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FOREWORD

This report includes a national and state economic forecast for calendar year
(CY) 2015 through CY 2018. It also presents final General Fund/General
Purpose (GF/GP) and School Aid Fund (SAF) revenue for fiscal year (FY)
2014-15 and revised revenue estimates for FY 2015-16 through FY 2017-18.
Estimates reported herein will be presented to the Consensus Revenue
Estimating Conference on May 17, 2016, and will be used to facilitate the
consensus estimating process.

This report includes House Fiscal Agency (HFA) analyses of important
factors that will affect state and national economies through the year 2018,
and estimates of the Countercyclical Budget Stabilization Fund, state
compliance with the Constitutional State Revenue Limit, and GF/GP and
SAF year-end balances.

Jim Stansell, Senior Economist, is the author of this report. Kathryn
Bateson, Administrative Assistant, prepared the report for publication.
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ECONOMIC
OVERVIEW
AND FORECAST

This section presents the economic forecast used by the House Fiscal Agency to produce its
revenue forecasts for FY 2015-16 through FY 2017-18.

Despite an unusually weak first quarter of 2016, the national economy has been improving at a
modest pace. The housing sector continues to expand and light motor vehicle sales reached an
all-time high in CY 2015. In addition, wage and salary employment is on track to increase 1.7%
in CY 2016 with broad-based gains across all major economic sectors.

Gross Domestic Product (GDP) growth is expected to slow from a 2.4% rate in CY 2015t0 1.7%
in CY 2016. Accelerated economic growth is anticipated through CY 2017 before moderating
somewhat in CY 2018.

Michigan’s economy and state revenue are significantly affected by the strength of the national
recovery. Since the beginning of 2015, Michigan’s wage and salary employment had grown at
roughly the same rate as the U.S., resulting in a gain of about 100,700 jobs. This increase has
been led by gains in construction, professional and business services, financial activities, and
educational and health services.

Total Wage and Salary Employment
Figure 1 shows the monthly percent change in total wage and salary employment for both the
U.S. and Michigan from January 2000 through March 2016.

Figure 1

Total Wage and Salary Employment
Percent Change From January 2000 Through March 2016
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U.S. Wage and Salary Employment

U.S. employment peaked in February 2001, and then began a long slide that did not end
until August 2003. During this 30-month period, more than 2.7 million jobs were lost —
about 91,800 jobs per month on average. This decline was followed by 53 consecutive
months of job growth, and by January 2008, more than 8.1 million jobs had been added.

The ensuing recession saw 25 continuous months of employment declines during which
almost 8.8 million jobs were lost. Job gains finally reappeared in March 2010, and modest
job growth resumed during much of CY 2010. During a 39-month span of job growth from
October 2010 through the end 2013, total wage and salary employment increased by about
7.1 million jobs. By April 2014, U.S. wage and salary employment surpassed the pre-
recession peak, and as of March 2016, total employment was roughly 9.7% higher than in
January 2000.

Michigan Wage and Salary Employment

Although employment rebounded at the national level through 2007, conditions in Michigan
remained bleak. Employment in Michigan peaked in June 2000, a full eight months before
the national level peak in February 2001. Following that June 2000 peak, employment in
Michigan dropped steadily until July 2003, resulting in a loss of more than 314,000 jobs — a
6.7% decline. For the next two years, employment in Michigan fluctuated around the July
2003 level, with monthly job gains offset by subsequent monthly job losses. Throughout the
2000s, job losses continued to mount.

During CY 2008 and CY 2009, more than 400,000 additional jobs were lost, and although
employment increased somewhat in CY 2010, only about 56,000 jobs were added. An
additional 97,000 jobs were added during CY 2011, and while growth in total non-farm
employment slowed to about 77,000 during both CY 2012 and CY 2013, job growth
increased in CY 2014 when 91,900 were added. Employment growth slowed to 70,700 in
2015, although job growth has accelerated somewhat over the first three months of 2016.
However, despite the job gains of the past several years, total wage and salary employment
remains 7.3% lower than in January 2000.

U.S. and Michigan Motor Vehicle Industry

Light motor vehicle sales totaled almost 17.3 million units in CY 2015, an increase of 5.4% from
the previous year. Light motor vehicle sales are forecast to be 17.6 million units in CY 2016,
then increase to 17.8 million units in CY 2017 and 17.9 million units in CY 2018.

