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September’s motor vehicle
sales increased 6.0 percent
from the year-ago level, as

GM sales returned to near
nomal following the summer strikes. However,
Japanese manufacturers still may be benefit-
ing from the strikes: Their salesrose 13.1 per-
cent, and their market share was 23.2 percent
in September (down from August’s 30.8 per-
cent but up from 21.8 percent a year ago).
Passenger car sales perked up, increasing 2.5
percent above the year-ago level, the firsthike
since June. Asusual, light truck sales led the
recovery, jumping 10.4 percent from the year-
agolevel. The current pace of light motor ve-
hicle sales suggests that sales will be 15.4 mil-
lion units in 1998.
€ Intwocutsof 0.25 percent each, the Fed-
eral Reserve Board has cutinterest rates for
the first time since January 1996. To stimu-
late the slowing economy and offset the nega-
tive effects of the Asian financial crisis, which
has weakened the U.S. export market and
made American investors and consumers more
cautious, the Fed cutits key short-term inter-
estrate to 5.0 percent. The lower rate should
help counteract the ebbing economy by mak-
ing loans for automobiles and other consumer
goods more affordable. The Fed alsolowered
the discount rate for the first time since De-
cember 1995, cutting it 0.25 points to 4.75.
€ The Michigan unemployment rate re-
mained unchanged in September at 3.6 per-
cent.

The U.S. unemployment
rate rose slightly last month,
= N/1/ signaling that the economy
is cooling. The jobless rate
rose in September, to 4.6 percent, from 4.5
percentin June, July, and August. The climb
in the rate is due primarily to a slowdown in
job growth, with 69,000 new jobs added in Sep-
tember, compared to 309,000 in August.
Manufacturing and construction jobs fell by
16,000 and 20,000, respectively, while service
jobsrose 105,000.
€ The Conference Board announced that
the index of consumer confidence dropped
7 points in September, to 126.0, the largest
decline since January. The dip is not due to

BAD

current conditions, but to fear about a de-
cline in future economic activity—the expec-
tations index fell 11 points in September,
while the present situation index fell only 1.5.
Despite the decline, consumer confidence ap-
parently remains relatively high.
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MONTHLY

STATE BUDGET
MAY FARE BETTER
THAN MOST

IN FUTURE YEARS

A recent article in State Policy Re-
ports indicates that the Michigan
finances may be in good shape in
coming years.!

“Identifying Structural Deficits,” Stare
Policy Reports, 16, no. 14 (1998).

The author examines the de-
gree to which states have structural
deficits, wherein the revenue gen-
erated by their current tax system
will be insufficient to cover future
expenses. Analysts throughoutthe
nation are concerned that a struc-
tural deficit is in many states’ fu-
ture, and they warn that caution
should be exercised in making
long-term state and local spending
commitments.

The article forecasts combined
state and local revenue through FY
2005 for each state and finds that
most may expect a budget short-
fall.

The exhibit presents for each
state the projected state and local

surplus/shortfall as a percentage of
currentrevenue. Itshows, forex-
ample, that among the states,
Towa will be in the best fiscal shape
in FY 2005 and may expecta sur-
plusequal to2.7 percent of its cur-
rentrevenue. States thathave a
negative value can expect short-
fallsin FY 2005: the average defi-
citnationwide will be 3.8 percent
ofrevenue.

Michigan is among the ten
states projected to enjoy asurplus
in its state and local finances in
FY 2005. The surplus is expected
to equal 0.4 percent of revenue,
ranking Michigan sixth in the na-
tion.

State and Local Surplus or Shortfall as Percentage of Baseline Revenues

in Year 8 of Fiscal Projections

Rank State Percentage
1 lowa 2.7%
2 Nebraska 1.5
3 North Dakota 0.9
4 Ohio 0.9
5 Kentucky 0.5
6 Michigan 0.4
7 Connecticut 0.4
8 New York 0.3
9 Maine 0.1

10 Minnesota 0.1

11 Massachusetts 0.0

12 Oregon -0.1

13 lllinois -0.4

14 Pennsylvania  -1.3

15 West Virginia -1.4

16 Wisconsin -1.5

17 Missouri -1.8

Rank State Percentage
18 Kansas -1.9%
19 Mississippi -2.0
20 Oklahoma 2.1
21 Arkansas -2.3
22 Louisiana -2.5
23 California -2.8
24 Rhode Island -2.9
25 Delaware -3.0
26 New Jersey -3.3
27 North Carolina -3.7
United States -3.8
28 Utah -4.3
29 South Carolina —4.6
30 Vermont -4.6
31 Alabama -4.8
32 South Dakota -5.0
33 Indiana -5.7

SOURCE: "Identifying Structural Deficits," State Policy Reports, 16, no.14 (1998).

