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Revenue Accruals

From July to November 2023, the money the state collected was $350.8
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
$112 million more than planned by the end of the financial year. So far, the
money collected is 9.1 percent more than at the same time last year.

November 2023 Monthly Revenue

In November 2023 alone, the state collected $1.212 billion, which is $411.1
million or 51.4 percent more than in November last year. Most of this increase,
more than three-quarters, came from money related to oil production, which
was 3.6 times more than last year.

However, total oil and gas revenues to the state have not grown as much as it
may seem. The amount of oil and gas school tax and federal mineral leasing
royalties, two of the largest sources of oil and gas revenues, reaching the
general fund is capped in each year. Once that cap is reached, those revenues
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not go to the general fund. In FY24, the combined cap is $2.79 billion, 42
percent more than FY23, and is not expected to be reached until 2024,
Therefore, most of the oil and gas revenue in the general fund is fixed, but the
total amount and the timing of when the revenue cap is reached is variable,
requiring nuance when comparing year-over-year revenues.

Excluding oil and gas, November 2023 revenues were $97.5 million, or 13.7
percent, higher than November 2022. Most of this difference is from
investment income, up $54.8 million for November, year-over-year. Corporate
income tax is up $19.2 million from the prior fiscal year. November personal
income tax collections were down just $2 million from the same time a year
prior, while gross receipts tax collections were down $5.7 million, or 1.8
percent.

Fiscal Year to Date through November

General fund recurring revenues for FY24 through November were $6 billion,
up $503.2 million, or 9.1 percent, from the same period a year ago. Over the
first four months of the fiscal year, FY24 revenues regained speed after
showing signs of moderation. Still, growth in FY24 is weaker than it was in
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FY24 Cumulative Oil and Gas FY22 and FY23. In FY23, 0il and gas revenues hit their cap in October, with
Revenues :,‘_’"_GF vs ECTF all subsequent revenues flowing to the early childhood trust fund. In FY24, oil
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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.

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 Income Tax

New Mexico’s unemployment rate was 4 percent in January 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 inch above the U.S. rate. 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 57.3 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, 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
(% growth)

forecast

Source: BBER

Gross Receipts Tax

Matched taxable gross receipts (MTGR), a measure of taxable spending in the
state, were up 8 percent for FY24 through January compared with the same
period last year. The construction industry had the largest growth, up 19.5
percent, or $1.25 billion, followed by professional, scientific, and technical
services (up 16.8 percent, or $783.7 million), and manufacturing (up 12.5

What Drives State Revenues?

Personal Income Tax: Personal
income taxes (PIT) comprise nearly
20 percent of the state’s recurring
revenue. PIT are 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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percent, or $2323 million). Mining, which had been leading MTGR year-over-
year increases for years, was up 5.4 percent, or $359.0 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 Oil and Gas Extraction $6,952,159,321 | $359,018,444 5.4%
Utilities $1,895,824,461 I] -$153,616,982 -7.5%
Construction $7,637,916,882 $1,245,077,017 19.5%
Manufacturing $2,088,774,020 $232,334,533 12.5%
Wholesale Trade $3,120,789,638 $286,120,810 10.1%
Retail Trade $12,274,467,119 $493,136,382 4.2%
Transportation and Warehousing $955,627,545 $5,944,977 0.6%
Information $1,453,774,290 $111,860,354 8.3%
Real Estate and Rental and Leasing $1,578,559,597 $109,548,794 7.5%
Professional, Scientific, and Technical Services $5,446,970,859 $783,735,780 16.8%
Administrative/Support & Waste Management/Remediation $2,791,659,400 $110,554,025 4.1%
Health Care and Social Assistance $2,702,514,069 $105,131,006 4.0%
Leisure and Hospitality Services $3,948,340,302 $243,822,969 6.6%
Other Industries $5,857,163,160 $393,836,007 36.3%
Total $58,704,540,664 $4,326,504,116 8.0%

Source: RP500

Oil and Natural Gas

Natural gas production continues to exceed the FY24 estimate through the first
half 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 summer, beginning the fiscal year below the forecast. The last few
months of calendar year 2023 showed improvement and are tracking above the
estimate. 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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Investment Earnings

With revenues ballooning in FY21 through FY23, the general
fund balance has more than quadrupled in the last six years, in
part leading to record-breaking investment returns. Earnings on
those larger balances are currently boosted even further by a
relatively high interest rate environment which determines
earnings on invested assets. However, general fund interest
revenue remains volatile and difficult to predict as financial
markets swing in response to changing federal reserve monetary

policy, shifting underlying financial conditions and outlook, and
state cash needs.

Other investment revenue is also growing as a share of the state’s
total recurring revenue portfolio. Interest earnings from the
severance tax permanent fund and the land grant permanent
fund, which are more stable than the shorter-term investment
revenue from the general fund, comprise over 11.5 percent of
recurring revenues. This share is expected to grow as more oil
and gas revenue is deposited in permanent funds as result of
revenue stabilizing mechanisms enacted by the Legislature in
recent years. By FY28, general fund revenue from the permanent

funds is projected to grow by 85 percent to over 15 percent of
total revenue.
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