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Review Tax Expenditures to Help Fix Michigan’s Broken
Revenue Stream

M

ichigan has a budget problem, and simply put,
there just isn’t enough money to go around.
Michigan has experienced crisis a er crisis—the Great
Recession, nearly record-high unemployment, municipal
financial emergencies, the city of Detroit’s bankruptcy,
the Flint water crisis and the financial struggles of Detroit
Public Schools to name a few. In a emp ng to fix them,
the state has relied on budget cuts, temporary Band-Aids
or one- me pots of money. It hasn’t worked. Michigan’s
disinvestment in its schools, infrastructure, communi es
and people needs to be reversed, and it cannot do so
without more revenue.

Amount in billions

Unfortunately, at the same me that the state needs
more money, policy trends have con nually pulled more
out of our state budget. In recent history, we have spent
more in state and local tax credits, deduc ons and

exemp ons each year than we do in total budget
spending from state general and restricted funds—a
diﬀerence of roughly $4 billion in 2015. On top of this,
instead of increasing revenues to cover increasing costs,
the Legislature shi s around our revenue streams, leaving
poten al shor alls to be resolved with budget cuts.
Lawmakers need to have a be er idea of how much
money we are failing to collect, review exis ng tax
expenditures and earmarks to make sure they are s ll
good policy, and provide accountability for new tax breaks
and other policy changes.

STATE REVENUES CAN’T KEEP UP

Michigan’s revenues have not been able to keep up with
infla on. In terms of actual dollars, total state General
Fund and School Aid Fund revenues an cipated for
budget year 2017 have grown about 22.7%
since 2010, the trough of Michigan’s
Michigan spends more in tax credits and deductions
recent recession. However, when adjusted
than it does in state-sourced budget appropriations.
for infla on, the state is 17.7% below 2000
levels. What is most interes ng though is
that in actual dollars, for budget year
2017, state General Fund dollars are
an cipated to be 4.4% below 2000 levels
despite the fund’s more robust growth
since 2010.

Source: Data from Department of Treasury and Senate Fiscal Agency

While state revenues con nued to be
nega vely aﬀected by the decade-long
recession felt in Michigan, the state
became increasingly reliant on federal
funds to help balance its budget. In 2001,
the state General Fund and federal funds
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Combined General and School Aid Fund revenues
haven't kept up with inflation.

Source: Data from Department of Treasury and Senate Fiscal Agency;
Detroit Consumer Price Index from Bureau of Labor Statistics

contributed nearly equal amounts to
the state budget at 26.4% and 27.1%
respec vely, but the trends have
diverged significantly since. Even a er
the federal government withdrew the
American Recovery and Reinvestment
Act (ARRA) funds following 2011,
federal revenues s ll contribute over
40% of the funds necessary for
Michigan’s budget, while state
General Fund revenues have dropped
to below 20%. Over the past 10 years,
our total budget has grown by 29.7%,
and federal funds appropriated in our
state budget have grown by 75.1% in
that same me period, while state
spending from state resources has
only grown by 8.8%.

It would be easy to blame Michigan’s
revenue problems on the economy,
but we are in our sixth year of
economic recovery and s ll struggling.
Michigan’s revenues have not been able to keep up with inflation.
Our situa on has been compounded
by tax changes that have done li le to
2000-2017
2010-2017
2000-2017
InflaƟon
2010-2017
InflaƟon
help and even caused harm, including
Growth
Actual
Adjusted
Actual
Adjusted
a tax reform that largely benefited
School Aid Fund
26.3%
-5.8%
15.4%
4.0%
businesses but meant less money for
General Fund
-4.4%
-28.7%
33.0%
19.8%
Michigan’s people and the state, and
Combined SAF & GF
10.4%
-17.7%
22.7%
10.6%
policy shi s that have made more of
Source: House Fiscal Agency; Detroit Consumer Price Index from Bureau of Labor Statistics
our revenue streams restricted in use.
Michigan needs to take a hard look at
the money it foregoes due to preferen al
Michigan has grown increasingly reliant on federal
tax treatment to ensure that Michigan has
funds.
a fair and adequate revenue system.

