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HEADLINES

November Economic Forecast Released, temporary surplus remains but long-term picture worsens

On Thursday, December 4, Minnesota Management and Budget released the new economic forecast for the
state. The results were mixed, showing that Minnesota’s budget and economic outlook is stable in the current
biennium, with the projected surplus increasing by $579 million to $2.465 billion.

Given that current biennium surplus, the legislature won’t have to cut spending or raise revenues to balance
the state budget during the upcoming legislative session. However, the structural budget challenges facing the
state have increased significantly. At the end of the 2025 legislative session FY 28-29 general fund revenues
were projected to be $68.2 billion compared to general fund spending of $70.5 billion, a gap of $2.3 billion.

Now FY 28-29 general fund revenues are projected to be $67.7 billion compared to general fund spending of
$72.3 billion, a $4.5 billion gap. If discretionary inflation is factored into the FY 28-29 spending projections, the
gap increases to nearly $5.5 billion. That rising gap is especially significant because it’'s now much larger than
the temporary surplus of $2.465 billion, unlike the revenue-spending gap estimates after the 2025 legislative
session ended.


https://mn.gov/mmb-stat/000/az/forecast/2025/budget-and-economic-forecast/november.pdf
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While many of the headlines after the economic forecast focused on a stable budget still facing long-term
issues, the numbers show that the long-term budget picture is significantly worse than previous estimates,
with projections of both higher spending and lower revenues converging to worsen the outlook. The scale of
negative change in FY 28-29 in this forecast is muddied somewhat by other political conversations in an
upcoming election year. But with the structural deficit so much larger than the temporary surplus, this
forecast suggests that the budget issues at the capitol are quickly going in the wrong direction.

MMB Budget Director Ahna Minge and MMB Commissioner Erin Campbell presented the new data on
Thursday, highlighting that higher spending in health and human services, due to an increase in medical
assistance spending on managed care and long-term care waivers, were driving much of the increase in
spending compared to the end of the session.

In his remarks, Governor Walz framed the 2025 session with reductions in spending as a first step in
addressing Minnesota’s budget challenges. He noted that his budget for the 2026 session will continue to look
at cuts (and potentially cost shifts onto counties, though that remains unclear) to get spending closer to
matching revenues. He also focused a lot of his remarks with ire at the federal government, saying “the
federal government is not going to help us, the chaos is going to continue, we need to budget to protect
Minnesotans as we have, and as I've said we’re sitting in a stronger place because we’ve done that.”
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https://mn.gov/mmb-stat/000/az/forecast/2025/budget-and-economic-forecast/november-2025-forecast-presentation.pdf

House Speaker Lisa Demuth highlighted the spending and revenue gap in FY 28-29, while attributing much of
the budget issues the state is facing to fraud, saying “We have both a spending problem and a fraud problem
and we will be addressing it when we return to session on Feb. 17.” Senator Eric Pratt said that the budget
problems would be worse had the Governor’s budget been enacted, noting that it would have shifted large
sums of costs to the county level.

DFL Senate Majority Leader Erin Murphy said that the federal budget changes that passed with HR 1 in July is
causing budget issues for Minnesota, including shifting costs to the county level resulting in higher property
taxes. House DFL Caucus Leader Zack Stephenson said that rising health care costs were having a negative
impact on the state budget.

At this early stage, when asked about specific proposals to address Minnesota’s budget issues, none of the
leaders offered specific proposals to reduce spending or raise revenue.

News and Notes:

e Special elections in the House: After November elections when Rep. Kaohly Her (DFL-Saint Paul) was
elected St. Paul Mayor and Rep. Amanda Hemmingsen-Jaeger (DFL-Woodbury) was elected to fill a state
senate vacancy, there are now once again vacancies in the Minnesota House of Representatives. The
current composition favors the House Republican caucus 67-65, however the vacant seat in Saint Paul is
historically safe for the DFL and the vacant seat in Woodbury does not have a Republican candidate. The
primary elections for those seats are set for Tuesday, December 16 and will, for all intents and purposes,
determine the newest House members.

e Legislative retirements and others moving on: As of this writing, there have been 12 legislative
retirements announced: eight from the Senate and four from the House. Included are some long-time
legislators like Sen. Ann Rest (DFL-New Hope) and Senator Sandy Pappas (DFL-Saint Paul). Eight of those
retirements are DFLers while four are Republicans.

Four House members are seeking state senate seats, two from each side of the aisle. There are also two
senators and one representative running for the open 2" US Congressional district seat, and one
representative running for the 7" US Congressional district seat. Another five House members are seeking
other offices: two for Governor, two for state auditor, and one for Hennepin County Attorney.