The market share of imports and transplants (vehicles with a foreign nameplate that are made in
the U.S.) has stabilized in recent years within the 21% to 22% range. As shown in Figure 2, the
market share of the Detroit 3 auto manufacturers hovered around 43.6% in CY 2015 and is
expected to increase only to 45.0% through the end of the forecast horizon.

The level and composition of light motor vehicle sales as well as the extent to which the
domestic nameplates can retain market share will have a direct impact on Michigan’s economy.
In CY 2016, the Detroit 3 is expected to sell 7.8 million vehicles, which would translate to a 3.3%
increase from the previous year. It is expected that the Detroit 3 will sell 7.9 million vehicles in
CY 2017 and 8.1 million vehicles in CY 2017.
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Figure 2
Detroit 3 Share of Light Vehicle Sales
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U. S. Forecast Highlights
Real GDP growth is forecast to increase 1.7% in CY 2016. It is forecast to increase 2.6% in
CY 2017, and grow 2.5% in CY 2018.

Inflation, as measured by the Consumer Price Index (CPl), is forecast to increase 1.1% in
CY 2016, 2.0% in CY 2017, and 2.2% in CY 2018.

Light vehicle sales of 17.3 million units in CY 2015 are forecast to grow to 17.6 million units
in CY 2016, 17.8 million units in CY 2017, and 17.9 million units in CY 2018. The import
share of light vehicles is forecast to be roughly 21.5% throughout the forecast period.

Wage and salary employment growth was 2.1% in CY 2015; it is forecast to increase 1.7%
in CY 2016, 1.3% in CY 2017, and 1.4% in CY 2018.

The national unemployment rate was 5.3% in CY 2015; it is forecast to decline to 5.0% in
CY 2016, 4.9% in CY 2017, and 4.7% in CY 2018.

Interest rates on three-month T-bills are expected to average 0.4% in CY 2016, 0.9% in CY
2017, and 1.5% in CY 2018 as the Federal Reserve begins increasing the federal funds
rate.

Michigan Forecast Highlights
Michigan wage and salary employment growth was 1.5% in CY 2015; it is forecast to be
1.8% in CY 2016, 1.0% in CY 2017, and 1.4% in CY 2018.

Michigan’s unemployment rate was 5.4% in CY 2015; it is forecast to decrease to 5.0% in
CY 2016, 4.9% in CY 2017, and 4.5% in CY 2018.

Michigan personal income grew by 4.3% in CY 2015; it is forecast to increase 3.5% in CY
2016, 3.7% in CY 2017, and 4.5% in CY 2018.
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Michigan wage and salary income increased by 4.4% in CY 2015; it is forecast to increase
3.1% in CY 2016, 3.0% in CY 2017, and 4.1% in CY 2018.

Inflation (as measured by the Detroit Consumer Price Index) is forecast to increase 0.7% in
CY 2016, 2.0% in CY 2017, and 2.1% in CY 2018.

Additional details of the U.S. and Michigan forecasts are presented in Table 1 on the following
page.
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Table 1
ECONOMIC FORECAST VARIABLES

