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Current State of the Economy

Despite a number of substantial month-to-month movements, wage and salary employment

in Michigan in mid-1993 is only up slightly from where it had been in late 1992. In the aggregate,

employment jumped up in January, gaining nearly 45,000 jobs. More than 39,000 jobs were then

given back over the next three months, amounting to seven out of eight jobs gamed in January.

Employment has then been basically flat from May to July.

Four individual sectors dominate employment movements from the end of 1992 through

mid-1993: autos, accounting for most of the job loss; services, supplying most of the job gain; and

retail trade and local government, generating temporary employment surges which weren't sustained.

The rest of the state economy has been fairly static over the past halfyear. Looking more closely at

the movements in the few dynamic sectors can be instructive in interpreting the recent performance

of the local economy.

The auto sector had a net loss of over 11,000 jobs between February and May. This loss

reflects the virtual termination of the Jobs Bank program at General Motors, tied in with a special

early retirement program. GM completed its funding obligation to the Jobs Bank program, as

specified in the current auto agreement. Previously, workers in the program were classified as

"The Michigan Model"



2
employed, and received full straight-time pay. A few workers remain in the program, but they will

retire during the next year under a special arrangement with the company. Those workers who have

left the program either were laid off, opted for a special early retirement program, or replaced older

active workers who opted to retire early. If the job losses resulting from the exhaustion of the

program are subtracted from auto sector employment levels in February, prior to the demise of the

program, the adjusted job count is about the same as the observed job estimates for May-June.

Consequently, all of the net job loss in autos from February to June - or, indeed, from December to

June — can be attributed to a program that did not involve the production of vehicles.

Most of the job gains in the local economy between December and June came from the service

sector. All of these gains, though, occurred in the month of January; employment in this sector has

been sitting still since then.

After rising by 12,500 jobs from December to February, retail trade declined by 15,000 jobs

between February and April, constituting two-thirds of the employment loss in private

nonmanufacturing overall. The employment levels in retail trade have flattened out in the past few

months, with the job estimates in May and June remaining essentially unchanged from April. It

appears that the sector has returned to its more normal trend line, established in the past few years,

after an unusually large surge in activity in the early part of this year. Indeed, the retail job levels

in April-to-June are up marginally from those in the previous October-to-December period.

Local government also showed some employment growth between December and June. Much

of t.hiw gain, however, ran be attributed to the temporary hiring of election workers at the end of this

period to assist with the Proposal A vote.

The evidence from these key sectors suggests that some of the largest monthly employment

swings during the first halfof 1993 were temporary aberrations from normal underlying employment

movements. This observation, together with the data for the end-points of the half-year interval,
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indicates that the current state of the local economy could be characterized as sitting still, or drifting

up slowly.

The state unemployment rate stood at 7.3 percent in July, unchanged from June, but up from

earlier in the year. In the three-month period from February to April, the unemployment rate in

Michigan was in the range of 6.4 to 6.7 percent, and was below the national rate for each of these

months. The number of employed, based on the household survey, rose in May and June, but so did

the unemployment rate, because there was also an increase in the labor force participation rate.

Beginning in May, the state unemployment rate has risen above the U.S. rate again, with the

differential in July equaling half of one percentage point. The current situation still compares

favorably with the past several years, when the typical differential between the Michigan and U.S.

rates had been in the range of one and a half to two percentage points.

In summary, the economic recovery to date has been so slow and uneven that permanent

re-employment has not taken hold. Where the Michigan economy moves from this position depends

on the health of the national economy, and on special state-specific factors as well. Some of these

factors are considered in the following section on major input assumptions.

Inputs to the Forecast

The components of our national outlook (August 16, 1993) that underlie our forecast of the

Michigan economy include the following:

• We have incorporated in our federal budget assumptions the budget plan enacted by
Congress in early August. Major tax policy changes include higher income taxes for
the wealthy, an increase in the portion of Social Security benefits subject to the
income tax, removal of the cap on wages subject to the Medicare payroll tax, expansion
of the earned income tax credit, higher corporate taxes, and a modest increase in the

gasoline tax. On the expenditure side, the budget plan outlines reductions in both
defense and nondefense spending, including entitlement programs. The compromise
package also includes a scaled-down version of spending initiatives directed toward
infrastructure improvement, education, and training. In our forecast the deficit
reduction package contributes to a drop in the federal deficit from $270 billion for



fiscal 1993 to $212 billion for 1994 and $191 billion for 1995.

