Money Matters

Analysis by the LF

General Fund Revenue Tracking Report:
FY24 Revenue through March 2024

Revenue Accruals

From July 2023 to March 2024, the money the state collected was $373.9
million more than expected. Even after considering the limits on how much
money can come from oil and gas, the state’s main bank account is set to have
$268 million more in recurring revenue than planned by the end of the
financial year. Through March, the money collected is 15.2 percent more than
at the same time last year.

March 2024 Monthly Revenue

In March 2024 alone, the state collected $1.14 billion, which is $106 million
or 8.5 percent less than in March last year, the third month this fiscal year to
come in lower than the prior year. The largest driver of this slowdown is
selective sales tax which came in $35.9 million lower than this month last year.
Investment income is down $28.4 million for March, year-over-year, and gross
receipts tax and personal income tax revenue is down $19.9 million and $26.8
million, respectively'.

The amount of oil and gas school tax and federal mineral leasing royalties, the
two largest sources of oil and gas revenues to the general fund, is capped in
each year. Once that cap is reached, those revenues are no longer sent to the
general fund and instead go to the early childhood trust fund, the tax
stabilization reserve, or the severance tax permanent fund. In FY23, the
combined revenue cap was $1.96 billion, which was reached in October 2022,
while the combined cap in FY24 is $2.79 billion and was reached in February
2024. Beginning in March, all revenue from oil and gas school tax and federal
mineral leasing royalties flow to the early childhood trust fund.

Fiscal Year to Date through March

General fund recurring revenues for FY24 through March were $10.48 billion,
up $1.4 billion, or 15.2 percent, from the same period a year ago. Excluding
oil and gas revenues which are capped, general fund revenues through March
are $496.3 million, or 7.2 percent, above FY23, continuing to the momentum
gained last month.

Revenue Tracking
The Consensus Revenue Estimating Group (CREG) publishes updated

forecasts of each state revenue source at least two times per year to inform the
Legislature’s crafting of the state budget. As revenues are reported, LFC

! Year-end accounting adjustments were accrued to March, reducing GRT revenues
by nearly $14 million and increasing PIT revenues by $24 million.
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economists combine actual revenues collected reported by the Department of
Finance and Administration, preliminary revenues collected from the Taxation
and Revenue Department, and Legislative Finance Committee economist
projections for collections not yet reported to approximate a “tracking”
estimate for the current fiscal year.

Fiscal year 2024 recurring revenues through March are $421.4 million, 4.2

. . percent, above the December 2023 CREG estimate for the same period. Nearly
Cumulative Recurring .. . . .
45 percent of this increase is attributable to higher-than-expected corporate
General Fund Revenue, . . . s
July - June income tax receipts, tracking $186.3 million, or 67.1 percent, above December
(in billions) projections. Other high-performing revenues include personal income tax,
$12 | booking $30.5 million over year-to-date estimates, investment income, coming
in $88.6 million high, and reversions, reporting $94.5 million above
s expectations.
6 - Revenue from leasing state-owned oil and gas land through the State Land
Office has surged by $56.2 million over expectations as of March. This
$3 - increase is due to two significant lease auctions of prime oil and gas producing
P lands resulting from compliance efforts at the State Land Office where
$0 . previous leases were reauctioned due to non-compliance of the previous lease
5? <%: c% 8 ZB g 5888 g = agreement fiue to a lack of pro'duction. Slightly 'offsetting these
EY 2022 - overperforming revenues are gross receipts taxes and selective sales revenue,
— — —FY 2023 reporting $18.2 million and $25.8 million below the forecast through March.
FY 2024 Forecast
FY 2024 Tracking Revenue for FY24 is currently tracking $1.37 billion, 11.8 percent, above
FY23 when projected through the end of the fiscal year and including some
preliminary revenue through June. More than half of this growth is due to the
$887 million increase in the amount of oil and gas revenue that is budgeted to
flow to the general fund. Excluding oil and gas revenue, FY24 revenues are
tracking $484.5 million, or 5.1 percent, above FY23. Because most oil and gas
revenue to the general fund is capped based on prior years and estimated well
into the future, there is very little variance between tracking estimates and the
forecast for these revenues. Through the end of the year, revenues are tracking
$268 million, or 2.1 percent, above the forecast.
Recurring Revenue, FY24 Tracking Estimates over Forecast
(in millions)
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Revenues and Economic Outlook