Rank State Percentage
34 Montana -5.7%
35 Georgia -6.5
39 Washington -6.7
37 Virginia -6.8
38 Colorado -7.0
39 Maryland -7.1
40 Texas -7.8
41 New Hampshire —8.2
42 Florida -8.8
43 Tennessee -9.1
44 Arizona -10.5
45 Wyoming -10.6
46 New Mexico -12.0
47 Idaho -13.2
48 Hawaii -15.1
49 Alaska -16.4
50 Nevada -18.3
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SBT MAY
BECOME MORE
USER FRIENDLY

Members of the House Commit-
tee on Tax Policy voted unani-
mously to report out legislation
(HBs 6066 and 5787—8), amend-
ing the single business tax (SBT),
the state’s primary business tax.
The bills address some long-stand-
ing claims by the business commu-
nity that the levy is a hardship on
small businesses.

House Bill 6066 allows abusi-
ness to file a short form if it meets
certain conditions, including gross
receipts less than $1 million. The
bill was introduced to address com-
plaints that the time and cost of
completing the current SBT tax
form is burdensome to small busi-
nesses.

HouseBill 5787 allows abusi-
ness to deduct $250,000 from its
SBT tax base and take additional,

graduated deductions; forexample,
businesses thathave gross receipts
of $250,000t0 $261,000 could de-
duct 90 percent of gross receipts
from their tax base. The bill was
introduced to eliminate the SBT
“cliff”—the point at which busi-
ness abruptly go frombeing totally
exempt (if their adjusted gross re-
ceipts are $250,000 or less) to fully
liable (if their base increases by
even one dollar).

House Bill 5788 limits the
conditions under which SBT tax-
payers may be assessed interest.
Currently, businesses must esti-
mate the amountof SBT they will
owe in the coming year and make
advance quarterly payments to the
state. Interest is assessed on busi-
nesses having more than $20,000
in SBT liability if the estimate is
substantially different from the
actual tax liability. The proposed
bill eliminates interest payments
for taxpayers whose quarterly pay-
ments are 110 percent or less of
their last year’s tax liability.

MEDICAL INCOME

TAX CUT

The House Health Policy
Committee has approved
Senate-passed SB 479. This

bill is an effort to improve
access to health care by giv-
ing a $5,000 income tax credit
to medical practitioners
working in medically
underserved areas. The credit,
available annually for up to
five years, may be claimed by
physicians, midwives, and
nurse practitioners who prac-
tice in geographic areas
underserved by health care
professionals. The Michigan
Department of Community
Health will decide which ar-
eas are underserved. If the bill
is enacted, it will cost the
state an estimated $2.5 mil-
lion annually in foregone in-
come tax revenue.

TWO-YEAR SCHOOL
BUDGET PASSES

The legislature has passed a two-
year K—12 school budget (HB
5516) that will add to the founda-
tion grant $51 per student in the
currentfiscal year (1998-99) and
$190 per student next fiscal year
(1999-2000). Inthe latter year, the
budgetallocates $9,943.5 million
forschools,up 3.5 percentfromthe
current year. This is only the sec-
ond time that lawmakers have
passed abiennial school budget.

