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Inflation: Remains Elevated

• Overall, June 2023 CPI at 3.1% Y/Y 
Driven mainly by core inflation and food
– June 2022 CPI was 8.9% Y/Y
– The 12-month change in food inflation is 

5.7%. June 2022 growth was 10.1%.
– The 12-month change in energy inflation 

is (16.5%). June 2022 growth was 41.3%.

• June Core Inflation at 4.86% Y/Y
– Increases in goods and services are not 

seeing the disinflation like food and 
energy.

– June 2022 growth was 5.88%
– An elevated core inflation will result in 

higher prices and more sales tax revenue 
for the state. 
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LRC Forecast ActualSource: U.S. Bureau of Labor Statistics



Economic Outlook: Recession Risk

• The chances of a recession occurring in the next 12 months is down. Economists are seeing a 25% chance of a 
recession, down from 35% back in March. South Dakota typically lags a national recession by 6-8 months.

• When the Fed raises interest rates, the US 
economy went into recession 4 of the last 
6 times. 

• Core Inflation remains elevated
• June 2023 Core inflation 4.9%
• August 2022 Core inflation 6.3%

• Potential for more interest rate increases

Reasons Against a Recession Reasons For a Recession

• Softer Landing by the Fed
• Low unemployment

• US 3.6%
• SD 1.8%, historically low

• Growth in Real Disposable Income
• May: 4% growth Y/Y
• Jan-May 3.2% average growth
• On par with pre-COVID levels

• Inflation declining
• Food and energy inflation 

significantly lower than a year ago.
• Banking sector risk easing
• Supply chain issues easing



Sales Tax Growth: Components

• Sales tax growth is represented by three components: 
1. Inflation: growth in the cost of goods and services.
2. Organic: growth in consumer spending.
3. Stimulus: growth in consumer spending because of fiscal policy.

• Higher inflation can lead to growth in sales tax 
even when organic growth is negative

• Tables represent examples of what the growth 
components could look like.



Revenue Outlook for FY2024

• Wage Growth
– Teachers receive 7% increases
– State employees receive 7% + target pay
– Providers to 100% of methodology, with 20%+ increases
– Wage growth to outpace inflation in FY2024

• Population growth
– Governor Noem’s workforce recruitment campaign
– Historically low unemployment

• Federal Stimulus Dollars
– Water and wastewater projects are underway
– Housing infrastructure dollars starting to flow
– Infrastructure Investment & Jobs Act (IIJA) dollars 

starting to flow
– Fed dollars spent in FY23: $2.14 billion
– Pre-COVID 10YR average: $1.46 billion

• Decades low workforce participation rate
– May 2023: 67.8%
– May 2019: 69.3%
– May 2004: 73.1%

• Higher core inflation
– High inflation leads to decreased or negative consumer 

spending.
– June Core Inflation 4.86% Y/Y

Reasons for higher state revenues in FY2024 Reasons lower state revenues in FY2024



Revenue Outlook for FY2024

• Sales tax: Consumer demand remains strong, 
inflation remains elevated

– LRC July Forecast: $1,467.9 million; (0.9)% growth
– Considers reduction in sales tax, 6.2% growth pre-reduction

• Contractor’s excise tax to remain strong due to 
demand, inflation, and state stimulus dollars.

– LRC July Forecast: $203.3 million; 7.3% growth

• Lottery revenues likely to increase as wage growth 
outpaces inflation.

– LRC July Forecast: $187.0 million; 5.9% growth

• Insurance company tax receipts to remain elevated 
mainly because of inflationary pressures.

– LRC July Forecast: $117.8 million; 5.1% growth

• Tobacco revenues expected to continue to decline
– LRC July Forecast: $45.8 million; (2.7%) growth

• Unclaimed property revenue expected too higher 
than normal.

– LRC July Forecast: $66.3 million; (22.5%) growth

• LRC July on-going general fund revenue forecast of 
$2,346.2 million.

• 1.6% growth in on-going revenue over actual FY2023 
when accounting for the reduction in sales tax.

• Pre-reduction growth rate of 6.2% for on-going 
revenue over FY2023 actual.

• LRC July forecast is $12.1 million more in total on-
going revenue than the LRC Feb. forecast or a 
difference of 0.5%.

• Based on the updated revenue forecast, there is 
estimated to be $61.6 million more dollars available 
to spend during the 2024 legislative session.



Revenue Outlook for FY2024

History of Actual On-going 
General Fund Receipts

$ Y/Y 
Growth

% Y/Y 
Growth

FY2010* (30.8) -2.7%
FY2011 53.7 4.8%
FY2012 72.9 6.3%
FY2013 22.3 1.8%
FY2014* 95.6 7.6%
FY2015 27.6 2.0%
FY2016 57.0 4.1%
FY2017* 102.4 7.1%
FY2018 52.6 3.4%
FY2019 47.8 3.0%
FY2020 58.4 3.6%
FY2021* 236.6 13.9%
FY2022* 190.2 9.8%
FY2023* 183.0 8.6%
10-year avg. 105.1 6.3%
Average w/o Outliers 49.0 3.6%
FY2024 JCA Adopted (60.3) -2.8%
FY2024 Feb. LRC Forecast 129.5 5.6%
FY2024 July LRC Forecast 141.6 6.2%
*Outlier year
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