Analysis of Michigan Budget Appropriations, Fiscal Year 1991-92

by Robert Kleine and Frances Spring

INTRODUCTION

The FY 1991-92 budget process began on a divisive note with disagreements over proposed spending
cuts, particularly in the Department of Social Services budget, and ended with the largest budget vetoes in
Michigan history. Along the way, the legislature and the governor dealt with a $1.8 billion imbalance in the
FY 1990-91 budget by combining sharp cuts with the use of one-time revenue measures, including the transfer
0f $230 from the Budget Stabilization Fund. There were probably no winners in this messy process and many
losers, including General Assistance recipients, cultural organizations, and local governments, but in the end
the governor achicved much of his goal of beginning the process of downsizing state government and avoiding
a tax increasc. His one failure was the inability to enact a property tax relief program, although property
taxes will be frozen in 1992, with the cost to be borne by local governments.

The political pendulum has now swung in favor of those who view government as a burden rather than as a
positive force in dealing with societal problems. One day it will swing back, but in the interim, which is likely to last
through the 1990s, other solutions will have to be found, such as more support from the private sector. If less
govemment means more economic growth, as supplysiders claim, there will be more resources available to support
worthwhile programs. However, the economic outlook for the 1990s is not encouraging. Itis likely that growth will
be slower than in any decade since the 1930s. At best, state revenue can be expected to increase S to 6 percent
annually. This would support a reasonable expansion in the state budget, but much of this money is likely to be used
for property tax relicf, leaving little for govemment programs, except in education.

As we enter the 1990s, good public policy is in decline and power politics is ascendant. In the 1980s the
government withdrew from many areas, such as banking and airline regulation, and the greedy moved in.
Too much government interference can hurt the economy, but too little can hurt everyone. Government has
a legitimatc role to play, and it must rediscover that role. The loss of faith in government is understandable,
but unless that faith is restored we will become a lesser nation. We necd to reform government not destroy
it. Govermnment can be both efficient and compassionate. At the federal level, the deficit must be reduced,
as it is hurting the economy and causing policy paralysis. At all levels of government we must make our
representatives more accountable, either through term limits or other reforms, and move back to the politics
of issues rather than personalities. In Michigan, our budget process is clearly in need of reform (see our
Public Policy Advisor, “Michigan’s Budget Planning: It’s Time for Reform,” September 13, 1991). The
process is not working, and as we stated at the beginning of this report, there are no winners. Short-term
political victorics are no substitute for consensus politics, good budgeting, and good public policy.

OVERVIEW

The FY 1991-92 general fund/general purpose (GF/GP) budget is $7,582.5 million, after net vetoes of $111.5
million, 4.0 percent below projected spending for FY 1990-91 (adjusted for $114.4 million in delayed payments to
colleges and universitics). The legislature added $189.3 million to the govemor’s revised recommendation of
$7,508.8 million, mainly in the Department of Commerce ($32.2 million), the Department of Corrections ($31.4
million), the Department of Mental Health ($24.5 million), the Department of Labor ($21.1 million), and the
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Department of State Police ($20.3 million) and general government received an additional $29.7 million. The largest
veloes were in school aid ($21.9 million), the Department of Mental Health ($13.6 million), higher education
retirement ($12.6 million), the Department of Natural Resources ($10 million), the Depariment of Agriculture ($8.4
million), the Department of Management and Budget ($8.9 million), and the Department of Labor ($8.8 million).
The main items vetoed were the 4 percent pay raise for most departments ($18.6 million), special grants (including
$6.5 million for job training), and school aid categoricals.

As can be scen in Exhibit 1, the largest increases above projected FY 1990-91 spending are for the
Department of Treasury (16.7 percent), Executive Office (10.3 percent), the Department of Corrections (7.2
percent), and community colleges (6.9 percent). The largest reductions are in school employees retirement
(87.4 percent), the Department of Commerce (47.4 percent), the Department of Labor (28.3 percent), and the
Department of Social Services (15.6 percent).

As shown in Exhibit 2, total GF/GP expenditures have increased about 53 percent, or 4.3 percent annually,
over the last tcn years (FY 1981-82 to FY 1991-92), almost exactly at the same rate as inflation (1991 and
1992 estimated). Spending for corrections, capital outlay, school aid, and financial aid all more than doubled
over the ten-year period; spending for debt service and regulatory functions declined sharply; and general
government, social services, and health spending increased at rates well below the rate of inflation. Over the
past five ycars, spending slowed to an annual rate of increase of 3.6 percent compared with inflation of 4.4
percent. Expenditures for corrections, school aid, and financial aid continued to grow the fastest, while debt
service, regulatory, general government, and social services remained at the bottom. Because of increased
reliance on restricted revenue and federal aid, the total budget increased considerably faster than the GF/GP
budget and much faster than inflation and Michigan personal income in both time periods.

