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Revenue collections for fiscal year 1986-87 were off to a slow start in November (October activity). Although personal income 
tax withholding increased 5.9 percent above the year-ago level, an improvement over the last two months, sales and use 
tax collections increased only 2.3 percent, despite a 10 percent increase in motor vehicle collections. Single business tax (SBT) 
collections edged up 3.3 percent. Sales and use tax collections are expected to increase at a relatively slow pace throughout 
the fiscal year because consumption is predicted to be one of the weakest sectors of the economy. Income tax withholding 
is expected to increase between 4 and 6 percent and SBT collections less than 5 percent in the current fiscal year. 

Although a substantial balance will be carried forward from fiscal year 1985-86 (estimated at about $163 million by the Senate 
Fiscal Agency), slow revenue growth and supplemental spending needs portend a tight budget in the current fiscal year and 
in fiscal year 1987-88. 
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Monthly Focus: Sales Tax 

Sales tax collections in fiscal year 1985-86 increased 6.4 percent above the year-ago level, a significant drop from the 10.6 
percent increase in fiscal year 1984-85. Collections from the use tax, a companion to the sales tax, moved in the opposituI 
direction, increasing 11.4 percent in fiscal year 1985-86 compared with a 7.4 percent increase in fiscal year 1984-85. 

Based on data for the October 1985 to August 1986 period, the latest available, the strongest sales categories by type of 
establishment were building, hardware, and lumber (+14.2 percent), furniture (t12.8 percent), miscellaneous retail (+12.8 percent), 
and motor vehicle dealers (+10.6 percent). In the miscellaneous retail category, collections from sporting goods (+21.3 percent) 
and beer and liquor stores (+17.4 percent) were particularly strong. The weakest categories were gasoline stations (-6.1 percent), 
general merchandise (-1.7 percent), and gas and electricity (+3.4 percent). 

The slowdown of the growth rate in sales tax collections was concentrated in two areas: general merchandise and automotive. 
As shown in Table 2, general merchandise sales increased a robust 8.9 percent during the October to August period a year 
ago compared with a 1.7 percent decline in the latest pesjod. Automotive sales increased 19.6 percent during the same period 
a year ago compared with a 5.8 percent increase in the latest period. Sales tax collections from gasoline stations (-6.1 percent) 
were particularly weak compared with the year-ago period (+I2 percent). 

The decline in the rate of growth in sales tax collections was much sharper than the decline in the rate of growth of 
Michigan personal income, which declined about one4'bercentage point. This was due to several factors: (1) a slowdown in 
debt accumulation, (2) increased expenditures for nontaxable items such as housing, automobile insurance, and services, and 
(3) reduced purchases of goods not paid for out of current income, such as automobiles. 

Sales tax collections are expected to increase no more than 5 percent in the current fiscal year as personal income growth 
is forecast to increase less than 4 percent, motor vehicle sales are predicted to decline at least 10 percent, and consumers 
will be less likely to take on new commitments as the consumer-debt-to-income ratio is near an all-time high. 
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