Economists monitor economic conditions and real-world indicators that hint
at how state revenues may perform and why revenues collected may deviate
from expectations. The following sections are a discussion of those indicators
and their associated revenues.

Personal and Corporate Income Tax

New Mexico’s unemployment rate was 3.8 percent in June 2024, up from the
June 2023 low of 3.5 percent but still well below prepandemic levels. New
Mexico’s unemployment rate has hovered around national averages for several
months but has recently started to trend below the U.S. rate of 4 percent.
However, rising unemployment does not necessarily indicate falling PIT
because the rise in unemployment is in part due to the state’s rising labor force
participation rate. Though improving, the state’s current labor force
participation rate of working-age adults is currently 57.2 percent, still below
the prepandemic level of 58.7 percent. For a given unemployment rate, a
growing labor force increases PIT collections. The New Mexico labor force
participation rate is much lower than the national average of 62.5 percent,
dragging down the state’s PIT collections from its potential.

In FY23, New Mexico collected unprecedented income tax revenues from
increased wages and from oil and gas withholding tax. In FY24, preliminary
data indicate income tax collections remain strong but have shown moderating
growth, likely driven by slowing inflation and a stabilizing labor market. Data
from the Bureau of Business and Economic Research (BBER) at the
University of New Mexico predict wage growth will normalize around 3.7
percent, which will likely impart a similar growth rate to PIT collections.

New Mexico Total Wages & Salaries Forecast
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What Drives State Revenues?

Personal Income Tax: Personal
income taxes (PIT) comprise nearly
20 percent of the state’s recurring
revenue. PIT is primarily driven by
employment, the size of the labor
force, and wages. Oil and gas
performance, financial markets, and
the amount of refundable -credits
awarded also affect PIT collections,
but to a smaller degree.

Gross Receipts Tax: Gross receipts
tax (GRT) revenue comprises nearly
32 percent of state revenues and is
driven by consumer and business
spending on goods and services,
including  day-to-day  household
spending, construction projects, and
oil and gas activity.

Oil and Gas Revenue:

Oil and natural gas prices and
production drive a large portion of the
state’s recurring revenue, an
estimated 38.1 percent in FY24 in
direct tax revenue and PIT and GRT
revenues from the industry, even after
diverting much of the revenue to the
other funds. Prices are determined by
the volatile global oil market, and
production, while more stable than
prices, hinges on the price market and
global demand.

Investment Earnings:

Investment earnings are growing as a
share of the state’s recurring revenue,
up to an estimated 14 percent in
FY24. General fund balances, or cash
balances that accumulate as
revenues are collected and budgeted
funds are spent, are invested by the
State Treasurer. The severance tax
permanent fund and the land grant
permanent fund are invested by the
State Investment Council. Investment
earnings from these funds are
dependent on the size of the fund
itself, the interest rate environment,
equity markets, and the investment
strategy deployed.
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Gross Receipts Tax

Matched taxable gross receipts (MTGR), a measure of taxable spending in the
state, were up 6.4 percent for FY24 through June compared with the same
period last year. Professional, scientific, and technical services had the largest
growth, up 16.4 percent, or $1.4 billion, followed by the construction industry
(up 13.9 percent, or $1.6 billion), and manufacturing (up 11.2 percent, or
$359.1 million). Mining, which had been leading MTGR year-over-year
increases for years, was up 4.6 percent, or $517.3 million, a healthy increase
that, nonetheless, has slowed in recent months and is now less than other
sectors. Other industries continue to grow, boosted by federal and state
spending and healthy consumer spending. Inflation has also driven up all
activity on a nominal basis, though less than it did in FY22 or FY23.

