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Ballot Proposals A and C: How Do You Spell Property Tax Relief? 

by Robert Kleine, Vice President and Senior Economist 
and Frances Spring, Senior Consultant for Economic and Tax Policy 

In November the voters will have the opportunity to vote on two property tax reliefproposals. One, 
Proposal A, places a limit on residential property assessments. The other, Proposal C, reduces school 
operating taxes and limits assessment increases on each parcel ofproperty; this measure is commonly 
called "Cut and Cap." There have been a number of analyses of the two property taxproposals.' We 
do not wish to plow the same ground; therefore, we are not including an exhaustive analysis of the 
measures' provisions. This paper will briefly describe Proposal A, but its focus will be Proposal C .  
The views of both sides on key questions about Proposal Care presented, followed by our view on each 
question. A key section of the paper is an analysis of the distributive effects of Proposal C,  using 
estimates that we developed of the amount of tax relief it would provide to residents of every school 
district in the state. 

c PROPOSAL A 
Proposal A contains three provisions. 

It would limit annual assessment increases on homestead parcels (excluding second homes) to 5 
percent or the rate of inflation, whichever is less. The property would be assessed at 50 percent of 
market value when sold. 

The "Headlee" property tax limitation would be modified. Currenily, the millage rate in a jurisdiction 
must be rolled back if the increase in assessments on all property, excluding new and improved 
property, exceeds the rate of inflation. Under Proposal A the rollback would be calculated separately 
for two (or perhaps three) classes of property: (1) residential2 and agricultural and (2) all other. 

In 1993 only, the allowable increase in property tax assessments would be the combined increase in 
inflation for 1991 and 1992, rather than the one year currently allowed by the Headlee amendment. 

In our opinion, this is a relatively harmless proposal, although it raises some interesting administrative, 
legal, and equity questions. The main advantages of the proposal are that 

1 See Scott Schragcr, Cut and Cap Property Tax Plan, HouseTaxation Committeememo, September 11,1992; Patrick Anderson, 
Ana1y.si.s ofPropo.su1.s on the 1992 Ballot, Mackinac Center, September 1992; Ruth Beier, An Analysis of Two Property Tax 
Ballot 13roposals, Institute for I'ublic Policy and Social Kcsearch, Michigan State University, August 1992; Jay Wortley and 
George Townc, Property Tax Refbrm Proposals in Michigan, Senate Fiscal Agency, July 8, 1992; and Citizens Research 

L Council, State Ballol Proposals A and C-Proposed Property Tux Amendmenls, Council Comments #1012, Scptcmber 1992. 

2 The assessment limit applies only to  he principal residence, not to second homes and resort property. 



for local taxing units, revenue losses would be minimal because assessments in most jurisdictions 
are likcly to increase less than 5 pcrcent (excluding new and improved property) for the next few 
years; 

- for locals, the change in the Headlec amendment provisions would reduce millage rollbacks in 1993; 
and 

for taxpayers, dividing property into two (or three) classes would increase the chance of millage 
rollbacks on homestead property. 

The main disadvantages of the proposal are that 

the proposal would provide little tax rclief for homeowners except in periods of high inflation; 

the proposal would create two (or three) classes of property, all being taxed at dificrcnt millagc rates; 
and 

millage rates on business property could fall below millage rates on residential and agricultural 
property because commercial and industrial assessments would not be capped, increasing the 
likelihood of Headlee millage rollbacks, whereas the cap on residential and agricultural property 
largely would eliminate rollbacks on this property. 

Local govemrncnts would be hard pressed to fund services during periods of high inflation. 

PROPOSAL C 

Proposal C, also known as Cut and Cap, contains three provisions. 

It would reduce school operating taxes by 30 percent. The reduction would be phased in over five 
years, beginning in 1993 and reaching full implementation in 1997. 

It would cap annual assessment increases for every parcel of property at 3 pcrcent or the rate of 
inflation, whichcvcr is lcss. 

It would guarantee that schools will be reimbursed for lost revenue from the 30 percent cut. (No 
rcimburscmcnt is promised to schools or local governments for revenues lost as a rcsult of thc 
assessment cap.) 

On the surface Proposal C appears very simple, but it raises a number of complex questions. 

Who Would Benefit from Cut and Cap? 

Proponents of Proposal C argue Lhal it would givc all homcowners across-the-board tax relief and that 
most also would bcncfit from thc asscssmcnt cap (only thosc whose assessments incrcase lcss than 3 perccnl 
each year would not). 