Calendar Calendar % Change Calendar % Change Calendar % Change Calendar % Change

2014 2015 from 2016 from 2017 from 2018 from

Actual Actual Prior Year Estimated Prior Year Estimated Prior Year Estimated Prior Year
United States
Real Gross Domestic Product o o o o
(Billions of 2009 dollars) $15,961.7 $16,348.9 24% $16,624.5 1.7% $17,060.0 2.6% $17,492.2 2.5%
Implicit Price Deflator GDP o o o, o
(2009 = 100) 108.7 109.8 1.0% 111.0 1.1% 112.8 1.6% 115.0 2.0%
Consumer Price Index o o o o
(1982-84 = 100) 236.7 237.0 0.1% 239.7 1.1% 244.4 2.0% 249.8 2.2%
Consumer Price Index (FY) o o 0 0
(1982-84 = 100) 236.0 236.7 0.3% 238.9 0.9% 243.2 1.8% 248.4 2.2%
Personal Consumption Deflator o o o o
(2009 = 100) 109.1 109.4 0.3% 110.6 1.0% 112.4 1.6% 114.4 1.8%
3-month Treasury Bills
Interest Rate (Percent) L LR s e g
Aaa Corporate Bonds
Interest Rate (Percent) 4.2% 3.9% 3.7% 3.8% 4.0%
LI gl R 6.2% 5.3% 5.0% 4.9% 47%
(Percent) ’ : : : :
mﬁ’:nzg‘d Salary Employment 138.9 141.8 2.1% 144.3 1.7% 146.2 1.3% 148.3 1.4%
EUS R SERS 1.001 1.107 10.7% 1177 6.3% 1.365 15.9% 1.473 8.0%
(Thousands of units)
Light Vehicle Sales 16.4 17.3 5.4% 176 1.7% 17.8 0.9% 17.9 0.7%
(Millions of units)
Passenger Car Sales
(Millions of units) 7.7 7.5 -2.4% 71 -5.2% 71 -0.2% 71 -0.4%
Light Truck Sales
(Millions of units) 8.7 9.8 12.3% 10.5 7.0% 10.7 1.7% 10.8 1.3%
Import Share of Light Vehicles 21.0% 21.2% 21.5% 21.6% 21.5%
(Percent) ’ ’ ’ ’ :
Big-3 Share of Light Vehicle Sales 44.3% 43.6% 44.9% 44.6% 45.0%
(Percent) ’ ’ ’ ’ :
Personal Income o, o, o, o,
(Billions of current dollars) $14,694.2 $15,340.4 4.4% $15,897.1 3.6% $16,567.6 4.2% $17,392.4 5.0%
Real Disposable Income o o o o
(Billions of 2009 dollars) $11,836.3 $12,239.6 34% $12,527.5 24% $12,831.5 2.4% $13,185.3 2.8%
Wage and Salary Employment 41815 42447 15%  4,322.6 18%  4,366.6 10%  4,426.0 1.4%
(Thousands)
WEREERTEE [apEmam: (S ey 166.6 173.7 4.3% 173.4 -0.2% 173.3 -0.1% 1772 2.3%
(Thousands) : : : : : : : ’ :
Unemployment Rate 7.1% 5.4% 5.0% 4.9% 4.5%
(Percent) ’ ) ) ’ ’
Personal Income o 0 o )
(Millions of current dollars) $403,726 $421,044 4.3%  $435,711 3.5% $451,622 3.7%  $471,990 4.5%
Real Personal Income
(Millions of 1982-84 dollars) $181,984 $192,418 57% $197,675 2.7%  $200,945 1.7% $205,628 2.3%
Real Disposable Income
(Millions of 1982-84 dollars) $161,024  $169,232 51% $173,630 2.6% $176,429 1.6% $180,040 2.0%
Wage and Salary Income
(Millions of current dollars) $204,476  $213,499 4.4%  $220,206 3.1%  $226,716 3.0% $236,037 4.1%
Detroit Consumer Price Index @ ® ® ®
(1982-84 = 100) 221.8 218.8 -1.4% 220.4 0.7% 224.7 2.0% 229.5 2.1%
Detroit Consumer Price Index (FY) 2216 219.0 1.1% 220.0 0.4% 2236 1.6% 228.3 2.1%

(1982-84 = 100)
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RISKS AND
UNCERTAINTIES

An economic forecast is based on the best information available at the time the forecast is
prepared. Because information and foresight are not perfect, risks and uncertainties are inherent
in any forecast. Key risks in this forecast stem predominantly from uncertainties surrounding retail
sales and corporate profits, monetary policy, and oil prices.

Retail Sales and Corporate Profits

Although wage and salary employment and as well as earnings have been on the rise, retail
sales have fallen off over the past several months, and these declining sales in conjunction with
higher employment costs have led to a corresponding slide in corporate profits. The disconnect
between higher wages and retail sales indicates that consumers are still trying to reduce debt
burdens and are shifting spending away from goods and toward services. Because tax
revenues are highly dependent on corporate profits, wage and salary income, and consumer
spending on retail (taxable) purchases, significant shifts in these factors could exacerbate
revenue volatility.