% of state budget

TAX EXPENDITURES: NOT JUST
LOOPHOLES ANYMORE

Source: Senate Fiscal Agency, Federal Funds Appropriated in Michigan
Budget; General Fund/General Purpose Appropriation History
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Tax expenditures, commonly called
loopholes, are broadly defined as revenue
foregone because of preferen al tax
treatment in the form of credits,
deduc ons and exemp ons, or lower tax
rates given to individuals and businesses.
The state generally divides them into five
main categories: business privilege,
consump on (such as sales and use taxes
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Credits, deductions and exemptions cost the
state and local governments nearly $35 billion
in 2016. (Amount in billions)
$35.0
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Total

Source: Data from Department of Treasury, Executive Budget
Appendix on Tax Credits, Deductions, and Exemptions FY 15 and 16

Exemptions and deductions from sales,
tobacco and alcohol taxes cost the most
revenue.
Transportation
0.1%
Local/Property
22.6%
Personal
Income
27.2%

Business
Privilege
2.1%

ConsumpƟon
48.0%

At about $11.8 billion for budget year 2016, exemp ons
for services make up the vast majority of consump on
expenditures (70.4%), with consumer services at about
$4.03 billion. Exemp ons for food and prescrip on drugs
make up 11.6% of consump on expenditures.
Source: Data from Department of Treasury, Executive Budget
Appendix on Tax Credits, Deductions, and Exemptions FY 15
and 16
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or tobacco taxes), personal income, transporta on and
local/property. These tax expenditures are o en called
silent spending because, like appropria ons, they
allocate resources for public purposes but do so
through the tax code rather than through the annual
state budget process. They have a significant impact on
the annual budget process as they reduce or eliminate
revenue that would have otherwise been collected, but
are not regularly reviewed and evaluated.
Typically, these tax credits, deduc ons and exemp ons
are used for two purposes. First, they redistribute or
reduce the impact of taxes on low-income individuals
and businesses. For example, the Homestead Property
Tax Credit helps lower property taxes and makes living
in Michigan more aﬀordable for residents with high
property taxes. Addi onally, the cons tu onal sales tax
exemp on on food helps level the playing field for
lower income families as they tend to spend a higher
propor on of their incomes on food, and without the
exemp on, would also spend more of their money on
taxes. However, even with this targeted tax relief,
Michigan’s lower-income families s ll pay nearly twice
the tax rate of the wealthiest in terms of state and local
taxes.
The second purpose of tax expenditures is to influence
the behavior of individuals or businesses. The federal
and state Earned Income Tax Credits are only provided
to individuals who have income from a job or selfemployment and are intended to encourage work while
helping individuals make ends meet. And local property
tax abatements encourage either the establishment of
or the renova on or replacement of various business
facili es (e.g., industrial facili es tax abatements or
obsolete property rehabilita on abatements).
While they are commonly called loopholes, most true
“loopholes” do not exist. The foregone revenue
resul ng from these credits, exemp ons or deduc ons
is not an unintended consequence of tax changes or
unintended tax avoidance methods. Most of these
expenditures were purposely wri en in the tax code.
However, other intended policy changes can have tax
implica ons whether intended or not. For example,
changes made in 2012 to the Insurance Code resulted in
automobile insurance providers being able to claim a
tax credit amoun ng to $60 to $80 million per year. But
PAGE 3

Percent of income paid
in state and local taxes

this unintended consequence was not discovered un l
2016. However, once these tax expenditures are wri en
into the tax code, they are diﬃcult to be unwri en, and
their eﬀect o en grows.

CONTINUED EROSION OF THE GENERAL FUND

Another trend in Michigan fiscal policy is to make funds
restricted in use. These revenues are restricted by the
State Cons tu on or
state statute, or otherwise are only available
For all state and local taxes, lower income Michiganians pay
for specified purposes,
nearly twice the tax rate of the most wealthy.
and generally remain in
the restricted fund if
they go unused during a
budget. These include
most fee revenue, the
School Aid Fund and
most funds that are used
for transporta on purAnnual Income
poses. Most of the stateSource: Institute on Taxation and Economic Policy. Who Pays? A Distributional Analysis of the Tax
sourced
revenue
in
Systems in All 50 States, 5th edition. January 2015.
Michigan’s budget is
restricted funds.
Tax Expenditure Growth
(Amount in millions)

Budget Year
Total
Business
ConsumpƟon
Individual
Local
TransportaƟon

2015 (est.)
$33,970.0
$712.6
$16,243.4
$9,259.1
$7,710.3
$48.2

2016 (est.) Growth
$34,980.0
$746.7
$16,778.2
$9,514.8
$7,890.8
$48.2

2.97%
4.79%
3.29%
2.76%
2.34%
-0.06%

Source: Data from Department of Treasury, Executive Budget
Appendix on Tax Credits, Deductions, and Exemptions FY 15 and 16

