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The producer price index
(PPI), which measures infla-
tion at the wholesale level,

n fell 0.3 percent in March,
the sixth consecutive month without an in-
crease. Energy prices, which fell 1.9 percent
last month, contributed to the index’s decline.
Evenexcluding declining fuel prices, however,
the PPI fell O.1 percent last month. Moder-
ate wholesale prices are good news for con-
sumers as well as producers—alow wholesale
inflation rate foretells low consumerinflation
in coming months. Inrelated news, the con-
sumer price index remained unchanged in
March from February’srate.
€ The purchasing manager’s index (PMI)
showed ssigns of strength in February. Thein-
dex, whichmeasures the strength of the manu-
facturing sector, increased to 54.8 from53.31in
February. (Anindex reading above 50 indi-
cates that the sectoris growing.) The index
was higher than forecast—analysts had ex-
pected the economy to slow, with aresulting
decline in the index to about 53. However,
forecasts thatimports would increase due to
the Asian financial crisis were accurate, as the
PMTI’simportindexrosefrom51.2t053 4.
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The U.S. unemployment
rate inched up to a season-
ally-adjusted 4.7 percentin
March from4.6 percentin
February. The increase is due to aloss of
36,000seasonally-adjusted jobs in March that
largelyresulted fromthe way in which the gov-
ernment adusts its data. Good weather has
caused consumers todo their spring shopping
earlier than usual, leading employers to hire
more people earlierin the year. As aresult,
government formulas that assume increased
hiringin the spring show thattheeconomy has
36,000 fewer jobs than it should have at this
time of year. Incontrastto seasonally-ad-
justed data, unadjusted payroll data show an
increase of 636,000 jobs from February to
March.

March light motor vehicle sales fell 1.7
percent fromthe year-ago level, the third con-
secutivemonthly decline. Carsalesdipped 5.1
percentwhile light truck sales gained 2.5 per-
cent. Sales forthe Big Threeedged up 0.2 per-
cent while sales of Japanese models plum-
meted 13.6 percent. The declineinJapanese

sales was due mainly to adrop in sales of
Nissans (—44 percent) and Toyotas (—17.1 per-
cent). GM salesincreased (3.5 percent) while
Ford (-2.6 percent) and Chrysler (-1.8 per-
cent) recorded declines. Light vehicle sales
for the firstquarter of 1998 aredown 2.8 per-
cent, withcarsalesdown 7.5 percentand light
truck salesup 3.1 percent.

€ The index of consumer confidence fell
slightly in Marchto 134.3 from 138.3 in Feb-
ruary. Theindex, whichmeasuresbetween 85
and 100whentheeconomy is performing well,
indicates potential consumer spending. Of
consumers surveyed, 42 percentsaid they feel
currentbusiness conditions are good, upfrom
40percentin February. They feel less certain
about the future—-5.1 percent said they be-
lieve the economy will get worse incoming
months, up from4 .4 percentin February,and
24 percentexpect theirincome torise,down
from 27 percent.

Consumer Confidence Index,
March 1992 to March 1998
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INCOME INEQUITY

INCREASES

The Center on Budget and Policy
Priorities recently released a study
of income inequality ineach of the
50 states.! It found thatin most
states, the gap between the in-
comes of the richest 20 percent of
families with children and the
poorest 20 percent was signifi-
cantly wider than it was in the mid-
1980s.

The study examined inflation-
adjusted before-tax income data
for families with at least one child
under the age of 18 for the poorest
one-fifth, wealthiest one-fifth, and
middle one-fifth of the population.
It analyzed the data for the mid-
1980s (1985-87) and the mid-
1990s (1994-96) to determine
how the average income of these
three groups had changed relative
toeach other.

Nationwide

The study found that income in-
equality has increased in 37 states
since the mid-1980s. In these
states, the gap between the in-
comes of the wealthiest one-fifth
and the poorest one-fifth grew, due
in part to the fact that, in some
states, real incomes of the wealthy
grew faster than those of the poor.
In 24 states, however, the gap wid-
ened because the average annual
income of society’s mostimpover-

!Kathryn Larin and Elizabeth McNichol,
Pulling Apart: A State-by-State Analysis of
/ncome Trends, Center on Budget and
Policy Priorities, http://www.cbpp.org/pa-
1.htm.

ished families—the poorest one-
fifth—had actually declined when
adjusted for inflation. Income
equality wasreducedin 13 states,
where the incomes of the poor in-
creased.