Monetary Policy

The Federal Reserve officially raised the federal funds rate by 25 basis point in December 2015,
the first increase since June 2006, but has delayed subsequent increases. Another increase is
anticipated in June 2016, but could be delayed if economic growth remains low. A measured
series of moderate increases over the forecast horizon is anticipated, but should interest rates
rise more or less quickly it could send signals that would have a dampening impact on projected
economic growth.

Oil Prices

West Texas Intermediate crude oil prices averaged less than $50 per barrel during CY 2015, the
lowest annual average since CY 2004. The forecast assumes that the average price for CY
2016 and CY 2017 will remain below $50 per barrel before increasing by about $6 per barrel in
CY 2018. Although declines in the prices of crude oil and motor fuels may be a boon for
consumers’ pocketbooks, decreasing prices will likely squelch some domestic oil production that
is not cost effective at current prices, thereby reducing jobs and income attributable to that
sector of the economy. The degree to which these two effects offset each other creates
considerable uncertainty.
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GF/GP AND
SAF REVENUE

Revenue estimates are based on the economic performance of the components of national and
state economies discussed in the previous section. This section contains the House Fiscal
Agency’s May 2016 baseline and net General Fund/General Purpose (GF/GP) and School Aid
Fund (SAF) estimates as well as recommended revisions from the January 2016 Consensus
Revenue Estimating Conference (Table 2), detailed net GF/GP estimates (Table 3), and
detailed net SAF (Table 4) estimates. Also, included in this section are estimated year-end
balances for GF/GP, the SAF, and the budget stabilization fund (BSF), and the state revenue
limit calculation.

Baseline and Net GF/GP and SAF Revenue Estimates
Baseline revenue does not include the impact of partial-year policy changes or certain other
policy changes that have recently been adopted. Baseline estimates are comparable
across fiscal years and demonstrate the changes to state revenue that are driven by
changes in the economy. The final total combined baseline GF/GP and SAF revenue was
$22.4 billion in FY 2014-15. ltis forecast to increase 2.3% in FY 2015-16, and 2.9% in both
FY 2016-17 and FY 2017-18.

Net revenue captures the effects of all policy changes and represents actual resources
available. Final total net GF/GP and SAF revenue was $21.8 billion in FY 2014-15, which is
a 6.0% increase from FY 2013-14. It is forecast to increase 0.2% in FY 2015-16, 3.2% in
FY 2016-17, and 3.3% in FY 2017-18.

Table 2 reports GF/GP and SAF revenue in terms of baseline and net revenue. It also
shows the January 2016 adjusted consensus estimates and the recommended revisions to
these estimates for FY 2015-16 through FY 2017-18. The January 2016 adjusted
consensus estimates include the January 2016 consensus estimates plus enacted tax
changes since January 2016.

The recommended revision for FY 2015-16 is a decrease of $149.0 million as weaker than
anticipated corporate income tax and sales tax collections more than offset increases in
individual income taxes attributable to higher withholding. The recommended revisions for
FY 2016-17 and FY 2017-18 are decreases of $177.0 million and $162.3 million,
respectively.
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House Fiscal Agency Page 9



GF/GP Revenue by Source
GF/GP Tax Revenue
GF/GP tax revenue increased 11.7% to $9,636.3 million in FY 2014-15. GF/GP tax revenue
in FY 2015-16 is estimated to be $9,363.0 million, a decrease of $273.3 million, and
$9,736.3 million in FY 2016-17, an increase of $373.3 million. GF/GP tax revenue is
estimated to increase 4.4% in FY 2017-18.

Total GF/GP Net Revenue

Net GF/GP revenue includes non-tax revenue and represents the amount available to
spend. Final net GF/GP revenue was $10,034.3 million in FY 2014-15; In FY 2015-16 it is
forecast to be $9,752.8 million, a decrease of $281.5 million, and $10,113.4 million in FY
2016-17, an increase of $360.6 million. Net GF/GP revenue is estimated to increase 4.2%
in FY 2017-18.

SAF Revenue by Source
Total Net SAF Revenue
Final net SAF revenue increased by 2.0% to $11,747.1 million in FY 2014-15. Net SAF
revenue is forecast to be $12,073.5 million in FY 2015-16, an increase of $326.4 million.
Net SAF revenue is estimated to increase 2.8% in FY 2016-17 and 2.6% in FY 2017-18.

