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BACKGROUND

This report is written based on LFD analysis of state accounting data and the three primary budgeted funds,
also known as governmental funds: general fund, state special funds and federal special funds. The
definition of these funds is described in statute, 17-1-102, MICA.

This report includes a series of charts that compare general revenue growth and state resource expenditure
(17-7-150, MCA) growth to the growth in the economy and growth in inflation adjusted for population.
Personal income is a measure for growth in the economy. Comparing growth allows financial planners to
consider past and future demands in services or changes in revenues.

HISTORY OF GENERAL REVENUES

Montana experienced above-average
DEFINITION

The term “general revenues” includes the 95 mill property

employment and wages during the
1990’s that translated into strong tax
revenue growth. This revenue growth tax collections earmarked for K-12 school funding, both
actual and anticipated, as well as short-term interest
earnings, both actual and anticipated. While the 2023
Montana Legislature changed the distribution of the 95

mill collections from the general fund to a state special

was further enhanced by the
significant increase in the equity
markets and the resulting growth in

capital gains income. Despite a mild

recession from 2001-2002. Montana’s fund, those property tax collections are included to allow

general revenues began a period of for consistent comparisons over time. In addition, short-

unprecedented growth, increasing by
9.4 % annually from FY 2003 to FY state special fund for FY 2023 — FY 2025, but are included

term interest earnings were temporarily distributed to a

2008.1 in the general revenues for the same reason.

The Great Recession that hit world markets in 2008 negatively impacted Montana’s general revenue
collections, causing two years of declining revenue: FY 2009 (down 7.5%) and FY 2010 (down another
10.0%). Although revenue increased by 9.6% in FY 2011, general fund revenues did not recover to pre-
recession levels until FY 2012.

12011 Biennium Budget Analysis, Volume 2 Revenue Estimates, Legislative Fiscal Division, December 2008.
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https://leg.mt.gov/bills/mca/title_0170/chapter_0070/part_0010/section_0020/0170-0070-0010-0020.html
https://leg.mt.gov/content/Publications/fiscal/ba_2011/vol_2/vol_2.pdf

In calendar year (CY) 2012, taxpayers adjusted their behavior in anticipation of the higher federal tax rates
on capital gains, or, as it was commonly known, the federal fiscal cliff of 2012. The federal policy change
resulted in revenue shifting from FY 2014 to FY 2013 as individuals accelerated the realization of their capital
gains income in calendar year 2012. This adjusted behavior flattened the revenue between FY 2013 and FY
2014. Since FY 2014 income was shifted to FY 2013, FY 2014 had artificially low collections. As a result, FY
2015 revenues had strong year-over-year growth.

In FY 2016 and FY 2017, economic factors lowered collections. Low wage income and lackluster commodity
prices, including low oil prices, contributed to the decline. FY 2017 was further impacted by income
taxpayers choosing to delay realization of income. Despite this recession, the final economic outcomes of
the full five-year period of 2014 to 2019 were strong. Over that period, general revenues to the state grew
12.6%, after adjusting for inflation.

From FY 2020 to FY 2025, general revenues grew a combined 60%, likely due to the following:

e Higher interest rate earnings on balances in state funds

e In-migration, with new residents moving into Montana on average earning more than existing full-
year residents

e Comparatively high inflation

e Pandemic-era stimulus that eventually became taxable as it made its way through the economy
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The inflection points in the chart include the following significant variations in state general revenues:

Declines in Revenue
e FY 2009 - FY 2011 the state experienced the impacts of the Great Recession in individual income tax
revenue collections, particularly in non-wage components. Corporate income tax estimated tax
payments also declined significantly
e FY 2016 and FY 2017 the price of oil fell, which drove declines in the mining and manufacturing
sectors of the economy and ensuing state tax revenues in both calendar years 2015 and 2016. FY
2017 declines in corporate income tax collections were likely the result of continued low commodity
prices,? which likely resulted in quarterly losses for multiple corporations, increasing the chances of
higher-than-average refunds3
e Low revenues continued in FY 2017 due to the economic conditions mentioned above plus taxpayer
timing issues related to the anticipation of lower corporate and personal income tax rates
o In addition to declines in wage income, declines in rent, royalty and partnership income
occurred in CY 2016, 80% of which was concentrated in taxpayers with income or loss
exceeding $1.0 million*