The study found thatincomes
of the middle fifth of families also
have fallen farther behind those of
the wealthy. In47 states, thera-
tio of the average income of the
wealthiest fifth to that of the
middle fifth increased between the
mid-1980s and mid-1990s.

Michigan

Despite a loss of many manufac-
turing jobs in Michigan between
the mid-1980s and mid-1990s, in-
come inequality did not increase

more in Michigan than in most
other states (see exhibit).
Michigan’s wealthiest fifth of fami-
lies with children held an average
of 12.2 times the income of the
poorest fifth in the 198587 pe-
riod. This ratio increased only
slightly to 12.7 in 199496, the
30th-highest increase among the
states.

Findings were similar for in-
come inequality between the
wealthy and middle class in Michi-
gan. The ratio between the
wealthiest fifth of the population
to that of the middle fifth was 2.3
inthe 1985—87 period and 2.6 in
the 199496 period, a 9 percent
increase. Michigan ranked 33rd
highest in the nation.

This month’s Economic Bulletin was written by Laurie A. Cummings, Senior
Consultant for Economic and Education Policy, and Robert Kleine, Vice
President and Senior Economist.

Change in the Ratio of Incomes
of Top and Bottom Fifths,

of Families with Children,
1985-86 to 1994-96
(Selected States)

Top-to-Bottom Top-to-Bottom Percentage
State  Ratio 1985-87 Ratio 1994-96 Change Rank
Arizona 8.7 14.2 63% 1
Connecticut 8.8 14.2 61 2
New York 12.7 19.5 54 3
Indiana 8.0 10.0 24 18
Ohio 10.3 12.0 17 22
MICHIGAN 12.2 12.7 4 30
Wisconsin 7.6 7.7 2 35
lllinois 12.1 12.3 2 36
Minnesota 9.2 8.2 -11 48
Colorado 11.0 9.2 =17 49
Arkansas 12.0 9.3 -23 50

SOURCE: Center on Budget and Policy Priorities.
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NEWS FROM

TAX HIKES MAY GET
TOUGHER

The Senate Committee on Fi-
nance currently is discussing Sen-
ate Joint Resolution A that would
make itmuch tougher for lawmak-
ers toraise taxes. The resolution,
called for by Governor Engler in
his January State of the State Ad-
dress, would require that any pro-
posed tax increase receive two-
thirds support of the legislature
before itcan become law.

The resolution would make it
much more difficult for the legis-
lature to pass anew tax, expand a
tax base, increase the rate for an
existing tax, or end a tax exemp-

tion. If' passed, Michigan would
become the 15th state to require
such a super-majority.

Itis supported primarily by
Republican lawmakers and is ex-
pected to be adopted by the com-
mittee; it must then pass the full
Senate as well as the House. Voter
approval also would be required as
the resolution modifies the Michi-
gan Constitution.

STATE DEBATES
SCHOOL AND LOCAL
GOVERNMENT

FUNDING

The Michigan House is debating
aresolution (HJIR BB) that would
guarantee schools and local gov-
ernments funding increases in the
future. The resolution would
change the constitution torequire
thatschoolsreceive the same fund-
ing increase each year as that al-
located to the state’s general and
school aid funds combined begin-
ningin FY 1999-2000.

Supporters assert that the
change is necessary to ensure that
schools and local governments re-
ceive adequate funding in the fu-
ture. They state that, absent such
aconstitutional guarantee, state
officials have no incentive to keep
their promise of increased school
funding made as part of Proposal
A

HJIR BB’s opponents contend
it would resultin too much of the
state’s monies being earmarked for
specific uses, leaving officials too
little flexibility for setting future
budgets. They add that future law-
makers should have the right to
decide how to allocate funds with-
out such a stringent restriction.

At the time of writing, this
largely Democrat-supported reso-
lution is being debated on the
House Floor and, should it pass,
will face a tough battle in the Sen-
ate.

House Fiscal Agency, State of Michigan Revenue Source and Distribution, (Lansing, MI: HFA),

March 1998. 517/373-5874.

