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July revenue collections (June activity) reflected the slow pace of economic growth in the Michigan and United States economies 
in recent months. July sales and use tax collections increased only 2.4% above the year-ago figure; excluding motor vehicles, 
there was only a increase. Single business tax collections fell 6.7% below the year-ago period, although this may reflect 
a different pattern of collections rather than a slowdown in economic activity. 

Personal income tax withholding increased 5.8% above the July 1985 level (adjusted for the change in the tax rate), the 
smallest increase since May. 
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In the latest financial report to the legislature (July 23), the Department of Management and Budget reports an upward 
revision of $105 million in their FY 1985-86 general fund-general purpose revenue estimate. The components consist of an 
additional $52 million from the amnesty program, $18.1 million from the working capital reserve account, $41 million from 
income tax withholding, and a reduction of $6 million in oil and gas severance tax revenue. The department is estimating 
a year-end surplus of $54.1 million, after allowing for a $101 million revenue reduction to cover a January 1, 1986 r o l l b a c k 4  
date for the personal income tax; previous estimates reflected an April 1 rollback date. 

Another interesting development is the recent strength in motor fuel collections. Collections for the May-July period are 
running 10.2% above the year-ago period. In our March "Revenue Report," we indicated that the fall in gas prices would 
stimulate consumption, but the increase has been even larger than expected. It now appears that motor fuel collections will 
exceed the governor's budget estimate by $25 million to $30 million. 

Monthly Focus: Consumer Expenditures 

Table 2 presents data on consumer expenditures recently released by the U.S. Department of Labor. Various categories of 
expenditures are calculated as a share of total expenditures for five income classes. Transportation is the largest budget item 
for all income classes, followed by shelter and food. Food, however, is the second largest budget item for all income classes 
but the highest 20%. 

These data provide some indication of the fairness of a sales tax levied on various goods and services. A tax that takes 
a larger share of the income of a low-income person than a high-income person is said to be regressive. In general, the 
sales tax is regressive because low-income persons spend a larger share of their income than high-income persons and therefore 
pay a higher portion of their income for sales taxes, as can be seen in Table 2. The best measure of the regressivity of the 
sales tax would be to calculate expenditures as a share of income, but because all sources of income are not reported in 
this survey, this calculation cannot be accurately made. Note that for the lowest 20% income group, expenditures are several 
times reported income. This is because income such as gifts and loans are not reported. Still, some conclusions are possible. 
The components that contribute most to the regressivity of a sales tax are food and utilities, as these categories comprise 
a larger share of the budget of a low-income person than of a high-income person; this is one reason food is exempt from 
the sales tax in Michigan. The components that tend to reduce the regressivity of a sales tax are transportation-related expenditures, 
mainly motor vehicles, household operations, apparel and services, and entertainment. Many of these expenditure items are 
classified as services and are largely exempt from the Michigan sales tax. d 

From a tax policy standpoint, the data in Table 2 would support removing the sales tax on utilities and imposing a sales 
tax on most services. 
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