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Revenue collections continued to increase at a moderate rate in May (April activity). Withholding collections increased 9.5%
above the year-ago level in May, adjusted for the rate reduction from 5.1 to 4.6%; this was a marked improvement compared
with April. However, net income tax collections fell 3.9% from the year-ago level, as refunds continued to run well ahead
of last year. In the remaining months of the fiscal year this situation will be reversed, and refunds will be well below the
year-ago level, as the Michigan Department of Treasury has announced that for the first time in ten years all refunds received
by April 15 were paid by June 1.

May sales and use tax collections were quite weak, increasing only 2.8% above the May 1985 level, continuing the slowdown
that began in March (February activity). This is likely due to consumer retrenchment after the spending binge of the last
two and one-half years. (See April Revenue Report.) (over)
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One other noteworthy revenue development was the sharp decline in oil and gas severance tax collections, 43.7% in May
and 28.3% for the last three months compared to the year-ago period. This decline was due to the sharp fall in oil prices. N

Monthly Focus: Monetary Policy

The policies of the Federal Reserve Board have been an important factor in the economic recovery. The board has reduced
the discount rate {the interest rate the Federal Reserve charges its member institutions) from a high of 14% in 1981 to the

current level of 6.5% and has allowed the money supply to increase more than 12% in the past year. (See Table 2 for historical
comparisons.)

The low rates of inflation, the weak demand for business loans, and the moderate rate of growth in the economy has
made this accommodation possible and has allowed the Federal Reserve Board to finance the huge federal debt without
putting pressure on market interest rates. The board’s easy money policy has fostered low interest rates and provided ample

credit for the economy, helping to stimulate strong growth in spending for consumer goods and for housing over the past
three years.

Just as everything went wrong with the economy in the 1970s and early 1980s, everything has been going right in recent
years, making the job of the monetary authorities much easier.

Errata—The May Revenue Report stated that April sales and use tax collections increased 8.8% above the year-ago level. The
correct figure is 4.2%.
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