Compared to other states, recent growth of Michigan’s budget is among the smallest in the nation. As
shown in Exhibit 3, between FY 1990 and FY 1991, the rate of growth in the state’s GF/GP budget was the
7th smallest among the 50 states; in FY 1991-92 only Minnesota’s budget declined more than Michigan’s (6
percent and 4 percent, respectively). Growth in spending in Michigan was also far below the national average
rate in both of the years examined. In FY 1990-91, spending among all the states rose by 6.4 percent
(compared to 1.3 percent in Michigan), while expenditure growth in FY 1991-92 averaged 4.3 percent (versus
a 4 percent decline [adjusted] for Michigan). In FY 1990-91, growth in spending ranged from a 21.2 percent
rate of increase in Nevada to a decline of 5.5 percent in Maine. In light of the continuing recession, states
secmed to have scaled back slightly in the current fiscal year: FY 1991-92 rates of change ranged from a rise
of 16.4 percent in New Jersey to Minnesota’s 6 percent decline.

FY 1991-92 SPENDING POLICY

Although attention is gencrally focused on the GF/GP portion of the budget because it is within the control
of the governor and the legislature, that portion of the budget comprises only about 38 percent of total
spending, down from 49 percent in FY 1981-82. The remainder is comprised of federal aid, restricted
revenues such as fuel and weight taxes, which may only be used only for designated purposes or programs,
and private and local revenue. Changes in these revenue sources affect the GF/GP appropriation required to
keep a program operating at its current level. For example, a reduction in federal or restricted funding will
require either an increase in GF/GP funding or a tax increase; the alternative is a reduction in the program.
An increase in restricted funding can be used to replacc GF/GP funding, thercby reducing the budget.
Therefore, a GF/GP appropriation can change without affecting program support. For a full discussion of
the funding sources for each department (or program) see our Public Policy Advisor of October 25, 1989.
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EXHIBIT 1

General Fund/General Purpose Budget Summary, Fiscal Years 1989-90, 1990-91, and 1991-92
(dollars in millions)

Dollar
Y 1990-91 Change,
Expendi- FY 1991-92 Enrolled Percentage Change
FY 1990-91 FY 1990-91 tures (ad- Governor’s FY 1991-92  from FY Enrolied Irom
FY 1989-90 Initial Projected  justed for Recommen- Approp’s. 199091  FY 1991-91
Department Expendi-  Approp’s. Expendi- program dations  FY 1991-92 (after (projected  (projected FY 1990-91
or Program tures (less vetoes) tures transfers) (revised) Enrolled Vetoes vetoes) exp.) exp.) Adjusted
Human Services
Social Services $2,603.8 $1,269.1 $2,484.6 $2,482.2 $2,094.0 $2,094.0 $0.0 $2,094.0 -$390.6 -15.7% -15.6%
Mental Health 900.4 915.5 888.0 888.0 898.8 923.3 13.6 909.7 21.7 2.4 2.4
Public Health 147.7 1433 147.5 136.4 133.6 141.0 33 137.7 -9.8 -6.6 1.0
Education
State Universities 1,193.5 1,2612 . 1,167.8 1,249.7 1,299.0 1,300.5 49 1,295.6 127.8 10.9 3.7
Operations 1,104.6 1,167.2 1,074.7 1,153.5 1,199.2 1,203.8 4.4 1,199.4 124.7 11.6 4.0
Financial Aid 88.9 94.0 93.1 96.2 99.8 96.7 0.5 96.2 3.1 3.3 0.0
School Aid 652.3 7115 947.4 9519 972.8 966.8 219 9449 -2.5 -0.3 -0.7
Community Colleges 2125 225.5 189.6 225.6 235.2 241.1 0.0 241.1 515 272 6.9
Education 50.8 532 50.0 455 432 432 2.2 41.0 -9.0 -18.0 -9.9
Retirement 12.5 0.0 14.3 14.3 14.3 144 12.6 1.8 -12.5 874 -87.4
Safety and Defense
Corrections 702.5 739.9 808.1 808.1 835.8 867.2 0.6 866.6 58.5 72 72
State Police 185.3 197.6 189.5 189.5 177.1 1974 6.5 190.9 14 0.7 0.7
Military Affairs 123 15.8 14.4 258 25.2 21.7 0.4 213 12.9 89.6 58
Regulatory
Commerce 110.2 113.7 99.0 109.5 29.2 614 3.8 57.6 -41.4 —41.8 474
Labor 75.7 76.6 434 434 18.8 39.9 8.8 31.1 -12.3 -28.3 -28.3
Licensing and
Regulation 11.1 11.8 10.8 0.0 0.0 0.0 0.0 0.0 -10.8 -100.0 -100.0
Natural Resources
and Recreation
Natural Resources 135.1 118.1 107.9 107.9 98.4 108.0 10.0 98.0 -9.9 -9.2 9.2
Agriculture 30.8 31.5 304 26.2 28.3 8.4 199 —-11.6 ~36.8 -34.5
General Government
Management and
Budget 74.0 79.0 714 54.8 50.5 57.8 8.9 489 -22.5 -31.5 -10.8
Legislature 854 86.3 79.0 82.1 82.1 90.2 0.5 89.7 10.7 13.5 9.3
Judiciary 111.8 113.6 108.3 108.3 108.3 114.7 0.0 114.7 6.4 59 59
Treasury 51.7 377 352 454 52.8 533 0.3 53.0 17.8 50.6 16.7
Attorney General 23.6 249 22.7 22.7 22.7 24.0 0.0 24.0 1.3 57 5.7
State 13.8 18.2 17.1 19.2 14.9 20.2 0.6 19.6 2.5 14.6 2.1
Civil Service 13.5 144 13.0 13.0 13.0 124 0.0 12.4 -0.6 —4.6 4.6
Civil Rights 10.9 11.5 10.8 12.0 9.3 10.9 0.0 10.9 0.1 0.9 -92
Executive Office 39 43 3.9 39 39 43 0.0 4.3 0.4 10.3 10.3
Library of Michigan 26.5 27.1 25.9 259 269 274 0.0 274 1.5 5.8 5.8
Other
Capital Outlay 183.7 185.5 175.0 175.0 197.2 200.0 39 196.1 21.1 12.1 12.1
Debt Service 48.8 248 24.8 248 25.7 24.6 0.0 24.6 -0.2 -0.8 -0.8
TOTAL $7,684.1 $6,480.1 $7,780.9 $7.895.3 $7,508.9 $7,694.0 $111.2 $7,582.8 -$198.1 —2.5% -4.0%