2 Montana Annual Bulletin, 2018, USDA, National Agricultural Statistics Service, page 21.

3 Corporation Income Tax Model Update and Refunds by Sector Memorandum, Legislative Fiscal Division, September 7, 2016.

4 Year-to-Date General Fund Revenue Collections with Highlights of 2016 Individual and 2015 Corporation Income Tax Return

Data, pages 4-5, Legislative Fiscal Division, December 5, 2017.
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https://www.nass.usda.gov/Statistics_by_State/Montana/Publications/Annual_Statistical_Bulletin/2018/Montana-Annual-Bulletin-2018.pdf
https://leg.mt.gov/content/Committees/Interim/2015-2016/Revenue-and-Transportation/Meetings/Sept-2016/lfd-september-2016-corp-model.pdf
https://leg.mt.gov/content/Committees/Interim/2017-2018/Revenue-and-Transportation/Meetings/Dec-2017/LFD-YTD-FY-2018.pdf
https://leg.mt.gov/content/Committees/Interim/2017-2018/Revenue-and-Transportation/Meetings/Dec-2017/LFD-YTD-FY-2018.pdf

The 2021 and 2023 Legislatures adopted state income tax policy changes that reduced the top
income tax bracket from 6.9% to 6.75% then down to 5.9% by TY 2024. The 2025 Legislature further
reduced state income tax rates, to a scheduled top rate of 5.4% by tax year (TY) 2027

The 2025 Legislature also passed legislation that will decrease the amount of property tax revenue
collected by the state. SB 542 and HB 231 significantly changed Montana’s residential, commercial,

and agricultural property tax rates. The legislation introduced a marginal rate system for primary
residences and long-term rentals. Lower rates are applied to primary residences below the median
residential value, and value above that median amount has higher tax rates applied incrementally.
Secondary residences and high-value commercial properties are taxed at a higher rate, which shifts
taxes away from most primary residences and low-value commercial properties

Years of High Revenue Growth

FY 2004 — FY 2005 saw increases in individual income tax revenue and oil and natural gas revenues
resulting from general high economic activity across the nation and a boom in oil production in
Montana

FY 2007- FY 2008 oil and natural gas prices were at historic high levels, and individual income tax
revenues continued to climb. Higher-than-expected commodity prices kept corporate income tax, oil
and natural gas tax revenues, and U.S. mineral lease revenues high through FY 2009

FY 2015 and FY 2022—- Non-wage income, especially capital gains realizations, increased. CY 2014 was
a strong year as measured by stock market growth, as capital gains income in Montana grew by 46%.
Similarly, CY 2021 saw large stock market growth, and non-wage income grew by 59.0% in FY 2022.
Federal COVID payments as part of the CARES | and Il and ARPA increased Montanans personal
income, which had a corollary impact on state income tax collections

General Fund Increasing Reliance on Income Taxes
Over the last two decades Montana’s

Income Taxes (Individual & Corporate) as Share of General Revenues

general revenues have become 100%

increasingly reliant on income tax

(individual and corporate) collections. As
recently as FY 2010 Montana’s income 60%
taxes accounted for 50% of total general 0%
revenues. By FY 2025 this share grew to
66%, as shown in the figure to the right. 20%

90%
80%
70%

40%
30%

10%

0%

[t T o ™ o S €= T S+ = = e T Y o o T = T T T = T o B« o B o |
o o o 0 9O 9O 2 O = o o o o o o o oA d oo oo
o o o O (=T =1 =T =T =1 o o o o o
[ o o B o B O O I I o T o A o B o A o B e I S I o A o B S B S S S|

M Individual Income M Corporate Income Remaining Sources

JUNE 2026 4|PAGE


https://bills.legmt.gov/#/laws/bill/2/LC0189?open_tab=sum
https://bills.legmt.gov/#/laws/bill/2/LC0173?open_tab=sum

STATE RESOURCES EXPENDITURE GROWTH

The expenditure section of this report includes a historical analysis of state resources as defined in Montana
statute, 17-7-150(3)(2). The chart below shows all state resources, with subsequent charts showing state
resources excluding federal special revenue funds (general fund and state special revenues) and then
federal special revenue funds only.