This 60-page document provides information on the source of revenues for the State of Michigan. It describes
which tax revenues go into the General Fund, the Michigan School Aid Fund, and transportation funds. It
then details the distribution of the revenues collected from the income tax, sales and use taxes, the single
business tax, the tobacco tax, and transportation taxes and fees for estimated 1997-98 and 1998-99
revenues. It provides definitions and other notes to clarify what each tax category includes. For example,
business taxes include the single business tax and the insurance company tax. The report also has a
section estimating the amount of revenue collected for FY 1996-97 by tax type. For each tax it cites the law
that established it and provides information with regard to the tax base, rate, and disposition.
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Council of Economic Advisers, Economic Report of the President, Transmitted fo the Congress,
(Washington, DC: GPO), February 1998. 202/512-1800.
This 400+-page report reviews the U.S. economy of 1997 and discusses the Clinton administration’s plans
for the economy in 1998. Specific areas of consideration include: ways to promote prosperity in a high-
employment economy; the performance of and the policies affecting
productivity, and consumer confidence; the economic well-being of children; the economic inequality among
racial and ethnic groups; ways to improve economic efficiency in health and environmental issues; initiatives

inflation, the unemployment rate,

in antitrust enforcement; and the benefits of opening markets to foreign trade. The publication concludes
with 112 tables of economic indicators, such as income, employment, and gross domestic product.
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MICHIGAN

State revenue collections areim-
proving afterasluggish start. Total
March collections increased 4.1
percent from the year-ago level.
Revenue growthwasdampenedby
weakness in the use tax and state
property tax. Sales,use, and with-
holding tax collections increased
only 2.4 percent, down sharply
fromtheprevioustwomonthsdue
mainly to the weakness in the use
tax and only amodestincrease in
sales tax collections.

Personal income tax withhold-
ing collections were up 5.4 percent
in March following solid gains in
January and February. Gross col-
lections were even stronger—up
6.7 percent—due to a 26 percent
gain in annual payments.

Sales tax collections increased
3.3 percentin March, down from
increases of 4.5 percentinJanuary
and4.8 percentin February. Motor
vehicle sales taxes were strong in
March,up 10.3 percent fromMarch
1997. All other collections gained
only 2 percent. Use tax revenue,
which can vary widely frommonth
tomonth, plunged 15 .4 percentin
March, the third consecutive
month thatsaleshavebeendownor
uponlyslightly. Year-to-datecol-
lections aredown 3.2 percent, well

below the consensus forecastofa5-
percentincrease.

SBT collections (excluding
insurance) jumped 36.9 percent,
but March is not a big month for
collections. Year-to-date collec-
tions are up only 1.9 percentcom-
pared with the consensus forecast
of a S5-percent gain.

Lottery sales were down 4.9
percent in March from the year-
ago level, but this is misleading as
sales were the second largest in
history due to a large Lotto jack-
pot. Sales are down because last
March’s collections were the larg-
estin Michigan lottery history.
Marchsales are up 20 percent from
the January level.

March 1998 Revenue Collections (millions)

Source

Income tax

Withholding

Quarterly

Annual
Subtotal: gross income tax
Sales tax

Motor vehicles

Other
Use tax
Subtotal: sales/use/withholding
Tobacco tax
SBT
Insurance
Subtotal: SBT + insurance
State education property tax
Real estate transfer tax
Estate/inheritance tax
Intangibles tax
Severance tax
TOTAL
Gross lottery sales (prel.)

FY 1997-98
Percentage Percentage March  Consensus Est.
March Change Change 1997 Less Tax Cuts
Collections Year-ago Year-to-date Actual (% Change)

$525.0 5.4% 5.2% $498.1 4.3%
5.4 -115 20.4 6.1 4.4
49.9 26.0 24.4 39.6 —4.2
580.3 6.7 6.8 543.8 3.7
415.9 33 35 402.7 46
68.5 10.3 8.2 62.1 —
347.4 2.0 2.8 340.6 —
86.3 -15.4 -3.2 102.0 5.0
1,027.2 2.4 38 1,002.8 39
38.2 -9.0 -3.9 42.0 -3.1
97.6 36.9 1.9 71.3 5.0
8.4 -31.7 -21.1 12.3 12,5
106.0 26.8 -0.2 83.6 55
168.1 -2.2 -5.1 171.9 5.0
15.0 38.9 15.6 10.8 0.6
12.2 64.9 435 7.4 4.4
2.0 -9.1 -51.9 22 -39.6
3.0 -36.2 -225 4.7 -2.9

$1,427.0 4.1% 3.1% $1,371.1 3.9%

$161.4 —4.9% 4.9% $169.8

SOURCE: Senate Fiscal Agency.

NOTE: November is the first month of the new fiscal year for all revenue sources except the lottery.
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