SOURCE: State of Michigan Exccutive Budget, 1991-92 Fiscal Year. Caleulations by Public Sector Consultants, Inc.
NOTIE: Adjusted percent changes for FY 1991-92 differ slightly from figures in budget document due to rounding,.




EXHIBIT 2
Growth in Selected Budget Categories, Selected Time Periods, Ranked in Descending Order
(10-year growth rate)
Percentage Percentage
Change in Percentage Change in Pecentage
Appropriations, Change, Appropriations, Change,
GF/GP Category FY 1982-FY 1992  Annual Rate = FY 1987-FY 1992 Annual Rate

Corrections 280.7% 14.3% 79.5% 12.4%
Capital outlay 210.6 12.0 6.8 9.6
School aid/retirement 133.5 89 64.8 105
State universities

Financial aid 108.6 7.6 29.6 53

Operations 96.6 7.0 23.8 44
Executive, judiciary, and legislative 92.9 6.8 26.3 4.8
Community colleges 774 59 29.1 52
Department of Education/Library 76.9 59 16.6 3.1
TOTAL GF/GP EXPENDITURES 52.6 43 19.3 3.6
Natural Resources and Agriculture 479 4.0 -19 4.1
State Police and Military Affairs 47.1 3.9 24.6 45
Mental Health 44.4 3.7 27.2 49
Public Health 35.0 3.0 54 1.1
Social Services 30.5 2.7 44 09
General Government 0.7 0.1 ~17.6 -3.8
Commerce, Labor, and Licensing and Reg. -38.1 4.7 -60.2 -17.1
Debt service -57.3 8.2 —45.3 -11.4

Other Categories

Total school aid 101.6 73 294 53
General revenue sharin 98.0 7.1 20.5 3.8
TOTAL STATE BUDGET 97.8 7.1 332 59
Transportation 67.5 53 131 2.5
State-local price deflator (U.S.) 52.8 43 243 44
Michigan personal income 81.9 6.2 28.7 52
SOURCE: Calculated by Public Sector Consultants from data in State of Michigan Executive Budget, selected issues.
NOTE: General government and capital outlay increases adjusted for transfer of State Building Authority rent from Department of Manage-
ment and Budget to capital outlay budget.

The discussion below focuses primarily on the GF/GP budget and is concerned mainly with changes from the
governor s original recommendations and comparisons with FY 1990-91 spending. Some comparisons (primarily
within program areas) are with last year’s original appropriation level. For a more complete discussion of the
recommended programs, sce our April 18, 1991, analysis of the governor’s budget (Public Policy Advisor,
“Overview and Analysis of the Governor’s Recommended Budget for Michigan, Fiscal Year 1991-927).

Education

The FY 1991-92 appropriation for school aid (after vetoes of $21.9 million) is $944.9 million, $27.9 million
below the governor’s recommendation (revised) and 0.7 percent below projected FY 1990-91 expenditures.