Matched Taxable Gross Receipts by Industry - FY24 vs FY23
Industry Matched Tax.able Year-over-Year  Year-over-

Gross Receipts Growth Year Change
Mining, Quarrying, and Qil and Gas Extraction $11,855,070,434 . $517,267 426 4 6%
Utilities $3,109,748,350 |:I -$253,431,845 -7.5%
Construction $12,846,923,039 $1,564,304, 452 13.9%
Manufacturing $3,575,817,192 $359,112,184 11.2%
Wholesale Trade $5,151,830,862 $170,789,688 3.4%
Retail Trade $20,742,828,767 $524,713,364 26%
Transportation and Warehousing $1,641,322,309 $40,352,011 25%
Information $2,505,644,642 $182,109,670 7.8%
Real Estate and Rental and Leasing $2,733,839 422 $195,408 176 7.7%
Frofessional, Scientific, and Technical Services $9,764,382 709 $1,372 857 842 16.4%
Administrative/Support & Waste Management/Remediation $4 662,321,059 $53,219,113 12%
Health Care and Social Assistance $4,699,970,161 $201,880,234 45%
Leisure and Hospitality Services $6,856,479,793 $346,352 462 5.3%
Other Industries $10,153,574,216 $735,064,027 33.7%
Total $100,299,752,956 $6,009,998,807 6.4%4

Source:RP500

Oil and Natural Gas

Natural gas production continues to exceed the FY24 estimate through the first
three quarters of the fiscal year, recovering from a summer slowdown in the
first months of FY24. After beating estimates in late FY2023, oil production
slowed through the beginning the fiscal year below the forecast. The last few
months of calendar year 2023 showed improvement, and revenues are tracking
above the estimate through March. Underlying dynamics—impacted by
producer’s capital discipline and industry acquisitions—are likely at play as
companies hold onto capital and pull back on investments in new production.
However, analysts foresee continued growth in New Mexico oil production in
the mid-term, however at a slower rate and for a shorter period than in previous
forecasts.
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NM Natural Gas Average MCF Per Day and NM Oil Average Barrels Per Day and
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Volatile Revenues

In New Mexico, as in most states, corporate income tax (CIT) revenues are
among the most volatile. Revenues in a given fiscal year are affected by
economic conditions, industry-specific factors, corporate financial strategies,
and international operations. New Mexico’s corporate income tax revenue is
almost three times as unstable as the national average. In most states, an
average swing of 30 percent in corporate income tax revenues is considered $500

the most volatile, while in New Mexico, that average swing is over 80 percent r

CIT Revenue and STO
Earnings History

(in millions)

in a single year. New Mexico’s added instability stems in part from a more $400
volatile industry makeup, with a higher concentration of oil and gas
corporations, which tend to have more volatile profits subject to commodity
price swings. $200

$300

In addition to corporate income tax revenues, investments in the state general $100
fund investment pool have become a major source of volatility. Over the last
two five-year periods, earnings on general fund balances managed by the State
Treasurer’s Office (STO) have become the most volatile source of revenue in -$100
the general fund. The State Treasurer’s Office invests what is known as the
state general fund investment pool (SGFIP), with earnings attributed to the -$200
general fund. As balances in that pool have risen to exceed $10 billion, interest
rates have fluctuated dramatically, and investor expectations for interest rates
have been even more volatile, the market-valued holdings in the SGFIP have
fluctuated wildly. The value of the SGFIP holdings has grown or shrunk by _%;Porate Income
over 1,000 percent on average in the last five years. This has led to inaccurate Source: LFC Files
forecasts of this revenue and introduced extreme volatility to budget
development. Although corporate income tax receipts and treasury earnings
are on track to represent only 7 percent of revenues in FY24, volatility from
these sources could contribute to doubling revenue growth or result in revenue
declines with little to no warning, especially when considering general fund
revenue growth is estimated to be nominal.
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