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Tax Limitations, Education Funding and Economic Growth

Summary

Directly restricting the growth in state government by limiting either tax revenues or public spending to an amount that allows only growth in state population plus inflation would have a significant impact on public services and on the state economy.  Lower taxes translate into lower costs of living in and doing business in the state.  Lower public expenditures mean fewer and lower quality public services and a reduction in the demand for goods and services purchased by governments and their employees.

In Michigan, as in most states, taxes and spending for public services grow roughly at the same pace as growth in the personal income of the state’s residents.  For the last twenty years Michigan tax collections have grown at an average annual rate of 5.5% and personal income has grown slightly slower at 5.2%.  Looking only at the last ten years, revenue collections have actually grown significantly slower than the growth in income, with a 10-year growth in revenues of 3.5% versus a 4.1% growth in personal income.  There has clearly been no “uncontrolled growth” in government spending in Michigan.
The chart on the following page, “Projected Michigan Tax Revenues,” shows the future revenues that would occur if over the 2004-05 to 2019-20 period, first at the growth rate of the previous fifteen years, 5.2%, and then at the rate of growth in state population plus the CPI over that period, 2.9%.  The chart reflects that in three of the previous fifteen years, 2001, 2002 and 2004, actual growth was below the amount allowed by the population plus CPI formula.

In the first year of effect of the revenue/spending limits, revenues are show to be $588 million below the level that would have occurred in the absence of the funding restriction.  This is a 2% reduction for that year.  In 2006-07, the revenue/funding level under TABOR is $27,089 million, an amount $1,224 million below the level produced at the historic growth rate and funding in that second year is 96% of the historic rate level. The effects of the formula limitations become more pronounced over time.  By 2019-20, the annual revenue/funding difference has grown to $15,444 million, an amount equal to 72% of what would have occurred without the limitation in place.
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2005-06 26,914 26,325 588 98%

2006-07 28,313 27,089 1,224 96%

2007-08 29,785 27,874 1,911 94%

2008-09 31,334 28,683 2,652 92%

2009-10 32,964 29,514 3,449 90%

2010-11 34,678 30,370 4,307 88%

2011-12 36,481 31,251 5,230 86%

2012-13 38,378 32,157 6,221 84%

2013-14 40,374 33,090 7,284 82%

2014-15 42,473 34,049 8,424 80%

2015-16 44,682 35,037 9,645 78%

2016-17 47,005 36,053 10,952 77%

2017-18 49,449 37,099 12,351 75%

2018-19 52,021 38,174 13,846 73%

2019-20 54,726 39,281 15,444 72%

* Actual

TABOR as 

Percent of 

Historic

Projected Michigan Tax Revenues 

The historic rate is the average annual growth, 1990-1995.  The TABOR allowed 

rate is the lesser of (a) the sum of the annual Michigan population growth plus 

the CPI, or (b) actual annual revenue growth.

Data is from the Michigan Department of Management and Budget, 

Comperhensive Annual Financial Report; Calculations by Richard G. Sims.
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The next chart, “Implications for Education Funding,” shows the funding implications a tax/expenditure on future education funding.  The first column, column A, shows that with total revenues growing at their historic rate and assuming that public education receives same share of the total state tax funded spending that it receives currently, 37%, in 2019-20 school funding would be $20,249 million.  Column B shows the further growth in education funding associated with Proposition 5 and an expected average growth in inflation of 3%.  Column C sums the expected growth at the historic rates plus the funding from Proposal 5.
Column D depicts education funding growth under the growth levels allowed under the TABOR formula limits.  The TABOR limits averaged 2.9% over the previous fifteen years.  Under TABOR, education would receive $14,534 million in 2019-20.  Column E adds the results of Proposal 5 to the TABOR funding levels.
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(A+B) (D+B) (C - E) (E/C)