All told that’s 25 legislators (17 of which represent MICA counties) out of 201 that won’t be seeking
reelection to their current seat in 2026, with more announcements sure to come in future months. Thanks
to the Legislative Reference Library for keeping the list.

TAXES AND FISCAL POLICY

November revenue forecast shows worsening picture for Minnesota: While higher-than-forecasted revenues
to close fiscal year 2025 provided a boost to the temporary surplus, the economic forecast assumes that
revenue growth will slow significantly compared to end of session estimates in July 2025. For FY 26-27 general
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https://www.lrl.mn.gov/history/retire

fund revenues are $1.44 billion above end of session projections. That’s due entirely to higher-than-forecasted
income tax revenues. But that boost in income tax revenues is projected to be only temporary. While income
tax revenues are still expected to grow from FY 26-27, that growth is expected to slow significantly. Income tax
revenue projections are down $221 million for FY 28-29, a downward revenue trend that is eclipsed only by
lower sales tax revenues, which are $664 million lower than assumed at the end of the legislative session. The
rise in non-tax revenue is largely due to higher-than-expected investment income and departmental earnings,
including fees. All told, general fund revenues are $570 million lower than had been assumed at the end of the
legislative session.

Revenue Forecast

(S in millions)

FY 2026-27 FY 2028-29

Nov. 2025 Forecast Nov. 2025 Forecast

Forecast Change Forecast Change
Individual Income Tax $34,513 $1,515 $35,515 $(221)
General Sales Tax 15,797 (343) 16,462 (664)
Corporate Franchise Tax 6,272 (63) 6,377 (100)
All Other Revenue 9,680 331 9,433 416
Total Revenues $66,262 $1,440 $67,787 $(570)

Part of what’s driving the higher-than-expected income tax projections for FY 26-27 is increased capital gains,
interest income, and lower renters credit refunds. The forecast does not assume capital gains realizations to
add a similar amount to the FY 28-29 forecast, assuming a stock market correction affecting realizations in
those years. Capital gains are notoriously volatile and difficult to estimate, and right now they are projected to
boost revenue in the short term and undercut it somewhat in the long term. Another big factor in income tax
revenue is the lower-than-expected wage growth compared to the last economic forecast in February. While
Minnesota’s unemployment rate is lower than the national average and expected to remain so, the limited
labor force is expected to worsen, is negatively impacting job growth, affecting income tax assumptions. As
are lower projections for international immigration, declining birth rates, and continuing retirements of baby
boomers. Overall, the income tax is expected to grow just 2.9% when comparing FY 26-27 and FY 28-29.
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Sales tax revenue is often more predictive of the economy since it reflects in state spending. The decreased
forecast in the current biennium for sales tax receipts reflects weaker than expected collections since
February. That trend is not only informing the projected decrease in sales tax revenue for FY 26-27, but also FY
28-29. Lower sales tax revenue would also impact counties that have a 0.5% county transportation sales tax or
any specially authorized local sales tax.

It’s worth noting that especially for state revenue forecasts, the further out the forecast is the less confidence
there is behind the projections and the more volatile the projections become. The optimistic outlook on the
revenue forecast would note that increased projections in this biennium bode well for the next biennium
regardless of what projections beyond fiscal year 2027 say at this moment in time. The pessimistic outlook
would note that revenue volatility goes both ways, and with MMB forecasts having to deal with bigger
numbers and more variables than before, there’s plenty of room for the revenue projections to fall short of
what this forecast assumes.

Spending Forecast Up,

Driven by Growth in Health and Human Services

($ in millions) FY 2026-27 FY 2028-29
Nov. 2025 Forecast Nov. 2025 Forecast
Forecast*® Change Forecast Change
E-12 Education $25,812 $115 $27,168 5288
Health & Human Services 25,405 1,406 27,633 1,362
Property Tax Aids & Credits 4,839 84 5,046 116
Debt Service 1,165 (41) 1,218 (12)
All Other 11,219 1 11,211 (9)
Baseline Spending 68,440 1,566 72,277 1,746
Carryforward (all areas) 1,859 1,859
Discretionary Inflation 935 119
Total Expenditures $70,299 $3,425 $73,212 $1,865

*All FY 2025 carryforward are reflected on the carryforward line. .

November spending forecast shows Human Services costs rising higher than anticipated: The November
forecast assumes that for the first time ever, in FY 28-29 state general fund HHS spending will eclipse E-12
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spending. The forecasted increase is $1.362 billion compared to end of session estimates. This increase is
explained mainly by changes in the Medical Assistance (MA) program, which is up $1.192 billion compared to
July. Higher managed care rates, fee-for-service payments, and enrollment within basic care drive the increase
in expenditures. Property tax aids and credits are forecasted to increase above expectations, with higher
homestead credit refunds being driven by higher residential property tax levels and lower income growth.