Cut and Cap opponents claim that most of the cut would go to businesses and owners of expensive homes. 
Furthermore, thcy maintain that the cap gcncrally would most help affluent homcowners in fast-growing 
suburban arcas while doing littlc for homcowners in slow-growing central cities. They also point out that 
most senior citizens and renters would rcccivc no relief, and first-time homcowncrs would be losers rclativc 
to persons who currently own a home and remain in it for the average length of time. Scott Schrager, in a 
staff memo lo lhc Michigan House of Representatives Taxation Committee, a r p e s  that owners of waterfront 
property and propcrty in ncighborhoods with increasing market values would be winners, and owners of  
property in ncighborhoods with slower market growth would be losers. He also points out that the asscssmcnt 
limit likely would transfer the tax burden to business property, pa~~icularly industrial propcrty. This occurs 
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because business property assessments tend to increase less rapidly than other property assessments, thus 
they are less affected by a cap. 

In addition, the benefit business taxpayers currenlly reap from Headlee millage rollbacks, even though 
their own assessment increases generally do not exceed the rate of inflation, would diminish, because if Cut 
and Cap passes, rollbacks under the Headlee amendment would not occur very often. 

Our analysis indicates that in 1996-97, $1,662 million, or 45.3 percent of the relief, will accrue to the 
richest 10 percent of the school districts (based on adjusted gross income per household), while the poorest 
50 percent of the districts will receive only 13.9 percent of the relief (see Exhibit 1). We do not have total 
population numbers for each school district, but we do know the number of pupils. While the richest 10 

Income 
Decilea 1993-94 

School Operating Tax Relief 
1 $341.6 

152.0 

EXHIBIT 1 

Gross Tax Relief Under the "Cut and Cap" Ballot Proposal, 
By Income Deciles, FY 1993-94 to FY 1997-98 

(dollars in millions) 

Total 
Local Tax Relief 

1 
2 
3 
4 
5 
6 
7 
8 
9 
10 

Total 
Total Tax H elieJ 

1 

Total 

SOURCES: Estima~es by I'ubl~c Sector Consullants, Inc., based on data provided by the Michigan departments of Education and Treasury. 

NOSII: These estimates assume no millage rollbacks or millage increases. 
'Income dccilcs are listed from highest income levels ( I )  to lowest income levels (10). Income is measured by the average adjusted gross 
income in cach school district. 'here arc between 55 and 57 districts in cach decilc. 
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percent or  the districts receive 45.3 percent of the relief, they have only 16.9 percent of the students (see 
Exhibit 2). The poorest 50 percent of the districts have 39.8 percenl of the students but receive only 13.9 
percent of the relief. (Some examples of specific districts in each income decile are shown in Exhibit 3.) 

Unfortunately, we do not have the data needed to calculate the reduction in state property tax credits in 
each district. This calculation likely would skew the distribution even more in favor of the richer districts, 
as the credits are bascd on income, and higher income districts receive a proportionately smaller amount of 
credits than do poorer districts. Therefore, the richer dislricts will experience a smaller reduction in state tax 
credits than poorer districts, increasing their share of the net tax relief. This would be offset somewhat by 
the reduction in federal deductions claimed (as property taxes are deductible for federal tax purposes), which 
would increase federal tax payments. This increase in federal taxes would be greater in richer districts, where 
taxpayers are more likely to itemize deductions and also pay a higher marginal tax rate than in poorer districts. 
However, the loss of state tax credits will bc several times larger than the increase in federal income taxes. 

How one would be affected by the tax relief measures depends on age, income, federal tax bracket, total 
and school millage rates, value of home, and assessment growth. Exhibits 4, 5, and 6 present examples of 
the amount of property tax relief that would be realized by middle-income, high-income, and senior citizen 
households; it is assumed that household income, home value, and federal tax bracket differ for each but that 
assessment growth, income growth, and inflation are the same. The gross amount of relief is shown as is net 
relief after state property tax credits are lost and federal income tax deductions are considered. (Note: These 
examples will overstate relief for households in slow-growth localities and understate relief for households 
in fast-growth areas.) 