EcoNomic OuTLOOK AND HF A REVENUE ESTIMATES: MAY 2016
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Baseline
GF/GP
SAF
Total

Net
GF/GP
SAF
Total

January 2016 CREC (Adjusted Net)

Table 2

HFA MAY 2016 REVENUE ESTIMATES FOR FY 2015-16 THROUGH FY 2017-18
(Millions of Dollars)

Net
GF/GP
SAF
Total

Recommended Net Revision
Net

GF/GP

SAF

Total

Final HFA Est. HFA Est. HFA Est. FY 2015-16 FY 2016-17 FY 2017-18
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 % Change % Change % Change
$10,660.5 $10,894.5 $11,2451  $11,607.3 2.2% 3.2% 3.2%
11,7831  12,065.6  12,392.1 12,722.0 2.4% 2.7% 2.7%
$22,443.6 $22,960.1 $23,637.2  $24,329.2 2.3% 2.9% 2.9%
$10,034.4  $9,752.8 $10,113.4  $10,536.8 -2.8% 3.7% 4.2%
11,7471 12,0735  12,409.6 12,731.4 2.8% 2.8% 2.6%
$21,781.5 $21,826.3 $22,523.0  $23,268.1 0.2% 3.2% 3.3%
$10,034.4  $9,843.8 $10,213.8  $10,599.3
11,7471 12,1315  12,486.2 12,831.1
$21,781.5 $21,975.3 $22,700.0  $23,430.4
$0.0 ($91.0)  ($100.4) ($62.5)
0.0 (58.0) (76.6) (99.7)
$0.0 ($149.0)  ($177.0)  ($162.3)
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Table 3

GF/GP NET REVENUE ESTIMATES AND CHANGE FROM THE PREVIOUS FISCAL YEARS
(Millions of Dollars)

Income Tax
Sales Tax

Use Tax

Michigan Business Tax

Corporate Income Tax

Insurance

Other GF/GP Taxes

Final HFAEst. HFAEst. HFA Est. FY 2015-16 FY 2016-17 FY 2017-18
FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 $ Change % Change $ Change % Change $ Change % Change

$6,460.1 $6,672.3 $6,901.4 $7,143.2 $212.2 3.3% $229.2 3.4% $241.8 3.5%

1,118.9  1,169.2  1,190.5  1,226.6 50.3 4.5% 21.3 1.8% 36.1 3.0%
958.2 869.2 653.1 651.1 (89.0)  -9.3%  (216.1)  -24.9% (2.0)  -0.3%
(639.4) (1,031.0)  (743.9) (642.6) (391.6)  61.2% 2871  -27.8% 1013  -13.6%
1,077.7 977.0  1,0020 1,0220 (100.7)  -9.3% 25.0 2.6% 20.0 2.0%
322.4 320.0 323.0 340.5 24)  -0.7% 3.0 0.9% 17.5 5.4%
338.4 386.3 410.2 427.8 479  14.2% 23.9 6.2% 17.6 4.3%

GF/GP Net Tax Revenue $9,636.3 $9,363.0 $9,736.3 $10,168.7 ($273.3) -2.8% $373.3 4.0% $432.3 4.4%

Non-Tax Revenue

398.0 389.8 3771 368.1 (8.2) -2.1% (12.7) -3.3% (9.0) -2.4%

Total GF/GP Net Revenue  $10,034.3 $9,752.8 $10,113.4 $10,536.8 ($281.5) -2.8% $360.6 3.7% $423.3 4.2%

Page 12
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Table 4

SCHOOL AID FUND NET REVENUE ESTIMATES AND CHANGE FROM THE PREVIOUS FISCAL YEARS
(Millions of Dollars)