The gross school aid appropriation is $2,932.8 million, 2.9 percent above FY 1990-91 expenditures. Not
included in this amount is $403.2 million for public school employees retirement, of which only $1.8 million is
GF/GP. This represents a 19.3 percent increase from FY 1990-91.

The membership formula is $345 per pupil (including incentives of $79) plus $94.38 per pupil per mill, exactly
as rccommended by the governor. A district levying 35 mills will receive a guarantee of $3,648 per pupil, 4.7
percent above the FY 1990-91 guarantee.
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EXHIBIT 3

Nominal Recentage Expenditure Change,

FY 1989-90 to FY 1990-91 and
FY 1990-91 to FY 1991-92

FY 1989-90 to FY 1990-91 to

FY 1990-91
5.3%

States with Annual Budgets

Alabama
Alaska
Arizona
California
Connecticut
Delaware
Georgia
Idaho

1llinois

Towa

Kansas
Louisiana
Maryland
Massachusetts
MICHIGAN
Mississippi
Missoun
New Jersey
New Mexico
New York
Oklahoma
Pennsylvania
Rhode Island
S. Carolina
S. Dakota
Tennessee
Utah

West Virginia
States with Biennial Budgets

Arkansas
Colorado
Florida
Hawaii
Indiana
Kenwcky
Maine
Minnesota
Montana
Nebraska
Nevada

New Hampshire
North Carolina
North Dakota
Ohio

Oregon
Texas
Vermont
Virginia
Washington
Wisconsin
Wyoming
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SOURCE: National Association of State Budget Officers, personal communication.

There were several major changes from
the governor’s recommendations.

The $525 million ($278 million
net) for property tax relief was
removed {rom the budget.

The recapture from out-of-formula
districts was reduced by $11.9 mil-
lion as the result of the passage of
tax base sharing legislation that re-
quires the sharing among school
districts of 50 percent of the growth
in commercial and industrial

property.

The $3 million for professional
development and $3.1 million for
community schools were vetoed.
Also vetoed were two categoricals
not recommended by the governor;
foreign language incentives ($9.5
million) and college remedial
education for 18-to-20-year-olds
($4.2 million).

The $39.5 million adult education
initiative to be provided to Depart-
ment of Social Services clients who
meet requirements for State Dis-
ability Assistance was notincluded
in the budget.

Education programs from the
departments of Corrections, Men-
tal Health, and State Police ($28.5
million) were not transferred to the
school aid budget as proposed by
the govemnor.

The FY 1991-92 appropriation for
state universities (operations) is $1,199.4
million (after vetoes of $4.4 million), $4.6
million above the govemnor’s recommenda-
tion and 4 percent above FY 1990-91 ex-
penditures, adjusted for the shifting of $80.8 million from the previous fiscal year to the current fiscal year.
However, universitics also lost $3.9 million due to the governor’s veto of retirement monies. The appropriation
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for financial aid is $96.2 million (after vetoes of $0.5 million), $3.6 million less than recommended by the govemor,
and unchanged from FY 1990-91 expenditures.

The FY 1991-92 appropriation for community colleges is $241.1 million, $9 million above the governor’s
recommendation and 6.9 percent above projected FY 1990-91 expenditures, adjusted for the shifting of $33.3
million from the previous fiscal year to the current fiscal year. However, community colleges lost $8.7 million due
the governor’s veto of $12.6 million in payments for retirement costs. This reduces the overall increase to 3 percent.
The changes by college range from an increase of 7.2 percent at Bay de Noc 1o a reduction of 3.6 percent at Wayne
County, due to a $1 million reduction in their tax credit. The budget also includes $3.1 million for the Tuition
Incentive Program, which was transferred from the Department of Social Services (and increased $0.7 million).

The Department of Education received a budget of $41 million (after vetoes of $2.2 million), $2.2 million
below the governor’s recommendation, and 9.9 percent below FY 1990-91 spending. The reductions were mainly
in the grants area, with the reduction or elimination of about $8.1 million in grants from the FY 1990-91
appropriated level, the largest being grants for educational innovation, math and science challenge, and school
safcty. Thelargest veto item was $850,000 for computerliteracy grants. The gross appropriation for the department
jumped from $621.6 million in FY 1990-91 (appropriated) to $711.2 million in FY 1991-92 due to a nearly $100
million increase in federal aid.

Human Services

As is generally the case, the most controversial and contested budget was that of the Department of Social
Services (DSS). The House and Senate failed to reach agreement on the DSS budget in conference committee; in
an unabashed political move, the governor’s originally proposed budget was then submitted as an alternative
conference report. Legislative Democrats believed that their Republican colleagues would not approve the
governor’s plan, which cut Medicaid more deeply than either legislative version, but the budget passed both the
Senatc (on a 20-16 vote) and the House (55-50) and was signed by the governor without veto.