It is clear from the examples that Proposal C would provide more relief to high-income homcowncrs than 
to middle- or low-income homeowners. For example, in a district levying 58 mills, a homeowner living in 
a $200,000 home with a $100,000 annual income (in 1991) would receive net relief in 1997 of $1,413, or 

EXHIBIT 2 

Percentage of Total Property Taxes, Credits, SEV, and Enrollment in Income Deciles 

I n c o m e  
Decilca 

Percentage of 

Total SEV Total Cred i t s  Total  Taxes  
Enro l lment  (1997-98) (1 990) (1990-91) 

16.97" 36.9% 25.3% 28.2% 
11.9 16.2 16.3 14.7 
11.3 12.8 13.5 13.1 
10.9 7.8 12.0 9.4 
9.2 6.4 7.8 7.2 

10.1 6.3 8.7 8.7 
5.6 3.4 4.3 3.9 

16.9 5.9 8.1 9.8 
4.6 2.6 2.6 3.1 
2.6 1.7 1.4 1.9 

C r e d i t s  as a 
Percen tage  x Total Taxes 

8.4% 
10.4 
9.6 

11.9 
10.1 

9.4 
10.4 
7.7 
7.7 
7.0 

SOUR<X: Calculations by I'ubGc Sector Consultants, Inc., based on data from the office of Iievenue and l a x  Analysis, Michigan 1)cpartmcnt 
of Treasury (1992). and Michigan 1)cpartment of Education. 

'Income decilcs are listed from highest income levels ( I)  to lowest levels (10). Income is measured by the average adjusted gross income in 
each school district. There are between 55 and 57 districts in each decile. 
h<:omputed as total credits in cach dwile divided by total taxes in cach dccile. 
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Income 
Decile 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

EXHIBIT 3 

Property Tax Relief and Other Selected Data for the High SEV and Median Income District Within Each Income Decile 

Sort Criteria District 

IIigh SEV 
 median AGI 

IIigh SEV 
Median AGI 

High SEV 
Median AGI 

High SEV 
Median AGI 

High SEV 
Median AGI 

High SEV 
Median AGI 

High SEV 
Median AGI 

High SEV 
Median AGI 

IIigh SEV 
Median AGI 

High SEV 
Median AGI 

Statewide Averagc/Total 

Ann Arbor 
Pineview 

Dearbom City 
Berlin h p .  #3 

Warren 
Plainwell 

Grand Rapids City 
Fowlewille 

Port Huron 
Marquette City 

Lansing 
Lawrence 

Battle Creek 
Concord 

Detroit 
O s c d a  

Muskegon 
Pine Iliver 

IIoughton Lake 
I3lsworth 

Enrollment 

14,347 
103 

13,263 
46 

13,830 
2,689 

31,170 
2,561 

13,472 
5,020 

23,164 
789 

9,396 
970 

181,032 
3,482 

7,910 
1,400 

1,990 
280 

1,668,787 

Gross Property Tax Relief 1997-98 Re- 
School Operating Local lief as a Per- 

SEV 
(in millions) 

$2,920.2 
11 .0 

2.668.7 
4.2 

2,563.5 

2,022.2 
128.5 

666.9 
377.1 

1,481.2 
38.6 

421.2 
45.2 

5,382.3 
240.9 

341.0 
86.1 

250.5 
26.8 

SOURCE: Calculations by Public Sector Consultants, Inc., based on data from the ~Michigan Department of Treasury. 

'Adjusted gross income. 
NA: not applicable. 

centage of 
1991 Taxes 

60.2% 
22.2 

45.2 
29.2 

30.3 
25.8 

31.3 
40.5 

26.0 
83.6 

19.0 
35.8 

18.7 
19.5 

13.8 
30.0 

25.7 
22.8 

23.8 
27.5 

41.6% 



EXHIBIT 4 

Proposals A and C: Effect of Tax on a Middle-Income Homeowner, Selected Millage Rates, 1992-97 

Under Proposal A 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal C 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal A 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal C 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent rcduction 

Under I'roposal A 
Gross reduction 
Less: 

State tax crcdit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under P r o ~ ~ o ~ a l  C 
Gross rcduction 
Less: 

State tax crcdit 
Federal tax dcduction 

Nct tax cut 
Pcrcent rcduction 

Example 1: School Mills=42, Total M i l k 7 0  

Example 2: School Mi lk36 ,  Total MiIls=58 

0 108 184 265 
0 11 18 26 

$0 $62 $104 $150 
0.0% 2.9% 4.6% 6.3% 

Example 3: Schtx)l M i l k 2 8 ,  Total Mills=48 

ASSUMIyI'LONS: Income (1991)=$35,000; home value (1991)=$70,000; federal tax brackct=15 pcrcent; SliV growth=6.5 percent in 1992 
(if not frozm) and 5.5 perccnt rhcrcaltcr (if not limited); income growth=5 percent; inllation=4 pcrcent. 

