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newsGOOD Real GDP , which measures
growth in the national
economy, grew at a 1.1 per-
cent rate in the second

quarter, according to revised government
figures.  The upward revision (from 0.5 per-
cent) occurred because consumer spending
was stronger and inventories grew more
slowly than first estimated.  The figure in-
dicates a continuing trend toward stable,
moderate growth.
u Personal income  rose at an 8.1 percent rate
in July, up from June’s 5.8 percent increase.
However, after adjustment for inflation, July’s
disposable personal income figure is up only
0.4 percent, the same as in June.
u Consumer spending  remained unchanged,
signaling a growing consumer debt burden
that needs to be paid off.  This indicator,
coupled with the personal income figure,
indicates that regardless of income increases,
consumer spending likely will remain stag-
nant in the coming months.
u The U.S. Department of Labor has re-
vised the annual rate of growth of business
productivity —output per hour worked—to
4.8 percent.  This is the best rate since the
first quarter of 1986, when productivity
surged at a 7 percent annual rate.  The pro-
ductivity gain and lower unit labor costs
(down 1.2 percent) together are good news
on the inflation front, because labor costs
account for the majority of a product’s price.
u Led by General Motors and Chrysler,
automobile manufacturers reported strong
vehicle sales  for August, up 2.7 percent.
Sales were spurred largely by generous lease
deals and hefty cash rebates.  Analysts esti-
mate that sales of cars and light trucks
reached a seasonally adjusted  annual rate
of 15.9 million units, up strongly from July’s
estimate of 13.8 million.

The U. S. Commerce De-
partment reports that fac-
tory orders , which foretell
growth in the manufactur-

ing sector, fell 1.3 percent in July from their

June level.  The decline suggests that manu-
facturing-sector job losses may continue.
The July drop was attributable largely to
fewer orders for motor vehicles and parts.
u Retail sales  rose at a tepid 1.5 percent
rate during August.  The extreme heat dur-
ing that month likely slowed purchase of
back-to-school clothing, a staple of August
sales.  The modest rise in retail sales appears
even weaker when compared to last year’s
4.9 percent preschool gain.
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SOURCE:  U.S. Bureau of Labor Statistics.
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MAKING FEDERAL INCOME
TAXES LESS TAXING
Simplifying the System
Business Week recently published
an article that examines
Congress’s efforts to both simplify
the tax code and reduce, if not
eliminate, the role the IRS plays.

In the box are some facts and
figures about the IRS.  It is easy
to understand taxpayers’ frustra-
tion with the current system,
which requires a great deal of time
and money for tax preparation
and yet increasingly penalizes
them for not getting it right.

It also is easy to understand
why one of the hottest political
topics today is overhauling the
income tax code.  Almost every
Republican presidential candi-
date supports a form of tax reform,
several House and Senate Repub-
lican leaders  have laid out reform
proposals—in a couple of cases
with bipartisan support, and
House Minority Leader Richard
Gephardt (D-Missouri) also has
proposed changes.

The proposed replacement
taxes fall into two general catego-
ries:  flat tax and consumption tax.
The former has been pushed for
several years by House Majority
Leader Richard Armey (R-Texas),
and his is the most popular of all
the versions proposed.   Congress-
man Armey proposes to eliminate
all income tax brackets and al-
most every deduction, levying in-
stead a uniform assessment of
about 17–23 percent on income
from wages and pensions.  He
would permit a deduction of about
$36,000 for a family of four, which
results in an effective tax rate of
zero percent for many lower-in-
come families.  A cornerstone of
the Armey proposal is that the tax
return would fit on a post card,
greatly simplifying filing for all
taxpayers and saving an estimated
$132 billion in compliance costs
for businesses and individuals.

Others would replace the in-
come tax with a strict consump-
tion tax, either in the form of a
national sales tax or a European-
style value-added tax (VAT).  A
sales tax, levied on all retail pur-
chases, would be close to 20 per-
cent.  The VAT, levied at every
stage of a good’s production,
would be about 5 percent and hid-
den in the final price of the good
or service.  Both could be made
less regressive (less burdensome,

percentage-wise, on people with
lower incomes) by exempting cer-
tain necessities; this would, how-
ever, have the undesired effect of
making the system more compli-
cated.  Nevertheless, a consump-
tion tax could be simpler to ad-
minister than the current system,
and it would eliminate the need
for the IRS to look into Ameri-
cans’ personal finances.