We have assumed that the Federal Reserve will keep short term interest rates from
rising during the rest of 1993, and that it will continue a policy of monetary
accommodation while the progressive tightening of fiscal policy impacts the economy.
The 3-month treasury bill rate remains at about 3.1 percent through most of 1994 and
then drifts up slightly to 3.3 percent by the end of 1995. Long term interest rates

edge down through the end of 1994 and then remain fairly steady throughout 1995.

The national economy will continue to grow, but at a moderate pace, during the next
two and a half years. Real GDP, which grew at an average annual rate of 1.2 percent
during the first half of 1993, is forecast to expand at about double that rate during the
second half of the year. The projected acceleration in output growth results from a

turnaround in residential building, a smaller decline in federal government purchases,
stronger growth in exports, and a swing from substantial decumulation of vehicle
inventories in the second quarter to a modest rebuilding of inventory stocks by year
end. Output growth slows to just over 2 percent dining much of 1994 as the fiscal
restraint of the federal deficit reduction package impacts the economy. A supportive
monetary policy which keeps interest rates low has an increasingly positive effect
throughout 1995, so output growth accelerates to a 2 3/4 percent pace by year end.

The steady but moderate pace of economic growth generates a slow drift down in the
U.S. unemployment rate, from 6.9 percent in the current quarter to 6.7 percent by the
end of 1994 and 6.3 percent a year later.

Core industrial prices are forecast to rise at an annual rate of 2.1 percent during the
second half of 1993, following a 2.6 percent increase during the first half of the year.
Inflation remains in check over the forecast horizon, with core industrial prices rising
by 2.5 percent during 1994 and 2.9 percent during 1995. Consumer prices, as

measured by the U.S. CPI, increase by 3.3 percent during 1994 and 3.9 percent during
1995.

Motor vehicle output (measured in 1987 dollars) held steady from the first to the
second quarter of 1993. The increase in domestic light vehicle sales from a 10.9
million unit (annual rate) pace in the first quarter to a 12 million unit pace in the
second quarter was offset by a swing from inventory accumulation in the first quarter
to inventory reduction in the second. Although domestic light vehicle sales are

forecast to back off slightly, to an 11.8 million unit pace for the second half of 1993,
a modest increase in inventory stocks implies a pick-up in vehicle production at an

annual rate of 8 1/2 percent during the second half of this year. Motor vehicle

production continues to grow over the next two years, averaging 4 percent during 1994
and just under 3 percent during 1995. Car and light truck sales (domestics plus
imports) are forecast to total 13.9 million units for 1993 and then rise to 14.2 million
units for 1994 and '95.
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The second set of input assumptions influencing our outlook for Michigan is related to the

local economicenvironment These assumptions involve the automotive sector, including the ongoing

restructuring at General Motors, and a military base closing. The inputs related to the auto sector
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In our forecast, we include only those automotive closings that have been announced. Over

our forecast horizon, to the end of calendar year 1995, five plants are scheduled to dose or to be

substantially downsized: Willow Run Assembly, Livonia Delco Chassis Division, Pontine West

Assembly, Flint Truck Assembly, and Kalamazoo Stamping.

About 2,000 workers at Willow Run Assembly in Washtenaw County have been on layoff since

early July. The Michigan Court ofAppeals ruled earlier this month that General Motors may dose

the plant permanently to consolidate production at a similar facility in Arlington, Texas, reversing

a lower court decision that the company must keep Willow Run open. We have assumed that any

further efforts aimed at reopening the plant, induding an appeal to the Michigan Supreme Court,

will not be successful.

The entire component plant in Livonia had been scheduled to dose at the end of this year,

affecting about 1,500jobs. In late May, a new plantagreement was reached, rescuing the work related
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to the production of springs, struts, and suspension parts. Consequently, only about 750 jobs, related

to chrome bumper production, will be eliminated.

Pontiac West Assembly is currently scheduled to close in the spring of 1994; about 2,000

employees are affected.

The two remaining plant closings that have been announced are scheduled to occur after the

1995 model year, affecting the last four months of our forecast horizon. The Flint Truck Assembly

Plant, with about 3,000 workers, is scheduled to assemble full-size vans through the 1995 model year;

no future product has been assigned to the plant beyond August 1995. The Kalamazoo Stamping

Plant will cease operations at the same time. This is a metal fabricating plant which manufactures

deck lids, quarter panels, and floor pans; it is included in the nonvehicle durable manufacturing

sector of our employment forecast. Over 2,000 employees are affected by the closing.