Final HFAEst. HFAEst. HFAEst. FY 2015-16 FY 2016-17 FY 2017-18

FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18 $ Change % Change $ Change % Change $ Change % Change
Sales Tax $5,265.5 $5,368.0 $5,523.0 $5,685.8 $102.5 1.9% $155.0 2.9% $162.8 2.9%
Use Tax 476.4 482.8 517.0 531.0 6.4 1.3% 34.2 7.1% 14.0 2.7%
Income Tax 2,5194 2,641.9 2,730.8 2,822.0 122.5 4.9% 88.8 3.4% 91.2 3.3%
State Education Tax 1,857.6 1,894 .1 1,938.9 1,978.8 36.5 2.0% 44.8 2.4% 39.9 21%
Lottery/Casinos 894.9 942.0 948.0 954.5 471 5.3% 6.0 0.6% 6.5 0.7%
Tobacco Tax 363.8 355.3 348.4 341.7 (8.5) -2.3% (6.9) -1.9% (6.7) -1.9%
Real Estate Transfer Tax 258.4 273.0 284.7 296.4 14.6 5.7% 11.7 4.3% 11.7 4.1%
Other Taxes 1111 116.4 118.8 121.2 5.3 4.8% 24 21% 24 2.0%

Total SAF Net Revenue $11,747.1 $12,073.5 $12,409.6 $12,731.4 $326.4 2.8% $336.0 2.8% $321.8 2.6%
NOTE: Numbers may not add due to rounding.
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HFA Estimates of Year-End Balances

Table 5 reports House Fiscal Agency estimates of year-end balances for GF/GP, the SAF, and
the BSF. Fiscal Year 2015-16 estimates are based on year-to-date appropriations and HFA
revenue estimates.

Budget Stabilization Fund estimates are based on the current balance and HFA estimates of
future deposits and interest earned.

Table 5
YEAR-END UNRESERVED BALANCE ESTIMATES

(Millions of Dollars)

Estimated Estimated

FY 2015-16 FY 2016-17
General Fund/General Purpose ($16.4) ($355.9)
School Aid Fund $83.8 ($35.8)
Budget Stabilization Fund $611.0 $731.1

Note: School Aid Fund revenue is restricted; any year-end balance is carried forward to
the subsequent year.

BSF Year-End Balance

The Counter-Cyclical Budget and Economic Stabilization Fund (BSF), the state’s rainy day fund,
is a reserve of cash to contribute to or withdraw from throughout economic and budget cycles.
Table 6 details deposits, withdrawals, interest earnings, and the year-end balance from FY
1990-91 through FY 2017-18.

The BSF ending fund balance for FY 2014-15 was $498.1 million. A $95.0 million appropriation
has been made for FY 2015-16. In addition, 2014 PA 186 amended the Michigan Trust Fund
Act to require annual $17.5 million deposits of tobacco settlement revenue to the BSF from FY
2014-15 through FY 2034-35.

The statutory BSF trigger calculation — based on Michigan personal income less transfer
payments adjusted for inflation and actual or net GF/GP revenue — indicates a FY 2016-17 pay-in
of $101.6 million and no pay-in for FY 2017-18 (other than the required $17.5 million). When the
required $17.5 million deposits are included, the year-end balance is estimated at $611.0 million
for FY 2015-16, $731.1 million for FY 2016-17, and $752.3 million for FY 2017-18.
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Table 6
BUDGET STABILIZATION FUND HISTORY

(Millions of Dollars)

Fiscal Year Deposits Withdrawals Interest Earned Balance
1990-91 $0.0 $230.0 $27.1 $182.2
1991-92 $0.0 $170.1 $8.1 $20.1
1992-93 $282.6 $0.0 $0.7 $303.4
1993-94 $460.2 $0.0 $11.9 $775.5
1994-95 $260.1 $90.4 $57.7 $1,003.0
1995-96 $91.3 $0.0 $59.2 $1,153.6
1996-97 $0.0 $69.0 $67.8 $1,152.4
1997-98 $0.0 $212.0 $60.1 $1,000.5
1998-99 $244 .4 $73.7 $51.2 $1,222.5
1999-2000 $100.0 $132.0 $73.9 $1,264 .4
2000-01 $0.0 $337.0 $66.7 $994.2
2001-02 $0.0 $869.8 $20.8 $145.2
2002-03 $0.0 $156.1 $10.9 $0.0
2003-04 $81.3 $0.0 $0.0 $81.3
2004-05 $0.0 $81.3 $2.0 $2.0
2005-06 $0.0 $0.0 $0.0 $2.0
2006-07 $0.0 $0.0 $0.1 $2.1
2007-08 $0.0 $0.0 $0.1 $2.2
2008-09 $0.0 $0.0 $0.0 $2.2
2009-10 $0.0 $0.0 $0.0 $2.2
2010-11 $0.0 $0.0 $0.0 $2.2
2011-12 $362.7 $0.0 $0.2 $365.1
2012-13 $140.0 $0.0 $0.5 $505.6
2013-14 $75.0 $194.8 $0.4 $386.2
2014-15 $111.5 $0.0 $0.4 $498.1
2015-16* $112.5 $0.0 $0.4 $611.0
2016-17** $119.1 $0.0 $0.9 $731.1
2017-18** $17.5 $0.0 $3.7 $752.3

* Appropriated amount
** HFA estimates
NOTE: Numbers may not add due to rounding.