SOUIICli: I'ublic Sccror Consultants. Inc. 

I r a  
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EXHIBIT 5 

Proposals A and C: Effect of Tax on a High-Income Homeowner, Selected Millage Rates, 1992-97 

Under l'roposal A 
Gross reduction 
Less: 

State tax credit 
Fedcral tax deduction 

Net tax cut 
Percent reduction 

Under Proposal C 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal A 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal C 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal A 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal C 
Gross reduction 
Less: 

State tax credit 
Fedcral tax dcduclion 

Net tax cut 
Percent rctluction 

Example 1: School Milk42, Total Mills=7O 

Example 2: Schoc 

Example 3: School Mills=28, Total Mills=48 

ASSIJMIYI'IONS: Income (1991)=$100,000; home value (1991)=$200.000; federal tax bracket=33 percent; SEV growh=6.5 percent in 1992 
(if not frwcn) and 5.5 percent thereafter (if not limited); income growth=5 percent; inflation=4 percent. 

SOURCli: Public Sector Consultants, Inc. 

m m  
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EXHIBIT 6 

Proposals A and C: Effect of Tax on a Senior Citizen Homeowner. Selected Millage Rates, 1992-97 

Under Proposal A 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Perccnt reduction 

Under Proposal C 
Gross reduction 
Less: 

State tax' credit 
Federal tax deduction 

Net tax cut 
Percent reduction 

Under Proposal A 
Gross reducdon 
Less: 

State tax crcdit 
Federal tax deduction 

Net tax cut 
Percent rcduction 

Under Proposal C 
Gross reduction 
Less: 

State tax credit 
Federal tax deduction 

Net tax cut 
Percent rcduction 

Under Proposal A 
Gross rcduction 
Less: 

Slate tax  edit 
Fcdcral tax deduction 

Net tax cut 
Percent reduction 

Under Proposal C 
Gross rcduction 
Less: 

State tax credit 
Federal tax dcduction 

Net tax cut 
Percent rcduction 

Example 1: School Mills=42, Total M i l k 7 0  

0 0 0 0 
0 0 0 0 

$0 S228 $387 $558 
0.0% 8.2% 13.2% 18.190 

Example 2: School M i l k 3 6 ,  Total Mills=58 

0 0 0 0 
0 0 0 0 

SO $193 5328 $472 
0.0% 8.4% 13.5% 18.5% 

Example 3: School .MiIIs=28, Total &lilIs=48 

ASSIJMPIlONS: Incane (1 99 1)=$20,000; home value (199 1)=$75,M)0: federal tax bracket=O percent; SIiV growlh=6.5 pcrcent in 1992 (if 
not frozen) and 5.5 pcrcent thereafter (if not limited); income g rowk5  percent; inflation=4 percent. 

SOURCE: Public Sector Consultants. Inc. 
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18.6 percent of hisher gross property tax bill. In the same district, a homeowner living in a $70,000 home 
and earning $35,000 annually (in 1991) would receive net relief of $251, or 9.5 percent of hisher gross 
property tax bill. However, the latter homeowner also will receive a state tax credit of $164, while the 
higher-income person is not eligible for the credit. 

Only senior citizens currently receiving the maximum homestead credit and those seniors whose incomes 
exceed $73,650 would receive any benefit from proposal c . ~  As shown in Exhibit 6, in a district levying a 
total of 58 mills, a senior citizen homeowner living in a $75,000 home and earning $20,000 annually would 
receive tax relief of $705 (in 1997), or 24.8 percent of income. However, a senior citizen living in a 48 mill 
district would receive no net relief until 1995, because the reduction in property taxes would be offset by a 
reduction in the state credit. 

What Would Be the Effect on State and Local Budgets? 

