experience slow growth, but noted caution due to uncertainty from many factors and acknowledge the possibility of national recession may be more elevated, but still not likely in the next 18-24 months.  The agriculture sector is likely to experience lower income in 2016 and 2017, with stabilization or some growth possible in 2018.  Spending in the tourism sector was lower in 2016 compared to the prior year with hotel occupancy rates down in the black hills region.  Local economies of Sioux Falls, Watertown, Mitchell, Vermillion, Pierre, and Rapid City all indicate steady economic activity.  However, several municipal sales tax collections were observed as being soft or lower than estimates and the numbers of out-of-state hunters seem to be lower than the previous years.  Construction activity across the state still continues to be stable as contractors continue to be busy, although heavy equipment purchases are lower.  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 and likely less than the current IHS forecast for SD.  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 meeting was finished at 2:00 p.m.