Two-thirds of Michigan-sourced revenues
are restricted in use.
Local/Private
0.7%

Restricted
37.7%
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43.0%
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Resources
56.2%
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18.5%

Source: Data from Senate Fiscal Agency
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Over the past five years, the Legislature has passed two
main packages that have con nued the trend in making
funds restricted: the Personal Property Tax repeal and the
roads plan of 2015. The repeal of the Personal Property
Tax was originally enacted in 2012, amended in 2014, and
made eﬀec ve by a ballot ini a ve in August of 2014.
Most of the discussion centered on how to reimburse
schools and local units of government for the revenue lost
due to the repeal, and the mechanism for making them
whole was dedica ng some of the currently unrestricted
Use Tax revenue exclusively for that purpose.
Furthermore, in 2015, lawmakers enacted a road funding
plan that included some new restricted revenue in tax and
fee increases, but also dedicated a significant amount of
currently unrestricted income tax revenue to
transporta on purposes. Ul mately, this will shi $600
million annually away from our General Fund to be used
for road repairs and maintenance.
These two changes are an cipated to divert over $800
million away from our state General Fund by budget year
2020, poten ally squeezing our budget and jeopardizing
other funding priori es. Once changes to the Homestead
Property Tax Credit are taken into considera on, the
diversion and foregone revenue total around $1 billion.
This will have a long-term, las ng and detrimental impact
on our state budget.
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Tax policy changes will cost the state about $1B by budget year
2020. (Amount in millions)
Potential:
$11.7B

must take a look at its
inadequate revenue streams
to determine where there is
room for improvement.

Stop the erosion of state
funds: Every year, the state
nickels and dimes away at
state funds without regard
FY20:
$10.7B
to—or some mes knowledge
of—the
possible
budget
implica ons. These changes
FY14:
include new tax breaks, tax
$9.0B
policy changes and shi ing
funds to pay for diﬀerent
services and programs. The
funding that is le is o en
strained by growing budgetary
Source: Data from the January 2016 Consensus Revenue Estimating Conference, House
pressures. Lawmakers should
Fiscal Agency and Senate Fiscal Agency
review exis ng restricted fund
streams to ensure that they
are suﬃcient to meet the state’s needs. Legislators must
WHERE TO GO FROM HERE?
also understand the costs of each tax policy change to
Michigan has already endured enough crises—the state’s
make sure that the benefit actually oﬀsets the cost to
dissolu on of two public school districts, the city of Detroit
other important state programs.
bankruptcy, the Flint water crisis, the Detroit Public
Review exisƟng tax expenditures: Michigan lawmakers
Schools financial crisis, in addi on to many other schools
need to determine whether the benefits of various forms
and municipali es that are struggling—and is one more
of preferen al tax treatment s ll outweigh the costs to the
crisis away from not being able to fund the basic services
state. While some of these credits, deduc ons and
Michigan residents rely on. Policymakers are inten onally
exemp ons con nue to suit the purpose for which they
s fling the state from being able to invest in its
were intended, many go unchecked and simply cost the
infrastructure, schools, people and businesses. Michigan

Amount below constitutional
limit (in millions)

Michigan can increase revenues without having a constitutional problem.

Source: Data from the Senate Fiscal Agency
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state money with li le return. Michigan does have an
annual report on state tax expenditures, but it does not
include vital informa on as to the funds aﬀected, the
history of the expenditure, or an analysis as to whether it
is serving its purpose. The state should establish a process
for reviewing these spending measures to ensure that they
are s ll accomplishing set goals and that the loss of state
revenue is jus fied. As part of this evalua on,
expenditures that no longer meet their intended
purposes—or are no longer necessary—should be
eliminated.

cut taxes simply for this reason. Tax benefits should be
given for a reason, whether to balance the scales for
lower-income individuals through the Homestead Property
Tax Credit or to encourage specific behaviors like the
Earned Income Tax Credit, and the outcomes should be
measurable. New tax expenditures should include
measures to allow lawmakers to determine their
usefulness, such as expira on sunsets for periodic review,
accountability measures, or clawbacks to reclaim money
from recipients that do not comply with requirements.

Make tax relief strategic, measurable and adjustable: The
truth is, no one really likes paying taxes. But we should not
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