This chart shows the growth in State Resources All Funds compared to the growth in MT
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https://leg.mt.gov/bills/mca/title_0170/chapter_0070/part_0010/section_0500/0170-0070-0010-0500.html

General Fund and State Special Funds Expenditure Growth
The following chart shows the state resource general fund and state special expenditure growth compared
to the growth in personal income and the growth in consumer price index (CPI) adjusted with population.
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Early 2000’s

Growth during the early 2000s was driven by the following:

e HB 124 passed during the 2001 Legislative Session revised laws governing local and state
government revenue collection and allocation

e Increased natural resource payments to local governments from natural resource development of
the Bakken formation (EIm Coulee)

e Increased state special resources spending on Medicaid and Children's Health Insurance benefits
through the increase on hospital bed and nursing home bed utilization taxes

e General fund expenditure growth in 2008 exceeded Montana personal income growth when the
state provided a one-time-only $400 tax rebate to residents
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https://leg.mt.gov/bills/2001/billpdf/HB0124.pdf

During 2010s

Growth in state resource general fund and state special revenues in the 2010s remained between the
growth in personal income and the growth in CPI (inflation). Fluctuations during this period were the result
of the following:

e Through the 2009-2010 Great Recession, general fund expenditure growth declined below
consumer price index until 2013. This same period saw state special revenue natural resource
payments increase to local governments due to the increased oil and gas activity in the Bakken
formation

e |n 2015, as mentioned in the revenue section, Montana experienced a decline in commodity prices
that led to revenue shortfalls in 2017. Legislators returned for a special session in November 2017 to
reduce general fund spending

e Medicaid expansion, adopted by the 2015 Legislature and implemented on January 1, 2016,
increased both state special fund and general fund expenditure growth

Since 2020

Beginning in 2020, the world and the state experienced a period of economic turbulence from the COVID
health emergency. After a decade of around 2.0% inflation, the nation and Montana saw high inflation and
increased personal income growth. From FY 2019 through FY 2024, inflation grew 22.3%, and real (adjusted
for inflation) personal income grew 24.1%.

Legislators during the 2021 and 2023 legislative sessions were faced with unprecedented changes in the
economy and tempered ongoing expenditure growth until they were assured the economy had stabilized.
The following outlines the changes to state resource expenditure growth since 2020, with most of the
growth as one-time-only initiatives:

e One-time-only income tax rebates up to $1,250 for single, head of household, or married filing
separately taxpayers and up to $2,500 for married taxpayers filing a joint return for TY 2021

e One-time-only rebates of up to $675 for Montana property taxes on principal residence paid in TY
2022 and again for taxes paid in TY 2023

e Transfer to the Montana Public Employee Retirement Board of $96.5 million to amortize the
highway patrol officer’s retirement, sheriff’s retirement, and game wardens’ and peace officers’
retirement systems to 25 years

e One-time-only rebates of up to $400 for Montana property taxes on principal residents paid in TY
2024

e One-time-only expenditures on infrastructure projects

e Provider rate increases in the Department of Health and Human Services
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Federal Special Revenue State Resource Expenditure Growth

The majority of federal special revenue expenditures occur in the Department of Public Health and Human
Services and the Department of Transportation. The following chart shows the state resource federal special
expenditure growth compared to the growth in personal income and the growth in consumer price index
(CPI1) combined with population.

This chart shows the growth in State Resources Federal Funds compared to the growth in MT Personal
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Early 2000’s
Growth in federal funds during the early 2000's was driven by the following:

2003 biennium increase in food stamp cash benefit costs and Montana’s Families Achieving
Independence in Montana (FAIM), the name given to Montana’s public assistance reform project
FAIM was funded through federal funding as part of Temporary Assistance for Needy Families
(TANF). The 2001 Legislature appropriated the entirety of the TANF fund balance to FAIM for the
2003 biennium.> FAIM supported low-income working families so they could continue working and
stabilize their income. This included federal special revenue expenditures on things like paying for
childcare for FAIM participants and low-income working families, caretaker relative grants, and
vehicle ownership support®

During 2010s

FY 2009 — FY 2011 the federal government provided federal stimulus to mitigate impacts of the Great
Recession. Congress passed the American Recovery and Reinvestment Act, which increased federal
infrastructure funding to states