After adjusting for transfers, gross spending in the DSS is $5,795.5 million, 3 percent above the FY 1990-91
level, while the $2,094 million GF/GP appropriation is 15.6 percent ($390.6 million) below last year’s spending
level. The budget attempts to maximize funding from sources other than the general fund, primarily federal
funding. Funding from federal sources totals $3,018.6 million. Included in federal funding is $452 million in
voluntary hospital contributions, a program in which revenues are “contributed” by hospitals at the beginning of
the fiscal year and used toward the state’s Medicaid match; a portion of the funds are returned to hospitals based
on Medicaid caseloads. The program is expected to net hospitals an additional $37.5 million per year.

Other changes in the budget include the elimination of the General Assistance (GA) program for single adults
(for a savings of approximately $247 million GF/GP), and funding several former programs (the Wayne County
Patient Care Management System, GA-Medical, Residential County Hospitalization, and Emergency Needs) as
county block grant programs. Funding was severely curtailed in these areas; savings are estimated at $30.5 million
GF/GP. The Job Start program also was eliminated, and the funds were rolled into the Michigan Opportunity and
Skills Training (MOST) program.

The gross Medicaid budget totals $3 billion; gross spending is 10.6 percent above the FY 1991 level, but
because of higher caseloads, lawsuit costs, inflationary increases, and federal mandates, this represents a cut in
Medicaid expenditures. Optional Medicaid services—such as podiatry, vision, adult dental, and hospice care—
were eliminated but could be restored if a supplemental spending bill, currently pending in Senate subcommittee,
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is passed. The new legislation would restore $318.5 million to the department’s budget, $95.6 million in Medicaid.
A synopsis of the current version of the bill (HB 4605, S-1) is provided in Exhibit 4. In addition, the governor has
proposed transferring funds from the school aid budget to DSS for an adult education program for those eliminated
from the GA rolls; the legislature is unlikely to endorse the shift, however, as they are generally opposed to cutting
K-12 funding for any purpose.

After vetoes of $13.6 million and adjusting for transfers, the GF/GP appropriation to the Department of
Mental Health (DMH) totals $909.7 million, 2.4 percent above projected spending in FY 1990-91 and 1.2 percent
higher than the governor’s revised recommendation. Total spending is 2.6 percent above (adjusted) FY 1990-91
appropriations. Vetoes included the redlining of classified position pay increases ($9.3 million) and a combined
$2 million cut from spending on community support services and protection/advocacy programs for the develop-
mentally disabled.

The DMH budget reflects the continued effort to downsize institutional care in favor of residential settings.
Mental health institutions for adults were reduced by a net (increases less cuts) $15.5 million GF/GP from last
year’s original appropriation level, while those for children were reduced by $7.5 million GF/GP. Regional mental
health facilities for the developmentally disabled were cut by $11.4 million GF/GP from the original FY 1990-91
appropriation level. Facility closures netted savings of $26.8 million GF/GP from the Ypsilanti Regional
Psychiatric Hospital and Yorkwoods Center, and another $4 million from Arnell Engstrom School at Traverse City.
Spending for community residential services was increased by a total of $16.2 million from the original FY 1990-91
appropriation level; GF/GP spending in this area is $20.5 million above last year’s original appropriation, however,
as last year’s original budget contained $4.7 million in one-time restricted revenucs that were made up with general
fund monies. Spending on support services for community residential programs is $2 million above last year’s
original appropriation.

EXHIBIT 4
Synopsis of DSS Supplemental Spending Bill, House Bill 4605 (S-1)
{(dollars in millions)
Budget Area Purpose Revenue Sources Amount
Field Policy and Operation Administration State Work Advancement Program (SWAP) BSF $165.2
Office of Child and Youth Services Out of home care; special contracts Federal 5.7
GF/GP 15.5
Local 1.8
Private 0.1
Public Assistance State supplementation; special contracts; GF/GP 34.6
Wayne County patient care management
system
Medical Services County care units and medical care Federal 50.3
facilities; Medicaid policy restorations
GF/GP 34.5
Local 10.8
TOTALS BSF 165.2
Federal 56.1
GF/GP 84.6
Local 12.6
Private 0.1
GROSS $318.5
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After adjusting for transfers and $3.3 million in net vetoes, the enacted GF/GP appropriation for the
Department of Public Health (DPH) totals $137.7 million, one percent above FY 1990-91 expenditures and 3
percent higher than the governor’s rccommendation. Adjusted for transfers and vetoes, total spending is 4.5 percent
below spending for FY 1990-91. Vetoes included rejection of $2 million GF/GP in classified personnel pay
increases and $0.6 million GF/GP in community services grants to local agencies.

