
September revenue collections (August activity) were weak. Personal income tax withholding increased only 1.4 
percent above the year-ago level, after a strong increase last month. However, the 4.8 percent increase for the past 
three months is more indicative than the September figures of the current level of economic activity. Sales tax collections 
increased only 2.5 percent, down sharply from the 6.9 percent increase in August. Single business tax collections fell 
12.9 percent in September and, with one month's collections to go to finish the 1986-87 fiscal year, year-to-date collections 
are almost 2 percent below the year-ago level. Some of this weakness is a result of one-time payments received under 
the amnesty tax program last year. Although lottery sales have perked up in recent months-sales for the past three 
months are 11.9 percent above the year-ago period - lottery revenue allocated to the school aid fund will still Fall about 
I percent below FY 1985-86 revenue. 

In last month's Revenue Report we estimated that FY 1986-87 revenue would fall $50 million short of current 
Department of Management and Budget (DMB) estimates. In its September report to the legislature, the DMB projected 
a year-end balance of 5837.5 million, down $5 million from the August estimate. The DMB made sharp downward revisions 
in estimates for the single business tax, sales tax, and interest earned on investments. However, these revisions were 
more than offset by upward revisions in the estimate for personal income tax quarterly and annual payments and a 
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reduction in income pax refunds. The DMB estimates for the sales tax and personal income tax withholding are still 
too high, but because of sharply lower income tax refunds, the year-end balance should be close to zero, without further 
adjustments. J 

Month ly  Focus: Interes t  R a t e s  

One of the more dramatic economic events of the last few months has been the sharp run-up in interest rates. 
Although interest rates tend to rise in the latter stages of the business cycle, the size of the increase caught most economic 
forecasters by surprise; the consensus had been that the sluggish economy and relatively low rates of inflation would 
keep interest rates down. However, signs that inflation may be reawakening and the failure of the trade deficit to improve 
very much prompted the Federal Reserve Board to tighten the money supply. The money supply (MI)  increased at 
an annual rate of almost 15 percent from December 1985 to April 1987, but it has declined about 1.5 percent in the 
past four months (mid-May to mid-September). 

As indicated in Table 2, long-term interest rates, as measured by corporate AAA bonds, increased from an average 
of 8.4 percent in March to 10.4 percent in the week ending October 9, the highest rate since November 1985. Short- 
term interest rates, as measured by three-month treasury bills, increased from an average of 5.6 percent in March to 
6.6 percent in the week ending October 9. The Federal Reserve Board increased the discount rate (the rate charged 
on loans to member banks) from 5.5 percent to 6 percent in September, the first increase since early 1984 and only 
the second since mid-1981. The increase followed market forces rather than led them; another increase is possible. 

The increase in interest rates has already dampened housing activity-private housing starts nationwide are now 
running about 200,000 units below the 1986 level, has frightened stock market investors as evidenced by the sharp 
drop in the stock market in recent weeks, and is likely to have a negative effect on consumer spending in the near 
future. A positive note is that interest rates appear to be leveling off and are likely to stabilize or decline modestly 
over the next few months, if the Federal Reserve Board does not tighten credit further. 

Table 2. Selected Interest Rates, 1981 -October 198 7 
Corporate Three-Month Discount 

Month/Year AAA Bonds Treasury Bills Rate 

I981 14.2 14.0 13.4 
I982 13.8 10.7 1 1.0 
1985 12.0 8.6 8.5 
1984 12.7 9.6 8.8 
1985 11.4 7.5 7.7 
1986 9.0 6.0 6.5 
1 /87 8.4 5.5 5.5 
2/87 8.4 5.6 5.5 
3/87 8.4 5.6 5.5 
4/87 8.9 5.8 5.5 
5/87 9.3 5.8 5.5 
6/87 9.3 5.7 5.5 
7/87 9.4 5.8 5.5 
8/87 9.7 6.0 5.5 
9/87 10.2 6.4 6.0 

Week Ending 
10/9/87 10.4 6.6 ( 3 . 0  
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