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Revenue growth was surprisingly strong in November (October activity), as total general fund-general purpose (GF-GP)
and school aid fund (SAF) taxes increased 14.1% above the year-ago period. Withholding income tax collections increased
15.7% compared with only a 5.5% increase the previous month. This revenue source has been quite unstable in recent

months for reasons that are unclear. The three-month increase of 9.9% is a better measure of the current strength of
withholding collections.

Sales and use tax collections increased 10.3% above the year-ago level, about in line with recent months. The growth in
motor vehicle collections slowed moderately in November and will slow even more sharply in the next few months,
reflecting the current weakness in automobile sales.
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The single business tax declined 3.5% in November due to a large refund to a major automobile company. Excluding

refunds, revenues from this source increased 4.9% above the year-ago level. .

Monthly Focus: FY 1985-86 Revenue Estimates

As reported, revenues for fiscal year (FY) 1986 are off to a strong start. Will this strength continue or will revenue growth
slow in the coming months? This is the question that revenue estimators must answer. There are three major sources of
state revenue estimates (excluding Public Sector Consultants, Inc.): the University of Michigan (RSQE), the Department of
Management and Budget (DMB), and the Senate Fiscal Agency (SFA). What do these estimators foresee for FY 19867
Generally, continued growth is forecast, but at about one-half the FY 1985 rate.

The Department of Management and Budget, which prepares the official estimates for the State, is projecting GF-GP
and SAF revenues of $7,807 million, an adjusted 7.4% increase above their original FY 1985 estimate.” However, their FY
1985 estimate was about $215 million below actual collections. If the DMB projected growth rate is applied to actual FY
1985 collections, one arrives at an estimate of $8,056 million. The DMB estimate was made last January and has not been
updated; the expected revised estimate may assume lower growth rates for FY 1986.

The SFA issued its latest estimate for FY 1986 on September 18. Their estimate is $8,013 million, an adjusted 7% above
their FY 1985 estimate, which was very close to actual collections.

The University of Michigan is more pessimistic than the DMB and SFA. While it does not forecast total GF-GP revenue
or the SAF, the University of Michigan is estimating only a 5% increase for GF-GP taxes. This compares with an estimate of

a 7.2% increase by both the DMB and SFA. The University of Michigan estimate translates into about $130 million less in
revenue than the other two estimates.

All of these estimates assume that the income tax rate will not be rolled back during FY 1986. If the rate is rolled back,
revenue will be reduced by about $33 million a month.

What do these revenue estimates tell us about the budget surplus for FY 19862 It will be substantial, even if one uses th
low-end estimate prepared by the University of Michigan. The SFA is expecting a surplus of more than $400 millio)v-v)

(assuming about $150 million is carried forward from FY 1985). The other two organizations have not published an estimate
of the surplus.

Public Sector Consultants, Inc. is expecting a surplus of between $200 and $250 million in FY 1986, although this is
beginning to look a little conservative given the strength of state revenues in recent months. These estimates increase the
chances of an early rollback of the income tax rate.

The percentage change is adjusted for the planned transfer in FY 1986 of $98 million of cigarette tax revenues from the state accounting and fiscal
responsibility account to the general fund.

\.zj

PU3LiC DECTOI CONMULTANRY, inc.

KNAPP'S CENTRE ® 300 S. WASHINGTON SQUARE e SUITE 401  LANSING, MI 48933 » (517) 484-4954