Conclusion
Although major IRS reform is
unlikely this year, it is a possibil-
ity next year;  if not then, it cer-
tainly will be a major issue in the
1996 presidential race.  Any suc-
cessful reform effort will have to
overcome several sources of op-
position, including homeowners,
nonprofit organizations, and
other taxpayers who would lose
sizable deductions.

A new tax code also would
have to address equity issues, since
a strict flat tax or a VAT would
eliminate levies on investments
and other nonwage income not
enjoyed equally by all taxpayers.
Reformers will need to address the
tradeoff between simplicity and
fairness—in a political system
where special interests often win
out.  They will need to be careful
not to recreate in a new guise the
current tax code’s clutter or,  worse
yet, create even more.

The IRS
Ø Operates from law and regulations filling a staggering 17,000 pages
Ø Has a work force of 112,000 and a $7.5 billion budget
Ø Has added 100 new tax forms in the last 10 years
Ø Is increasing the number of penalties it assesses: From 1980 to 1993 the figure vaulted 68 percent
Ø Causes individuals and businesses to spend an estimated $140 billion annually for tax compliance
Ø Is every taxpayer’s worst nightmare:  A little more than one percent of individual returns are audited each year
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GOP TARGETS STATE INCOME
TAX REFORM
Washington is not the only place
where tax simplification is getting
some play.  In Michigan, repre-
sentatives Willis Bullard (R-
Milford) and Charles Perricone
(R-Kalamazoo Township) have
proposed a significant state in-
come tax reform plan.

The two Republicans mean to
institute a more uniform, simple,
and equitable tax structure with
less administrative burden.  To
this end, they would reduce the
Michigan income tax rate from
4.4 to 4.1 percent and increase
personal exemptions by $100,
while downsizing the MI-1040 tax
form to 5 lines on a single page.

The rate reduction would be
completely offset by eliminating
$507 million in tax credits and
deductions.  Not all exemptions
would be scuttled, however.   To
ease the burden on the working
poor, the legislation initially
would exempt people at the pov-
erty level ($6,000 for individuals
and $12,000 for married couples)
from the income tax, and then
raise these amounts $1,000 a year
for individuals and $2,000 per
year for married couples for the
next four years.  Furthermore, the
proposal retains the homestead
property tax credit for citizens
who are aged 65 and older and
have no taxable income.

SCHOOLS OF CHOICE GET A PUSH
State Republican lawmakers, led
by Sen. Bill Schuette (R-Mid-
land), intend to introduce
schools-of-choice legislation.

The package would revise the
current statutes by allowing chil-
dren to attend any school in the
state, provided the receiving
school district is willing to accept
them.  Tax dollars would follow
students to their new districts, but
transportation costs to the new
school would be borne by the in-
dividuals.

Foes of choice oppose the leg-
islation, labeling it elitist and dis-
criminatory,  because districts
would not be obligated to accept
out-of-district students and pre-
sumably would opt to accept only
the brightest or most athletic ap-
plicants.

Supporters believe that al-
lowing choice will upgrade the
overall quality of education be-
cause academically unfit districts
will be penalized by losing rev-
enue.

Tim J. Vogus, a PSC research assistant, contributed to this issue of
the Economic Bulletin. Mr. Vogus is a student at Michigan State Uni-
versity, majoring in political economy and Spanish.

Unemployment Insurance Service, Division of Actuarial Services, U.S. Department
of Labor UI Data Summary 1st Quarter CY 95 (Washington D.C.: U.S. Government
Printing Office, 1995).
The unemployment insurance (UI) data summary, released quarterly, provides a numerical
overview of the current status of the UI system at both the state and national levels.
Included are trust fund balances, weeks claimed, seasonally adjusted total unemployment,
and regular benefits.  Data are supplemented by graphs and summary tables combining state
and national figures.  A glossary explains all terms relevant to the charts and tables.  To
order, call (202) 219-4630.

Congressional Budget Office (CBO) The Economic and Budget Outlook
(Washington D.C.: U.S. Government Printing Office, 1995).
This publication provides data and analysis about the current status in four general areas:
economic outlook, baseline budget outlook, Congressional budget resolution, and debt limits.
The economic outlook explains the slowdown for the first half of 1995, forecasts moderate
growth in 1995 and 1996, and  projects beyond 1996.  The budget outlook section reports
changes in the outlook since April and compares CBO and administration projections.  The
budget resolution section investigates the economic and budgetary implications of balancing
the budget.  The fourth section explains what the debt limit encompasses and the consequences
of not raising it.