Proposal C proponents argue that there will be sufficient growth in state revenue to cover thc obligation 
the measure would put on state government to reimburse schools for the 30 percent cut, although they 
generally concede that a vote for Cut and Cap amounts to a vote to downsize state government. On the local 
side, Patrick Anderson, in a report prepared for the Mackinac Center, argues that locals would enjoy strong 
revenue growth despite the cap because (1) the cap would reduce Headlee rollbacks, allowing higher millage 
rates; (2) tax capitalization would generate a large increase in property values, increasing SEV when property 
is sold; (3) revenue growth will exceed inflation because of the addition of new and improved property, the 
assessment of which would not be capped; and (4) voters still would be able to vote higher millage rates. 
(An additional factor is that assessments would be allowed to increase to 50 percent of market value when 
property is sold.) 

Opponents of Cut and Cap argue that it would strain both state and local government budgets. Ruth 
Beier, in an analysis prepared for the Michigan State University Institute for Public Policy and Social 
Research, argues that assessment limits without reimbursement put undue strain on areas experiencing 
economic growth because SEV grows faster in such areas than in stagnant areas; moreover, those areas also 
tend to have growing populations and may have trouble keeping up with the infrastructure improvements 
needed to support the business activity and increased population. Beier concludes that Michigan residents 
most likely would experience a reduction in municipal services and a decline in the quality of existing local 
infrastructure. 

Schrager argues that local governments could be hurt for another reason. Article IX, Section 30 of the 
state constitution requires that 41.6 percent of state spending from state sources be allocated to local 
governments, and there is debatc about whether the state currently is in compliance. Because the reimbur- 
sement to school districts for their revenue loss would be considered state spending for local governments, 
under Proposal C the state definitely would be well above the required 41.6 percent and could reduce other 
payments to local governments"without violating the Section 30 rcquirement. 

The magnitude of the effect of Cut and Cap on the state budget depends in large part on how fast state 
revenue increases. Proposal opponents argue that recent trends indicate that revenue growth is likely to be 
slow and point out that there also is upward pressure on state spending, particularly for health care and 
retirement costs. They argue that if Proposal C passes, significant cuts in some state programs will be required 
unless additional revenues are raised. 

Our view is that Cut and Cap would strain government budgets, particularly at the state level. Although 
most local Laxing units would not suffer much pain as long as the rate of inflation remains low (and we expect 

3 Thc crcdit would phasc out at income levels of $73,650 to $83,650; for each $1,000 increase in income (above $73,650), the 
credit would bc reduced 10 percent. 

- 1  
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it to avcragc 3-4 pcrcent over the next few ycars), if it ever were to increase to the double digit levels of the 
late 1970s and carly 1980s, the cap would become almost intolerable. Even in a period of low inflation, some 
local units would be forced to tighten their belts, particularly out-of-formula school districts in such high 
growth arcas as Oakland and Washtenaw counties. (Out of formula means that a district raiscs more money 
locally than thc state guarantees to provide pcr pupil; such districts receive no per-pupil funding under the 
statc school aid formula.) We have calculated that the 3 percent cap actually would limit assessment growth 
to about 2.5 pcrccnt (plus new property), because some properties will grow less than 3 percent, pulling down 
the average growth rate. However, with the approval of their voters many of these districts could raise millagc 
rates. Only districts up against the 50-mill limit imposed by the state constitution would be prevented from 
raising additional revenue. (The total gross cost to local governments of the Cut and Cap proposal is 
summarized in Exhibit 7.) Thcsc numbers assume no millage rollbacks in 1993-94. However, it is likely 
that ratcs will be rolled back in many jurisdictions, as assessments will increase an average of about 10 percent 
and inflation is cxpcctcd to increase only 3.5 percent. 

EXHIBIT 7 

Estimated Gross Tax Relief Under the "Cut and Cap" Proposal, FYs 1993-94 to 1997-98 
(dollars in millions) 

Properly Values 
Estimated SEV 
"Capped" SEV 

Effect on School Operating Revenues 
School revenues without relief 
Relief attributable to the "cap" 
Relief attributable to the "cut" 
Relief attributable to "cut and cap" 

Effect on Local Revenues 
Local revenues wi~hout relief 
Local tax relief from "cap" 

EfJect on Total Revenues 
Total revenues without relief 
Total tax relief from "cap" 
Total tax relief from "cut" 
Total tax rel~ef from "cut and cap" 

SOURCI<: Estimates by Public Sector Consultants, Inc., hased on data from the hbchigan Depament  of Treasury. 

Xo'l ' l~: These csdmatcs assume no millage rollbacks or millage increases. 