General Motors also announced its intention to reduce its (nonunionized) white-collar work

force nationwide by 8,000 during 1993. The number of white-collar workers affected in Michigan is

unknown, but based on the geographic distribution of the work force and the presence of GM

headquarters and the Technical Center in Michigan, a sensible estimate would be in the range of

50-60 percent of the total. Some of these reductions-in-force have already taken place this year, with

more expected by the end of the calendar year.

The 1990 auto contract agreement established economic provisions until September 14,1993.

All of the workers covered by the contract were entitled to a 3 percent increase in base pay in the

first year, and a performance bonus ("lump sum") payment equivalent to 3 percent of annual pay in

each of the following two years. The contract currently being negotiated will be in effect from the

middle of next month through September 1996, covering the remainder of our forecast horizon. We

are assuming at this point that the economic provisions of the expiring contract will carry over to the

next period, including a 3 percent increase in base pay starting in the fourth quarter of 1993.
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We are assuming that profit-sharing payments based on calendar year 1993 and paid in the

first quarter of 1994 will be roughly comparable to those based on 1992, with some additional

improvement in domestic profits for calendar year 1994.

A well-publicized closing is also planned outside of the auto sector. The K I. Sawyer Air Force

Base in the Upper Peninsula's Marquette County has been recommended for closure. Congress is

expected to issue final approval by September, but departure dates are not yet firm. Approximately

3,700 military personnel and 800 civilians are involved; only the civilian workers are included in the

employment data we use for federal government. We assume that half of the civilian jobs will be

phased out between the fall of 1993 and mid-1994, with the remainder tapering down to zero by the

prospective closing date of September 1995.

The Forecast of the State Economy

We are forecasting that the Michigan economy, as measured by wage and salary employment,

will return to positive growth in the current quarter, following a decline in employment of 2.5

percent (annual rate) in the second quarter. The economy is then expected to expand during the

next two and a halfyears, but at a moderate pace. The forecast path of wage and salary employment

is shown in the right panel of Chart 1.

As already noted, the total number of jobs in the state has changed little in the past three

months, from May through July. We are forecasting that employment will increase between the

second and third quarters, but barely, growing at an annual rate of 0.3 percent. Growth is dampened

by the auto layoffs (pending a closing date) at Willow Run, some expected additional white-collar

automotive reductions-in-force, and a mining strike which started on August 1, involving 1,800

workers, at Cleveland Cliffs Iron Company in the Upper Peninsula.

The Michigan economy is expected to gain in strength in the final quarter of 1993 and the
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beginning quarter of 1994, with employment growing at annual rates of 1.3 percent and 1.6 percent,

respectively. A pickup in the national economy following the first half of 1993 contributes to the

improvement in the local economy, as does the absence of any additional major plant closings before

the spring of 1994.

Employment growth downshifts in the second quarter of 1994, to an annual rate of 0.5

percent. This coincides with the closing of the Pontiac West Assembly plant, and with a slight

deceleration of real output growth in the U.S., as federal belt tightening begins to take hold.

During the next year, from mid-1994 to mid-1995, employment growth settles in at an average

rate of two-thirds of one percent. With two major closings both scheduled for August 1995 (Flint

Truck Assembly and Kalamazoo Stamping), the employment path dips down during the second half

of 1995. Essentially no employment growth is expected overall between the third and fourth

quarters of 1995.

These quarter-by-quarter movements translate into modest job gains of 34,200 during 1993,

34,900 during 1994, and 14,100 during 1995 - when there is virtually no job growth in the second

half of the year. The job gains during 1993 and 1994 are comparable to the increase dining 1992 of

38,600 workers. These gains, though, are still only half ofwhat they were during the slowest-growth

year in the 1982 to 1989 recovery period.