The legislature agreed with the governor to transfer the state’s two veterans’ facilities from the DPH to Military
Affairs. Other changes include:

 A$21.3millionincrease (fromlast year’s original appropriation) for crippled children’s services (primarily
for medical care and treatment), of which $14.5 million is in GF/GP monies, and $6 million is from federal
sources.

» A $4 million cut in GF/GP funding for community service grants to local agencies; total grants will rise
by $12.4 million, however, due to increased funding from private Women, Infants, and Children (WIC)
Program formula rebates. An additional $16.2 million is for WIC local agreements and food costs, while
state/local cost-sharing funds declined $2.5 million.

» An $8 million increase in gross funding for biologic products for the production of the Anthrax vaccine
(as contracted with the U.S. Army); federal revenues rose $5 million and fee increases accounted for an
additional $3.8 million in funding.

« A $4.3 million increase in gross funding for community environmental health programs, primarily to fund
the implementation of the environmental response act; the increase is funded by an interdepartmental grant
from the Department of Natural Resources.

Regulatory

The sharpest cuts were in the Department of Commerce budget, which was reduced 47.4 percent to $57.6
million (from FY 1990-91 expenditures), adjusted for program transfers, and after vetoes of $3.8 million. The
governor’s original recommendation was for only $28.3 million (later revised to $29.2 million). The budget was
increased by $12.7 million as a result of the transfer of the renamed Michigan Council for Arts and Cultural Affairs
(MCACA), the State Tax Tribunal, and the functions of the Department of Licensing and Regulation (L&R) to
Commerce. The L&R budget was $10.7 million in FY 1990-91, but only $7.5 million has been appropriated for
these functions in FY 1991-92. The large reductions in the budget were in two major areas; grants and economic
development. The Michigan Equity program was reduced to $26.2 million from the initial FY 1990-91 appropria-
tion of $49.7 million. Largely eliminated were Local Development Services, Michigan Modernization Services,
the Advocacy Office, and the Strategic Fund. Several new grants were added, including $1.8 million for recreation
programs, and the Tourist Development program received an additional $1 million. The budget includes $5 million
for arts grants (including the MCACA), down from the $10.7 million appropriated in the Department of
Management and Budget budget for FY 1990-91. The major veto items were $1.8 million for recreation programs
and $0.8 million for beach restoration projects.

The FY 1991-92 appropriation for the Department of Labor is $31.1 million (after vetoes), 28.3 percent
below projected expenditures for FY 1990-91. The govemor’s original recommendation for the department was
only $18.8 million, but the legislature rejected most proposed cuts in employment training programs. The current
year appropriation is 48 percent below the original FY 1990-91 appropriation, with the major reduction being the
elimination of the Michigan Youth Corps, for which $18.3 million was appropriated in FY 1990-91. Also, some
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gencral fund money for job training grants was replaced by federal funds. However, the governor vetoed $8.8
million, including $6.5 million for Michigan job training grants.

Natural Resources and Recreation

The budget for the Department of Natural Resources (DNR) totals (after vetoes) $98 million GF/GP, 9.2
percent below projected FY 1990-91 expenditures and 0.4 percent less than the governor’s recommended spending
level. The DNR’s total appropriation is $311.4 million, 3.6 percent above the FY 1990-91 spending level.

Vetoes to the DNR budget totaled $12 million ($10 million GF/GP), including $2.3 million GF/GP in classified
pay salary increases, the elimination of the Michigan Conservation Corps ($1.3 million GF/GP and $2 million in
restricted revenues), $1.5 million in GF/GP reductions for commercial fishing compensation (as the related court
case has not yet been decided), and $3.4 million in grants.

Asis the case in several other department budgets, total funding within divisions sometimes increased although
GF/GP funding in that area was cut. In the DNR, this was made possible primarily through additional restricted
fund revenues. Although the vetoes in the grants area resulted in a total appropriation that is $1.8 million less than
the original FY 1990-91 appropriation, GF/GP funding of grants is $6 million below last year’s spending level.
(The balance of funding is made up with a $2.5 million increase in federal revenues and the remainder from
additional restricted funds.) Total funding for environmental response rose $10.4 million, though GF/GP funds
were cut by $1.7 million; this was possible due to an $8.8 million increase in restricted fund appropriations from
a new source (the environmental response fund). The exception was spending for administrative services, which
declined by a total of $5 million (mainly the result the elimination of the conservation corps), with GF/GP monies
cut by $5.6 million.

The GF/GP appropriation in the Department of Agriculture (after vetoes of $8.4 million) is $19.9 million,
36.8 percent below estimated FY 1990-91 spending and 3.1 percent above the governor’s recommended
appropriation level. Total spending is 13.8 percent below last year’s (adjusted) gross level of spending.