Homelessness prevention aid certified aid released: In November the Department of Revenue released the
certified Local Homelessness Prevention Aid amounts that each county will receive in 2026. This aid is
currently set to expire after 2028. Counties must report how the aid is used to the Department of Revenue by
December 31 each year.

Probations Officers and 911 Telecommunicators Pension Plans Work Group Wraps up its Work

In 2025 the legislature created a work group to come up with a combined recommendation for a new pension
plan for probation officers and 911 telecommunicators. This work group was created in place of the request
from probation officers last legislative session. MICA has been an active participant in that work group.

The work group held is final meeting on November 25. The proposal would require higher employee
contributions to pay for the increased benefit and the earlier retirement age of 60. Employer contributions
would remain at 7.5%. The draft plan is yet to be approved and bill language is still being put together.

PERA summary on proposed cost of draft plan

TRANSPORTATION

Interim Shuffle

The local elections in November triggered some shuffling of key committee chairs in the Minnesota House.
Representative Kaohly Her (DFL-St. Paul) challenged incumbent St. Paul Mayor Melvin Carter - and won -
creating an opening for the Co-Chair of the House Commerce Committee. In a surprise to many, despite not
currently serving on Commerce, Representative Erin Koegel (DFL-Spring Lake Park), current Co-Chair of the
House Transportation Committee, was given the Commerce gavel. Representative Brad Tabke (DFL-Shakopee)
was promoted to DFL Transportation Co-Chair and will share leadership responsibilities with Representative
Jon Koznik (R-Lakeville), maintaining MICA representation by both committee leads.

There has also been movement at the agency level. Charlie Zelle announced his retirement as Chair of the
Metropolitan Council earlier this fall. Last week, Robin Hutcheson, a former Minneapolis Public Works Director
and Biden Administration appointee, was installed as Zelle’s successor.

LRIP Deadline This Week

Don’t forget - if your county has a capital improvement project that needs funding to match the state share of
trunk highway project, improves a route of regional significance, or promotes rural road safety, MnDOT is
taking applications for local road improvement program (LRIP) grants until Friday, December 12.

The Legislature authorized $42 million for LRIP in the recently passed bonding bill, and counties are eligible to
receive up to 35% of this amount. More details on applying can be found here.
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https://www.revenue.state.mn.us/sites/default/files/2025-07/2026-local-homeless-prevention-aid-amounts-counties.pdf
https://www.revenue.state.mn.us/sites/default/files/2025-07/2026-local-homeless-prevention-aid-amounts-counties.pdf
https://www.revenue.state.mn.us/sites/default/files/2025-12/lhpa-reporting-final-ye2025.xlsx
https://www.lcpr.mn.gov/Probation-911-WG/11.25/PERA_New_Plan_Summary.pdf
https://www.dot.state.mn.us/stateaid/lrip.html

HEALTH & HUMAN SERVICES

DHS Orders Two-Year Ban on New Group Home Licenses: Using a new state law and executive order meant
to fight fraud in state aid programs, DHS has ordered a two-year ban on new licenses for programs designed to
help people with disabilities live in their communities. Under the order, the Department will stop issuing new
Home and Community-Based Services (HCBS) licenses, stop accepting new license applications, cancel existing
license applications, and prevent any licensed providers from adding new services. Shireen Gandhi, temporary
DHS commissioner, told lawmakers in a letter this week that the number of licenses approved for such
services is far outstripping demand.

DHS says an exception process will be available based on requests from counties, tribal nations, and case
managers. The Department also said that during the two-year moratorium, the agency will evaluate whether
additional reforms are needed to improve licensing oversight.

Audit of Certain Medicaid Programs: The group home moratorium comes shortly after the announcement
that the state is bringing in a third-party contractor to audit Medicaid programs that DHS deems at high-risk of
fraud, including:

e Early Intensive Developmental and Behavioral Intervention services for autism
e Integrated Community Supports

e Nonemergency Medical Transportation

e Peer Recovery Services

e Adult Rehabilitative Mental Health Services

e Adult Day Services

e Personal Care Assistance

e Community First Services and Supports

e Recuperative Care

¢ Individualized Home Supports

e Adult Companion Services

e Night Supervision

e Assertive Community Treatment

¢ Intensive Residential Treatment Services and Housing Stabilization Services

Federal Administration Threatens to Withhold SNAP Administrative Funds from States that Refuse to Share
Data: The Administration warned last week that it will withhold money for administering SNAP food benefits
unless states provide detailed, personal information about people receiving the assistance. Under the notice,
states have until December 8 to respond. Failure to comply will result in a formal warning that the U.S.
Department of Agriculture (USDA) will pull administrative funds.