The 2015 Legislature adopted the expansion of Medicaid. The federal government provided a 90.0%
match for benefits paid to individuals on the expansion. The chart shows that by FY 2017 Medicaid
Expansion was fully implemented and federal special revenue expenditure growth exceeded
Montana’s personal income growth

52003 Biennium Fiscal Report, Public Health and Human Services, Summary, Pages B-1—B —10.

62003 Biennium Budget Analysis, Public Health and Human Services, 02-Human and Community Services Division, page B-23 and

B-32.
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https://leg.mt.gov/content/publications/fiscal/fr_2003/fr_b/lfd_b.pdf
https://leg.mt.gov/content/publications/fiscal/ba_2003/lfd_b/lfd_b.pdf
https://leg.mt.gov/content/publications/fiscal/ba_2003/lfd_b/lfd_b.pdf

Since 2020
The federal government responded to the COVID public health

emergency by passing the legislation designed to help individuals “Montana is one of 40 states

where the share of total

and state governments during the emergency, which included:
revenue from federal funds

e H.R.6074 “Coronavirus Preparedness and Response was lower in fiscal year 2024
Supplemental Appropriations Act” than in the prior year.

e H.R.6201 “Families First Coronavirus Response Act” Montana received 43.7%, or
(FFCRA) S4.71 billion, of its total

e H.R.748 “Coronavirus Aid, Relief, and Economic Security revenue from federal grants.
Act” or “CARES Act” The 50-state share was 34.2%"

e H.R. 266 “Paycheck Protection Program and Health Care Pew Charitable Trusts, Fiscal
Enhancement Act” 50 Report, May 2026
e H.R.1319 “American Rescue Plan Act of 2021” (ARPA)

Additionally, in the same time period the federal government passed H.R. 3684 “Infrastructure Investment

and Jobs Act” (IlJA), which provided significant federal funding to the State of Montana for transportation
projects.

CARES, FFCRA, ARPA, and IlJA significantly impacted state resource expenditures:

e CARES Act provided direct federal stimulus to individuals and states, provided the paycheck
protection program available to Montana businesses, as well as distributed federal grants to K-12
schools in the form of Elementary and Secondary School Emergency Relief (ESSER) funds to address
the impacts of COVID on schools

e FFCRA increased the Federal Medical Assistance Percentage (FMAP) match for traditional Medicaid
6.2% from March 2020 — April 2023. For example, in FFY 2022 the standard FMAP was 64.90% but
Montana received a federal match of 71.10%

o In addition, the FFCRA suspended the annual redetermination process of checking if
individuals qualified for continued enrollment in Medicaid and Children’s Health Insurance
Program.

e Montana implemented the ARPA through SB 297 and HB 632 during the 2021 Legislative Session. SB
297 provided for increased appropriations authority for broadband communication infrastructure.
HB 632 provided for water and sewer projects and grants, workforce development grants, housing
and rental assistance, and funding. This significantly increased spending on one-time projects

e |lJA was passed by Congress and signed into law in November 2021. This legislation increased federal
funding available to the Montana Department of Transportation for federal highways. The additional
federal authority from IlIJA increased the Department of Transportation budget by about 20.0%
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https://www.congress.gov/116/plaws/publ123/PLAW-116publ123.pdf
https://www.congress.gov/116/plaws/publ123/PLAW-116publ123.pdf
https://www.congress.gov/116/bills/hr6201/BILLS-116hr6201enr.pdf
https://www.congress.gov/116/bills/hr748/BILLS-116hr748enr.pdf
https://www.congress.gov/116/bills/hr748/BILLS-116hr748enr.pdf
https://www.congress.gov/116/bills/hr266/BILLS-116hr266enr.pdf
https://www.congress.gov/116/bills/hr266/BILLS-116hr266enr.pdf
https://www.congress.gov/117/plaws/publ2/PLAW-117publ2.pdf
https://www.congress.gov/117/bills/hr3684/BILLS-117hr3684enr.pdf
https://www.congress.gov/117/bills/hr3684/BILLS-117hr3684enr.pdf
https://www.pew.org/en/research-and-analysis/data-visualizations/2014/fiscal-50/federal-share-of-state-revenue?fdsh_line_states=mt#FDSH_LINE
https://www.pew.org/en/research-and-analysis/data-visualizations/2014/fiscal-50/federal-share-of-state-revenue?fdsh_line_states=mt#FDSH_LINE
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