This month’s Economic Bulletin was written by Laurie A. Cummings, Senior Consultant for Economic and Education
Policy, and Robert Kleine, Vice President and Senior Economist.
The publications were edited by Wilma Harrison and formatted by Dyan lansiti.
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Senate Fiscal Agency, An Update on Tax Changes in Michigan 1991 through August 1998 (Lansing,
Mich.: SFA), September 1998.
This 50+-page report is an update of an earlier one and provides a detailed listing, description, and fiscal
analysis of the state and local tax changes that occurred in Michigan from 1991 to 1998. The publication (1)
summarizes changes in several taxes (income, single business, sales and use, tobacco, and others) and (2)
analyzes the fiscal effect of the increases/decreases on individuals, businesses, and state and local
governments. It also divides these tax changes into two broad categories—school finance reform and all
others. Appendices list tax changes by type of tax and chronologically.
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MICHIGAN

Total state revenue collections
slumpedin September, dipping 0.7
percent following therobust11.9
percent gainin August (fromthe
year-ago levels). There are signs
thatthe economy is weakening,
butonemonth’scollectionsdonot
makeatrend. Itislikely thatsome
ofthe weaknessisduetotransitory
factors and achange in collection
patterns. Despite September’s
weakness, revenues forFY 1997—
98 are still likely to modestly ex-
ceed theMay consensus estimate.

Sales tax collections increased
only 0.4 percent. Motor vehicle
sales showed some improvement
but still increased only O.1 percent
over a year ago. Excluding motor
vehicles, sales rose 0.5 percent.

Usetax revenue, which can
vary widely from month to month,
was up 9.9 percent, the sixth con-
secutive month that collections
have increased more than 7 per-
cent. Year-to-date collections are
up 4.7 percent after a very slow
start in the early months of the fis-
cal year.

Personal income tax with-
holdingplunged 8.7 percentfollow-
inga 17.6 percentjump lastmonth.
This wide variance almostcertainly
isduetoachangein the collection
pattern. The combined increase for
Augustand Septemberwas 3.4 per-

cent, well below the year-to-date
increase of 5 percent. Quarterly
payments, whichwereup 14.3 per-
centthrough August, plunged25.2
percentin September.

Single business tax collec-
tions (excluding insurance)
dropped 16 percent after increas-
ing 14.4 percent in August. The
quarterly payment for the fourth
quarteris notdue until October 31,
so a trend will not be clear until
October and November collec-
tions are received.

Lottery sales finished up the
fiscal year with a solid 7.8 percent
increasein September. Sales for FY
199798 were up 2.4 percent,
down sharply fromlastyear’s 12.3
percentincrease.

September 1998 Revenue Collections (millions)

Source

Income tax

Withholding

Quarterly

Annual
Subtotal: gross income tax
Sales tax

Motor vehicles

Other
Use tax
Subtotal: sales/use/withholding
Tobacco tax
SBT
Insurance
Subtotal: SBT + insurance
State education property tax
Real estate transfer tax
Estate/inheritance tax
Intangibles tax
Severance tax
TOTAL
Gross lottery sales (prel.)

SOURCE: Senate Fiscal Agency.

FY 1997-98
Percentage Percentage September Consensus Est.
September Change, Change, 1997 Less Tax Cuts
Collections Year-ago Year-to-Date Actual (% Change)

$452.7 —8.7% 5.9% $496.1 5.6%
107.5 -25.2 4.9 143.7 10.9
31.3 439.7 27.2 5.8 14.9
591.5 -8.4 75 645.6 6.8
476.2 0.4 35 474.3 35
74.8 0.1 3.8 74.5 —
401.6 0.5 35 399.8 —
103.3 9.9 4.7 94.0 1.0
1,032.2 -3.0 4.7 1,064.4 4.3
57.9 26.1 3.3 45.9 —-4.0
79.1 -16.0 43 94.2 22
12 —-209.1 -336 -1.1 -17.7
80.3 -13.7 1.4 93.1 0.7
202.8 19.2 4.8 170.1 5.0
23.4 21.9 20.5 19.2 115
7.8 -316 27.7 11.4 13.2
-0.1 -88.9 —42.4 -0.9 —46.2
25 -28.6 -19.7 35 -12.6

$1,545.5 -0.7% 5.0% $1,556.2 4.0%

$125.8 7.8% 2.4% $116.7

NOTE: November is the first month of the new fiscal year for all revenue sources except the lottery.

© COPYRIGHT 1998 Printed on recycled paper

4 PUBLIC SECTOR CONSULTANTS, INC.