Compliance With the State Revenue Limit

Article IX, Section 26 of the Michigan Constitution, which was approved by the vote of the
people in 1978, sets a limit on the amount of revenue collected by the state in any fiscal year. As
provided for in the Constitution, the revenue limit is calculated as 9.49% of total state personal
income (which is the broadest measure of state economic activity) in the previous full calendar
year prior to the fiscal year in which the revenues are measured.

The revenue to be considered in the revenue limit includes not only state taxes, but also fees,
licenses, and interest earned. Federal aid is not included in the revenue limit calculation.
Article IX, Section 26, Constitution of the State of Michigan, provides that:
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. .. For any fiscal year in the event that Total State Revenues exceed the limit
established in this section by 1% or more, the excess revenues shall be refunded
pro rata based on the liability reported on the Michigan income tax and single
business tax (or its successor tax or taxes) annual returns filed following the
close of such fiscal year. If the excess is less than 1%, this excess may be
transferred to the State Budget Stabilization Fund . . . .

Furthermore, the state is prohibited from spending any current-year revenue in excess of the
limit established in Section 26 by Article X, Section 28.

As shown in Table 7, Figure 3, and Table 8, the FY 2014-15 revenue limit calculation is
expected to show state revenue collections at $7.9 billion below the revenue limit. For FY 2015-
16, state revenue is estimated to be below the limit by $9.2 billion. For FY 2016-17 and FY
2017-18, state revenue is estimated to remain well below the revenue limit — by $9.5 billion, and
$9.8 billion, respectively.

Table 7
COMPLIANCE WITH THE STATE REVENUE LIMIT

(Millions of Dollars)

Estimated Estimated Estimated Estimated
Revenue Limit Calculations FY 2014-15 FY 2015-16 FY 2016-17 FY 2017-18
Personal Income
Calendar Year CY 2013 CY 2014 CY 2015 CY 2016
Amount $387,978 $403,726 $421,044 $435,711
X Limit Ratio 9.49% 9.49% 9.49% 9.49%
State Revenue Limit $36,819.1 $38,313.6 $39,957.0 $41,349.0
Total Revenue Subject to $28,884.5 $291212  $30473.3  $31,528.9
Revenue Limit
Amount Under (Over) $7,934.7 $91924  $9,483.7  $9,820.0

State Revenue Limit

NOTE: Numbers may not add due to rounding.

Figure 3

Constitutional Revenue Limit
Total State Tax and Fee Revenue as Percentage of Personal Income
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Table 8

CONSTITUTIONAL REVENUE LIMIT HISTORY
(Billions of Dollars)

Fiscal Year (Under) or Over Limit
1990-91 ($3.04)
1991-92 ($3.69)
1992-93 ($3.48)
1993-94 ($2.11)
1994-95 $0.11
1995-96 ($0.18)
1996-97 ($0.98)
1997-98 ($0.64)
1998-99 $0.02

1999-2000 $0.16
2000-01 ($2.41)
2001-02 ($3.92)
2002-03 ($4.18)
2003-04 ($4.44)
2004-05 ($4.22)
2005-06 ($4.95)
2006-07 ($5.32)
2007-08 ($4.65)
2008-09 ($7.99)
2009-10 ($7.61)
2010-11 ($5.58)
2011-12 ($5.23)
2012-13 ($6.55)
2013-14 ($8.48)
2014-15* ($7.93)
2015-16* ($9.19)
2016-17* ($9.48)
2017-18* ($9.82)

*HFA Estimate
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FISCAL

Additional copies of this report can be obtained from:

House Fiscal Agency
P.O. Box 30014
Lansing, Ml 48909-7514
(517) 373-8080
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