U.S. Department of the Treasury, Internal Revenue Service The Statistics of
Income (SOI) Bulletin, Summer 1995.  Washington D.C.: U.S. Government Printing
Office.
The bulletin provides data and analysis of national, state, and historical information regarding
various types of tax returns.  This issue focuses on corporations, charities and other tax-
exempt organizations, and individual income tax rates and tax shares.  To order, call (202)
512-1800.P
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crease.  Combined, the July and
August collections swelled 13.3
percent as the SBT continued to
exceed estimates.

Adjusted cigarette tax collec-
tions increased 4.9 percent in
August and are down 16.2 per-
cent for the year (adjusted for
higher rate), compared with the
consensus estimate of a 19 per-
cent decline.  It now appears that
FY 1994–95 collections will ex-
ceed the estimate by $15–20 mil-
lion.

It now is estimated that FY
1994–95 general and school aid
revenue will exceed the May con-
sensus estimate by $75–100 mil-
lion.

The Senate Fiscal Agency
(SFA) is estimating that revenue

will exceed the estimate by $104
million, with general fund rev-
enue up about $150 (due mainly
to an increase of $130 million
from the SBT) but school aid rev-
enue down $50 million (due to
declines in the estimates for the
sales tax, the lottery, and the real
estate transfer tax).

The SFA also projects that
state revenue will exceed the con-
stitutional state tax limit by $229
million, which will trigger a tax
refund of that amount to be re-
turned to the taxpayers no later
than FY 1996–97.  To avoid ex-
ceeding the limit by more than 1
percent, which is the refund trig-
ger, FY 1994–95 revenue must be
reduced by about $45 million.

Percentage Percentage FY 1994–95
Change  Change Consensus Est. August

August 1995 from Yr. Ago FY-to-Date Base % Chg. 1994
August 1995 Tax Revenue Gross New Baseline (baseline) (baseline) (5/15/95) (baseline)

Income Tax
Withholding $385.1 –$30.9 $416.0 4.6%a 9.8% 8.8% $430.2
Quarterly 3.8 –0.2 4.0 5.3 8.4 3.8 3.8
Annual 8.1 –0.4 8.5 –19.0 27.6 13.9 10.5
Subtotal Gross Income Tax 397.0 –31.5 428.5 4.0a 10.9 8.7 444.5

Sales Tax 405.3 132.1 273.2 3.4 5.3 6.2 264.3
Use Tax 90.4 33.3 57.1 24.7 5.5 5.4 45.8
Cigarette Tax 50.9 33.9 17.0 4.9 –16.2 –19.0 16.2
SBT 230.9 –21.6 252.5 –4.8 17.8 9.4 265.3
Insurance 19.6 0.0 19.6 –9.7 5.5 3.0 21.7

Subtotal SBT + Insurance 250.5 –21.6 272.1 –5.2 16.2 8.9 287.0
State Education Property Tax 41.4 41.4 0.0 ---- ---- ---- 28.9
Real Estate Transfer Tax 11.3 11.3 0.0 ---- ---- ---- ----
Estate/Inheritance Tax 4.4 0.0 4.4 –32.3 54.4 36.8 6.5
Intangibles Tax 1.3 0.0 1.3 –13.3 7.2 6.1 1.5
Severance Tax 3.0 0.0 3.0 7.1 –10.4 –7.5 2.8
TOTAL 1,255.5 198.9 1,056.6 2.1a 9.7 7.6 1,068.6
S-U-W 880.8 134.5 746.3 5.4a 8.2 7.6 740.3
Sales Tax - SOS 70.6 23.6 47.0 9.3 4.2 ---- 43.0
Sales Tax - All Other 334.7 108.5 226.2 2.2 5.5 ---- 221.3

aThere was one less Friday this year than with last year, so August 1995 collections were increased by $34 million.
SOURCE:  Senate Fiscal Agency.

Revenue growth slowed in Au-
gust, but year-to-date collections
continue to run above the May
consensus estimate.  Income tax
withholding collections increased
an adjusted 4.6 percent, one of
the smallest gains of the year.

Sales tax collections were up
only 3.4 percent above the year-
ago level, but the volatile use tax
jumped 24.7 percent.

Single business tax collec-
tions declined 4.8 percent, par-
tially offsetting the large July in-

August 1995 Revenue Collections (preliminary month end DCCR, millions)