I f  millages arc rolled back in half the districts, the FY 1993-94 cost will be reduced by about $300 million, 
and the FY 1997-98 cost will be about $350 million less. At the same time, this would reduce thc cost to the 
statc by about $100 million. 

It is also possiblc that local govemmcnts would be forced to raisc millage ratcs, which would increase 
thc cost of the cap. I-Iowcvcr, the cost to the statc would no1 increase because rcimbursment is based on 1991 
millagc rates. 

The cSfcct on the state budget would bc more severe than that on most local govemmcnts. As shown in 
Exhibit 8, we estimate that the required reimbursement of school districts would lake about 92 percent of the 
cxpcctcd incrcasc in state revenues in FY 1993-94 and about 50 percent in the following four ycars. Even 
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ifProposa1 C is not approved we project a potential budget deficit of more than $850 million in FY 1993-94. 
Adding the cost of Cut and Cap would increase the deficit to nearly $1.3 billion, or more than 10 percent of 
general fundlgeneral purpose and school aid fund revenue. (See Exhibit 9.) This may not seem too much to 
cut from the budgct, but it is made more difficult by the large reductions already taken in the last few years. 
Most of the "easy" cuts have been made. Additional cuts will bc more painful and politically unpopular, 
becausc over 75 percent of the budget is allocated to education, social services, health, and corrections (see 
Exhibit 10). When fully phased in, in 1997-98, the proposal will cost the state about $1.4 billion. 

Should Property Taxes Be Reduced? 

Both sidcs of the proposals A and C debates agree that Michlgan property taxes are too high. The evidence 
on this point is clear. FY 1989-90 propcrty taxes in Michigan were 4.7 percent of Michigan personal income, 
32.2 percent above the national average and 1 lth highest among all states. (See Exhibit 11.) Property taxes 
in Michigan are the highest in the Great Lakes region and 58.7 percent higher than in Indiana, which has the 
lowest taxes in the region. It must be kept in mind, however, that these numbers do not reflect the Michigan 
homestead property tax credit, which is the most generous in the nation. The homestead credit program 
annually rebatcs more than $800 million to homeowners and renters, which amounts to 15-1 6 percent of total 

EXHIBIT 8 

Effect of Cut and Cap Proposal on State Budget, FY 1992-93 to FY 1997-98 
(dollars in millions) 

Cost of Cut and 
GFICP and SAFa Cap to State Percentage of Rev- 

Fiscal Year Revenue Dollar Increase Government Dollar Increase enue Growth 
1992-93 S9.925 $525 SO $0 0.0% 
1993-94 10,375 450 416 416 92.4 
1994-95 10,850 475 652 236 49.7 
1995-96 11,350 500 916 264 52.8 
1996-97 11,900 550 1,210 294 53.5 
1997-98 12,475 575 1,500 290 50.4 

SOURCES: Public Sector Consultants, lnc., and Senate Fiscal Agency. 

NOTE: The cost of Cut and Cap assumes no reimbursements to general local governments for the 30 percent property tax cut and no 
reimbursement to general governments or schools for the 3 percent cap. 
"GF/GP=General fundlgeneral purpose. SAF=School Aid Fund. 

EXHIBIT 9 

Projected Budget Balances (dollars in millions) 

Beginning balance 
Baseline revenue 
One-time revenue 
Tax reduction 

Subtotal 

Initial a propriations 
~hortfai--school aid revenue 
Supplementals 
Potential su plemcntaIs/overcx~~:nditures 
~cductionspad~ustmcnts 
Medicaid--Replace hospilal voluntary contributions 

Subtotal 

Cost of Cut and Cap 
Year-end balance 

SOURCE: Public Sector Consuliants, Inc. 

I I w a  Public Sector Consultants, Inc 



EXHIBIT 10 

Distribution of State Expenditures from State Sources (Excluding Transportation), FY 1992-93 
(dollars in millions) 

Category 
School aidhetirement 
Social services 
Higher education 
Health 
Revenue sharing 
Corrections 
General government 
Regulatory 
Safety and defense 
Other (includes capital outlay) 

Amount 
$3,358.8 
2,260.5 
1,601.1 
1,164.0 
1.050.4 

954.6 
783.5 
337.0 
278.8 
458.0 

Percentage of Total 

Total $12,306.7 100.0% 

SOURCE: Calculations by Public Sector Consultants, Inc., from data provided by the Senate Fiscal Agency. 