Previously, a coalition of twenty-one states (including Minnesota) and the District of Columbia sued the USDA
over its efforts to require states to release personal data. In the July 28 lawsuit, the states asked the court to
issue a judicial declaration that USDA’s demands are unlawful and that any SNAP data collected from states
may not be used for non-SNAP-related purposes.

Supportive Housing: The U.S. Department of Housing and Urban Development (HUD) plans to reduce funding
for supportive housing and divert it to short-term programs requiring homeless people to work and receive
treatment for mental health and addiction before getting housing. Minnesota Attorney General Keith Ellison
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https://mn.gov/dhs/assets/2025_12_01%20245D%20moratorium%20letter%20to%20legislators_Signed_tcm1053-714975.pdf
https://storage.courtlistener.com/recap/gov.uscourts.cand.453513/gov.uscourts.cand.453513.1.0_1.pdf

has joined with 20 other attorneys general in filing a lawsuit against HUD for changes they argue are illegal and
would harm tens of thousands of Americans.

ENVIRONMENT

Public Utilities Commission Docket #24-352

Earlier this year, the Public Utilities Commission (PUC) collected public comments as they prepared to rule on
whether energy produced by burning solid waste and biomass will count towards Minnesota’s carbon-free
standard. Several MICA partners and member counties, including Ramsey/Washington Recycling and Energy,
the Partnership on Waste and Energy, and Olmsted County, submitted comments in favor of taking a full life-
cycle analysis when determining what counts as carbon-free.

In November, the PUC requested additional information from the Department of Commerce’s division of
Energy Resources and Minnesota Pollution Control Agency, looking for more details on how each agency
would implement a life-cycle analysis. Both agencies have requested an extension until December 11 to
provide this information, which the PUC granted on December 4.

The PUC also provided notice that they would not meet the end-of-year deadline established when the docket
was initiated in November 2024. They currently plan to meet to discuss this docket on January 15, 2026.

Proposed Changes to Capital Assistance Program Rules and Public Comment Period

The Minnesota Pollution Control Agency (MPCA) has proposed an expedited amendment to rules related to
the Capital Assistance Program (CAP). These changes were published in the General Register on November 24
and can be found starting on page 494.

Most of the proposed amendments do not meaningfully change the rules or processes by which local
governments can apply for CAP funding. Of note, there is a new requirement for supporting documentation
submitted with the final grant application to include the project’s environmental impact on climate change
and the project’s impact on environmental justice areas, a summary of stakeholder engagement activities and
community input received. Additionally, the maximum grant award amounts were increased from $2 million
to $5 million, with additional details for specific projects outlined below:

e For projects not described in the bullets below, the maximum grant award is 25% of eligible capital
costs or $5,000,000, whichever is less.

e Arecycling project, project to compost source-separated compostable material or yard waste, or
project to manage household hazardous waste may receive grant assistance up to 50% of the cost or
$5,000,000, whichever is less.

e A waste reduction project or reuse project may receive grant assistance up to 75% of the cost or
$5,000,000, whichever is less.

Public comments will be accepted on these proposed changes until 4:30 p.m. on Tuesday, December 30.

Clean Water Council
The Clean Water Council will begin their next round of budget development in January. They will be using a
new scoring rubric, which was designed by council members and approved this October. Proposals must be
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https://www.ag.state.mn.us/Office/Communications/2025/docs/HUD_ContinuumOfCare_Complaint.pdf
https://efiling.web.commerce.state.mn.us/documents/%7B80ADC09A-0000-CC31-90C8-0C0ED7C8DF47%7D/download?contentSequence=0&rowIndex=1
https://mn.gov/admin/assets/SR50_21_tcm36-714054.pdf
https://www.pca.state.mn.us/get-engaged/solid-waste-capital-assistance-program
https://www.pca.state.mn.us/sites/default/files/wq-cwc1-36.pdf

submitted by January 16, 2026, and will be scored by and presented to the Council through June 2026. More
information can be found on the Clean Water Council’s website.

COMBINED HEARING SCHEDULES

Next 7 Days Combined Hearing Schedule

CONTACT US

Executive Director Health & Human Services Legislative Liaison
Nathan Jesson Nancy Silesky
nathan.jesson@mica.org nancy@cortholten.com
479-651-5416 (cell) 651-747-7242 (cell)
651-222-8737 (office) 651-291-1900 (office)
Transportation Legislative Liaison Environment Legislative Liaison
Amber Backhaus Rachel Sosnowchik
amberb@unitedstrategiesllc.com rachel@goffpublic.com
612-963-2232 (cell) 402-651-0238 (cell)
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