2004-05 9,466 9,466

2005-06 9,958 565 10,523 9,740 10,305 218 98%

2006-07 10,476 582 11,058 10,023 10,608 450 96%

2007-08 11,021 599 11,620 10,313 10,919 701 94%

2008-09 11,594 617 12,211 10,613 11,239 972 92%

2009-10 12,197 636 12,832 10,920 11,569 1,264 90%

2010-11 12,831 655 13,486 11,237 11,908 1,578 88%

2011-12 13,498 675 14,173 11,563 12,257 1,915 86%

2012-13 14,200 695 14,895 11,898 12,617 2,278 85%

2013-14 14,938 716 15,654 12,243 12,987 2,667 83%

2014-15 15,715 737 16,452 12,598 13,368 3,084 81%

2015-16 16,532 759 17,292 12,964 13,761 3,531 80%

2016-17 17,392 782 18,174 13,340 14,164 4,010 78%

2017-18 18,296 806 19,102 13,726 14,580 4,522 76%

2018-19 19,248 830 20,077 14,125 15,008 5,069 75%

2019-20 20,249 855 21,103 14,534 15,449 5,654 73%

The historic tax growth rate is the average annual growth for the 1990-1995 period.  The TABOR, or what is sometimes refered 

to as SOS, is the lesser of (a) the sum of the annual Michigan population growth plus the CPI, or (b) actual annual revenue 

growth.

Budget data is from the Michigan Department of Management and Budget, Comperhensive Annual Financial Report; Population 

growth from the US Census Bureau;  CPI from the Bureau of Labor Statistics.
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Column F views the funding results that would arise with both a TABOR and Proposition 5 in place.  This scenario produces a funding level of $15,449 million in 2019-20.  Column G and H show the dollar and percentage differences in funding in the scenario in which both TABOR and Prop 5 are enacted and the alternative where only Prop 5 is enacted.   If both TABOR and Prop 5 took effect in 2006-06, by the year 2019-20 education funding would be 73% of the level when only Prop 5 is enacted.  The TABOR funding would be a level $5,654 million less than the no-TABOR level that year.
The final chart, “The Economic of Tax Limitations,” presents the results of an analysis on the economic impact that the passage of a tax or expenditure limitation such as TABOR or SOS would have on the Michigan economy.  The chart shows that, by themselves, the tax reductions resulting from such a formula would cause an increase in both jobs and income in the state.  The lower taxes would produce 10,000 new jobs in 2006.  The employment impact would rise to 136,000 in 2020.  The personal income of Michiganders would increase by $353 million in 2006 and would rise steadily, reaching $11,180 million in 2020.
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2006 2007 2008 2009 2010 2015 2020

Employment (000) 10 19 28 37 46 91 136

Pers Inc (millions) 352    755      1,213   1,725   2,290   5,952     11,180  

Employment (000) -20 -41 -62 -86 -110 -255 -447

Pers Inc (millions) -670 -1,458 -2,376 -3,430 -4,622 -13,570 -29,360

Net Tax and Spending Impacts

Employment (000) -10 -22 -34 -48 -63 -163 -311

Pers Inc (millions) -317 -703 -1,163 -1,705 -2,332 -7,618 -18,180

Results derived using the Michigan Regional Economic Model.

The Economics of Tax Limitations

TABOR/SOS Spending Reductions

 


The down side to the reduction in revenues, of course, is that given the Iron Law of the balanced budget, reductions in revenues go hand-in-hand with reductions in public spending.  The spending reductions, which would include cuts in education, health care, public protection and so forth, have the effect of reducing the economy.  Public funding supports jobs and earnings and public agencies are major purchasers of goods and services in the state.  The reduction in public spending associated with the tax and expenditure limits would cost the state 20,000 jobs and $670 million in income in 2006.  That job loss would rise to 447,000 in 2020, with a loss of personal income of $29,360 million that year.
The net impact of both the tax reductions and public spending reductions, shown on the bottom of the chart, is a loss of 10,000 jobs the first year, rising to 311,000 jobs in 2020.  Personal income in Michigan would be lower by $317,000 in 2006, with those losses growing to $18,180 million in 2020.
These results reflect only consequences of the budgetary changes due to the revenue and expenditure reductions.  They do not take into consideration any effects on the state’s competitiveness attributable to the lower level and lower of public services.
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