EXHIBIT 11 

State-Local Property Tax per $1,000 Personal Income, FY 1989-90 

Sew York (8) 
Yew Jerrey 

MICHIGAS (1 1) 
Wisconsin 

Texas 
Minnesota 

Illinois 
Massachusetts 

US.  AVERAGE 
Florida 

Ohio 
Califonlia 

Indiana 
Korth Carolina (40) 

SOURCE: U.S. Bureau of the Census, Government Finances in 1989-90. 

NOTE: Stale-impset1 propelty levies are the utility property tax, the intangibles tax, and inheritance taxes 

residential and agricul~ural property taxes levied in the stale. There are no data available comparing states 
on their actual tax burden (levy minus rebate), but if thcre were, Michigan's rank likely would improve, 
although the slate would slill be in the heavicst taxing twenty. It also should bc noted that in the last few 
years thc property tax burden in Michigan has fallen relative to other stares. (See Exhibit 12). 

The passage of Cut and Cap would bring Michigan property taxes in line with other states. If in FY 
1989-go Michigan property taxes had been reduced 30 perccnt, thcy would have been 3.67 pcrcent of personal 
income, only 5.6 perccnt above the national avcragc, ranking Michigan 22d among the states, and the state's 
posilion would havc iniprovcd thcreaftcr duc to the 3 pcrccnt cap on assessment increases. 

Would Proposal C Cause Other Taxes to Go Up? 

Proposal C proponcnls claim that the measure would notneccssitatc a tax increase, and Gov. John Englcr 
has promised not to increase taxes to implemcnl it. The administralion's intention is to dcdicatc 50 percent 
ol'the growth in the slate budget over the next five years to pay for the cost of reimbursing school districts. 

1 I W m  Public Sector Consultants, Inc 



EXHIBIT 12 

State-Local Property l'ax as a Percentage of Personal Income, Michigan and U.S. Average, 1970-90 

SOURCE: US.  Bureau of the Census. Government Finances in 1989-90. 

NOTE: State-imposed property levies are the utility property tax, the intangibles tax, and inheritance taxes. 

This will put tremendous pressure on the state budget, however, and the opponents of the proposal claim that 
a tax increase will be needed. 

Our view is that the passage of Cut and Cap would force state tax increases within two years, as well as 
increases in local millage rates. We expcct that the state hikes would not come in the income or single business 
levies, but rather in higher tobacco and liquor taxes, an extension of the sales tax to certain services such as 
amusements, and the elimination of tax "expenditures," such as industrial property tax abatements. 

What Would Be the Effect on the Economy? 

Cut and Cap proponents argue that reducing property taxes would stimulate the economy by increasing 
individuals' disposable income, increasing housing values, and making Michigan a more attractive location 
for business. Mackinac Center spokesman Anderson estimates that disposable personal income would 
increase by $2 billion (about one percent of total income by 1997) and that property values would increase 
$19.4 billion by 1997 (4.7 percent of total property values) due to tax capitalization.4 

Opponents argue that the stimulative effects of lower property taxes would be largely offset by the 
reduction in government spending or the expected increase in taxes. In addition, the bite taken by federal 
income taxes would increase because of reduced dcductions for property taxes. Schrager estimates that 
federal income taxes for individuals and business would increase $154.4 million in 1993 and $476.7 million 
in 1997 and that Michigan homeowners would lose an estimated $155 million in state property tax credits in 
FY 1993-94 and $531 million in FY 1997-98. These losses would reduce total tax relief to an estimated 
$648 million in 1993 and $2.1 billion in 1997. 

Our view is that Cut and Cap will have a very small positive effect on the economy. The net tax reduction 
of about $3 billion (1998) would amount only to an estimated 7.5 percent of total statc and local taxes and 
about 1.5 percent of estimaled Michigan personal income. Some of this small stimulus would be offset by a 
decline in government spending, which can be a morc effective stimulus to the economy than a rax cut. In 

4 I'roperty taxes are rcflcctcd in the price of housing. As property taxes fall, demand for housing increases and housing values 
rise. 
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addition, we expect that the passage of Cut and Cap, when combined with slow economic growth and 
escalating costs for health care and retircmcnt, would force an increase in state taxcs and local millage rates, 
further offsetting thc stimulus from the property tax cut. 

The major stimulative cfkcts could come from reduced taxes on busincss, which should cncouragc some 
additional investment and malic Michigan a slightly more attractive busincss location. 