Departmental vetoes total $8.4 million, $1.5 million in GF/GP expenditures and the remainder in restricted
revenues. Horse racing revenues—restricted funds—were cut by a total of $6.9 million; these funds will lapse
into the general fund. The largest cuts—3$6.1 million in horse racing revenues—were from the grants area. Of the
total, $3.7 million were in grants to cities that the govermnor, in his veto message, stated should be supported by the
private sector or local governments. Grants were reduced $13.1 million (70 percent) from the original FY 1990-91
appropriation level.

Safety and Defense

The FY 1991-92 appropriation for the Department of Corrections is $866.6 million (after vetoes of $0.6
million), $30.8 million more than recommended by the governor, and 7.2 percent above projected expenditures
for FY 1990-91. The revised recommendation of $835.8 million reflects the legislature’s failure to approve the
transfer of the $18 million academic/vocational program to the school aid budget. The legislature added $31.4
million to fund the pay raise for state employees. Also added was $1.8 million for the community college education
program, but the governor recommended that these monies be transferred to the probation/parole program to cover
undcrfunding. In addition, the legislature indicated its intention to use the $27.7 million allocated to expand double
bunking to open three regional prisons later in the year (Mound, Macomb, and Saginaw). These funds, however,
are likely to fall short of fully funding these facilities.
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The legislature approved the governor’s recommendation for $14.7 million to cover partial year funding for
two ncw maximum security prisons (856 cells): Baraga in the Upper Peninsula and Oaks near Manistee. )

The Department of State Police received an appropriation of $190.9 million (after vetoes of $6.5 million),
$13.8 million above the governor’s recommendation but only 0.7 percent above FY 1990-91 expenditures. The
govemnor vetoed the 4 percent pay raise for classified employees, $4.7 million, as well as the $7.3 million Secondary
Road Patrol Program, but recommended the program be restored and supported with a fee increase on traffic tickets,
which is pending in the legislature.

The FY 1991-92 appropriation for the Department of Military Affairs is $27.3 million (after vetoes of $0.4
million), $2.1 million above the governor’s recommendation. This is a 5.8 percent increase from FY 1990-91,
adjusted for transfer of veterans’ facilities from the Department of Public Health ($11.4 million in FY 1990-91,
increased to $13.4 million in FY 1991-92). The govemor vetoed the classified pay raise ($0.2 million) and the
Homeless Veterans’ Initiative ($0.2 million).

General Government

The total FY 1991-92 appropriation for this category, which includes six departments; the executive,
legislative, and judicial branches; and the Library of Michigan is $404.9 million (after vetoes of $10.3 million),
an increase of 4.5 percent from estimated FY 1990-91 expenditures. A portion of this relatively large increase is
due to an $8.2 million increase in onc-time grants in the Department of Treasury budget. Excluding these grants,
appropriations are up only 2.4 percent.

The Department of Management and Budget (DMB) received an FY 1991-92 appropriation of $48.9 million
(after vetoes), an adjusted decline of 10.8 percent from estimated FY 1990-91 expenditures. Adjustments were -/
made for the transfer of $16.7 million in programs to five other departments. The largest transfer was the $10.7
million Senior Citizen’s Cooperative Housing Exemption, which was transferred to the Department of Treasury.
The appropriation is well above the govemor’s revised recommendation of $50.5 million, largely because the
Office of Services to the Aging and several grants programs were not cut as much as proposed. The governor
vetoed $8.4 million, mainly in grants, with the largest being $3.1 million for symphonies and $1 million for
museums.

The Department of Treasury budget (excluding debt service) increased from an estimated $35.2 million in
FY 1990-91 to $53 million (after vetoes of $0.3 million) in FY 1991-92. The increase was due to a $20.4 million
jump in grants: (1) the $10.7 million Senior Citizen’s Cooperative Housing Tax Exemption was transferred from
the Department of Management and Budget, (2) $4 million was appropriated for a repayment of monies borrowed
from the Veterans Trust Fund, and (3) $4.2 million was appropriated to cover the costs of the presidential primary
in 1992. Excluding the increase in grants and the transfer of the Office of Revenue and Tax Analysis from the
DMB ($0.5 million), the GF/GP budget was reduced by $2.8 million. To increase spending in some areas and
reduce the overall budget, $1.9 million was replaced by delinquent tax collection revenue (restricted) and $0.6
million by federal revenue. The remaining reductions result from program transfers and program reductions and
efficiencies. The department has eliminated funding for 100 positions, 30 of these in the Tax Tribunal, which was
transferred to the Department of Commerce for total savings of almost $1 million.

The FY 1991-92 Department of State budget increased an adjusted 2.1 percent to $20.2 million (after vetoes
of $0.6 million). This compares with the governor’s recommendation of $14.9 million. The legislature did not
eliminate many of the historical site grants recommended by the governor. The increase in the budget is due to a N

| ¥V I ]
W Public Sector Consultants, Inc.



$2.4 million increase in the historical program. A $2 million grant to the Grand Rapids museum, which was
transferred from the Department of Commerce budget, and a $1.8 million appropriation for state historical museum
exhibits more than offset a $1 million reduction in historical site grants.

The legislature was originally targeted by the govemnor to receive $79 million in FY 1991-92. This was later
revised to $82.1 million, and the final appropriation was $89.7 million (after vetoes of $0.5 million), 9.3 percent
above projected expenditures for FY 1990-91. The largest increase was $2.8 million for property management,
which was transferred from the DMB budget.

The recommended FY 1991-92 appropriation for the Library of Michigan is $27.4 million, $0.5 million
above the governor’s recommendation and 5.8 percent higher than projected expenditures for FY 1990-91. A
portion of the increase offsets a decline in revenue from gifts and bequests.

The judiciary received an FY 1991-92 appropriation of $114.7 million, 5.9 percent above FY 1990-91
spending and $6.4 million more than recommended by the governor.

The only general government departments to receive reductions, other than the DMB, were Civil Rights, down
9.2 percent, and Civil Service, down 4.6 percent. However, Civil Rights received $1.6 million more than
recommended by the governor. The FY 1991-92 executive budget recommended a reduction in positions from
22610 155; the FY 1991-92 appropriation funds 210 positions. The Civil Rights budget is adjusted for the transfer
of several commissions (Indian Affairs Commission, Michigan Women’s Commission, and Commission on
Spanish Speaking Affairs) from the DMB ($1.1 million).

Other

The FY 1991-92 GF/GP appropriation for capital outlay is $196.1 million (after vetoes of $3.9 million), 12.1
percent above the FY 1990-91 appropriation. The major increase was $33 million for State Building Authority
(SBA) rent. This was partially offset by SBA reductions associated with project completions at several universities.
The largest veto (net after restoration) was $1.2 million for capitol renovations.

The Department of Transportation received an appropriation of $1,553.6 million, all from restricted taxes
and federal aid. This is $77.1 million or 4.7 percent below projected FY 1990-91 expenditures. This large decline
is due mainly to the continuing weakness in motor fuel taxes.

In FY 1990-91, $230 million was withdrawn from the Budget Stabilization Fund. The formula for the fund, which
is tied to increases in Michigan personal income (adjusted for inflation), is not expected to trigger a pay-in or payout to the
general fund in FY 1991-92. However, if revenue falls below estimates, as we expect, the legislature and the govemor
may tap the fund again. The balance in the fund as of September 30, 1991, was $182.6 million.

The budget also must take into account constitutional restrictions on state revenue and payments to local
governments, Article IX, Section 26 of the Michigan Constitution restricts the amount of revenue the state may
collect in any fiscal year. The limit for FY 1991-92 (9.49 percent of 1990 Michigan personal income) is $16.15
billion. Total state revenue (less federal aid and general obligation debt service) is estimated to fall more than $3
billion below the limit.

Article IX, Section 30 of the constitution requires that a minimum of 41.6 percent of spending from state
sources be allocated to local units of government. FY 1991-92 spending on local governments will exceed this
requirement by an estimated $225 million.
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COMMENT

The FY 1991-92 budget has been adopted, but it will continue to be an issue in the legislature. There will be
supplementals in scveral departments, inctuding Social Services, and additional budget cuts as revenues fall below
estimates. Our estimate is that the budget is out of balance by about $400-450 million, with $275-300 million
related to a revenuc shortfall.

There is little point in commenting on specific budget policies as the entire process is currently being driven
by politics. The governor is using the budget to position himself for reelection in 1994 and to position the
Republicans to take over the House in 1992. To do this he must reduce spending, except in education, so he can
provide property tax relief, as promised during his campaign. All else is secondary. Whether the reductions make
scnse matters little. The Republicans are characterizing the programs supported by the Democrats as *“pork™; in
most cases this is not true, but the allegations probably will play well with the public. These actions reinforce the
public view that there is substantial waste in state spending. The danger is that there will be little public support
in the future for spending for programs that are important to maintaining a good quality of life and a good business
climate.

Michigan is clearly an outlier among the states in its strategy for dealing with the budget, as over the last year
31 states have increased taxes as part of their budget-balancing strategy. Governor Engler believes that reducing
government spending and taxes will spur economic growth. The data on this are mixed, with the weight of evidence
falling on the side of those who argue that state and local taxes have a minimal effect on economic growth and that
good public services are more important to business than low taxes.

Michigan’s economy clearly needs a stimulus, and we can only hope that the governor’s strategy works. In
the short term, however, there will be much pain as those who have become dependent on government spending
are cut off. As we have said before, we believe that the process has moved too fast. Downsizing government has
some merit, but it should not be done overnight. But then the election is right around the comer.
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