Is the Assessment Cap Equitable? 

Both sides agree that the asscssment cap is not cquitable. Because property would be reassessed at market 
valuc only at the time of sale, owners of similar homes would pay a different amount of taxes for the same 
level of public services. As shown in Exhibit 13, the difference can become substantial aftcr several years. 
The cxamplc shows what happens in the year 2000 to two identical homcs valued at $100,000 in 1992, 
assuming thc 3 percent cap and an annual increase in market values of 6 percent. If onc home is not sold and 
thus remains undcr the cap, in 2000 the owner would pay property taxes of $3,800 (assuming 60  mills); if 
the other home is sold in 2000, the new owner must pay $4,782 because the assessment was adjusted at sale 
to reflect its true market value. (This difference would be reduced for those who itemize federal deductions 
and for those who are eligible for the state homestead property tax credit). Although the U.S. Supreme Court 
has ruled that this disparity is constitutional (Nordlinger v. Hahn), it is certainly not fair. 

EXHIBIT 13 

Effect of Assessment Cap in Proposal C, 1992-2000 

Home Assessment 

Year Cap No Cap 

1992 $100,000 $100,000 
1993 103,000 106,000 
1994 106,090 112,360 
1995 109,273 119,102 
1996 112,551 126,248 
1997 115,927 133.823 
1998 119,405 141,852 
1999 122,987 150,363 

2000 126,677 159,385 

SOURCE: I 'u~JJL SCLLOT Consultants, Inc. 

Taxes Paid 

Cap No Cap 

$3,000 $3,000 
3,090 3,180 
3,183 3.371 
3,278 3,573 
3,377 3,787 

3,478 4,015 
3,582 4,256 
3,690 4,511 

3,800 4,782 

What Happens to School Finance Reform? 

Cut and Cap proponents argue that the two issues-property tax relief and school finance refom-should 
be kept scparatc. Their view is that once school property taxes are reduced, changes can be madc in how 
schools arc financed. 

Opponents claim that passage of Proposal C would end any chance of school finance reform. Schrager 
argues that Cut and Cap is, in a scnse, a school finance plan because it would reimburse school districts for 
the reduction in their propcrty taxcs. Had the 30 percent reduction been in effect in FY 1991-92, the state 
would havc rcimburscd school districts $1.525 billion; more than half-$780 million-would havc gonc to 
out-of-formula districts, which educate only about 30 perccnt of the state's students. Out-of-formula districts 
would havc rcccived $1,557 per pupil, compared to $636 for in-formula districts, fu'urthcr extcnding the 
financial gap bctwccn the "have-more" and the "have-less" districts. 
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Our view is that passage of Cut and Cap would delay school finance reform for several years. First, some 
of the pressure for school finance reform comes from those wanting to reduce the property tax burden, and 
that pressure largely would be gone. Second, the state budget would be so tight that it would dominate 
legislative attention for the ncxt few years. Third, any tax increases enacted would be needed to finance 
current state services, and thcre would be no money available to improve the equity of the school finance 
system. 

Should You Vote for Cut and Cap? 

Whether one votes for or against Proposal C probably will come down to individual circumstance. If 
you arc a renter, a scnior citizen, or a person who values services from state and local government, it probably 
is in your interest to vote "no." If your income is more than $73,650 annually or you own a business or live 
in a high tax area or one where assessments are increasing at a fast rate, it probably is in your interest to vote 
"yes." 

The issue should not be whether you trust government, as it often is on these typcs of proposals. If you 
want your property taxes lowered and would like to reduce the size of government, vote "yes." (But keep in 
mind that although the proposal would not increase or impose other levies, there is no guarantee that state 
and local taxing units will not increase taxes to cover their lost revenue.) If you think that the relief is targeted 
to the wrong groups and would like government to maintain the current level of services or even provide 
more, you should vote "no." 

Is There A Better Approach? 

We bclievc thcre is a better way to reduce property taxes. As we said in September 1991 ("Properly Tax 
Relief Revisited"), we favor a gradual reduction in school millage rates and a temporary forgiveness in 
assessment increases. We also believe that property tax relief should be tied to school finance reform and 
that any tax relief should be financed by a combination of modest budget cuts, tax increases (such as the 
extension of the sales tax to services), and elimination of certain tax expenditures (such as industrial tax 
abatements). 
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