As noted earlier, the state unemployment rate has settled in at 7.3 percent for the two most

recent months, June and July. We are forecasting that the labor force will grow over the forecast

horizon, but slowly enough, given the moderate employment growth, to generate a fairly flat

unemployment rate path over the period. Although monthly gyrations invariably occur, the rate is

expected to hold at 7.3 percent for the last two quarters of 1993, and then settle in at 7.2 percent

during 1994 and 7.1 percent during 1995. Even though there is scant improvement in the

unemployment rate over the forecast period, the average yearly rates of 7.1 to 7.2 percent are the
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lowest for any year, except for 1989, since the late 1970s. Over the next 2 1/2 years, we expect the

state unemployment rate to remain above the U.S. rate, with the differential drifting up from 4/10

of one percentage point to 8/10 of one percentage point - still well below the margins of the past

several years.

The sectoral composition of the quarterly employment changes over the forecast horizon is

shown in Chart 2. The chart focuses on five sectors: motor vehicle manufacturing, nonvehicle

manufacturing, retail trade, services, and government. The "other" category encompasses all of

private nonmanufacturing except for retail trade and services. Each bar represents the quarterly

change in employment for that sector, measured in thousands of jobs. The bars sum to the total

change in wage and salary employment in each quarter.

The motor vehicle manufacturing sector does not make a positive contribution to wage and

salary employment growth during the forecast horizon. The projected moderate growth in vehicle

output over much of the forecast period, three and a half auto plant closings, and additional

white-collar RIFs (in the second half of 1993) all contribute to the weak employment situation. The

quarters with the largest declines in the forecast period are those associated with the scheduled plant

closings. None of these quarters have losses as severe as the period just completed, the second

quarter of 1993. Most of these recent employment losses do not involve active production workers,

but are a consequence of the virtual termination of the Jobs Bank program by GM.

The aggregate nonvehicle part ofmanufacturing has been generallyweak over the past several

years, and that condition is expected to hold over the forecast horizon. Moderate growth in the U.S.

economy, small contributions from the vehicle sector, declines in investment in industrial equipment

dining 1994 and 1995, and the spin-off effects of automotive plant closings all contribute to the

weakness in this sector. Some employment growth is expected in the near term (1993.4 and 1994.1),

with stronger growth in real output than in the first halfof 1993. Employment then declines through

the end of 1995, at a generally increasing pace. The last two quarters of 1995 include the direct
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effects of the closing ofKalamazoo Stamping, which is scheduled to occur in August of that year. The

manufacturing sector as a whole is forecast to lose 3,400 jobs dining 1993, 5,900 jobs during 1994,

and another 20,500 dining 1995.

Consistent with recent history, the sector that contributes most to total employment over the

next two and a halfyears is services. As is shown in Chart 2, the job gains per quarter are sustained

in the range of 5,000 to 6,000 during 1994 and 1995. This pattern translates into employment gains

of 21,700 service jobs during 1994 and 23,300 during 1995, following an increase of 23,900 during

1993.

Other than a substantial upward movement in the December-to-February period, which has

already been noted, employment growth has been lethargic in retail trade for the past few years. In

the current quarter, we are forecasting a gain of 3,500 retail jobs. Our projection is that the job gains

in this sector will then dwindle down over the forecast period. About 2,000 retail jobs are added at

the beginning of 1994, 1,000 at the end of 1994, and virtually zero by the end of 1995. This is

consistent with recent trends, and with our forecast of very weak pm-chasing power for 1994 and

1995.

The "other" sector makes modest contributions to total employment. The only period in

which this category contributes more than 2,000 jobs is the first quarter of 1994. We are assuming

the mining strike which began this month in the Upper Peninsula will end by January, permitting

1,800 workers to return to work.

The total private nonmanufacturing sector gains 102,000 jobs between the end of 1992 and

the end of 1995: 37,000 during 1993, 34,000 during 1994, and 31,000 during 1995.

State and local government units continue to labor in a budget squeeze, and the federal

government will be in the process of phasing out the K. I. Sawyer Air Force Base during the forecast



period. Consequently, only modest employment contributions are expected from the public sector:

11,400 jobs from the end of 1992 to the end of 1995. The negative growth in the current quarter is

due to the removal of temporary election workers who were hired for the Proposal A vote in June.

Personal income is forecast to increase by 4.8 percent for 1993, 4.5 percent for 1994, and 4.6

percent for 1995. This income growth is down from the 6 percent increase achieved in 1992. Most

of the income growth over the forecast horizon is insulated from the GM downsizing by the payment

of Supplemental Unemployment Benefits (SUB) to the unionized workers, and other income support

to the non-unionized employees. Much of this income support is transitional, however, and begins

to run out during 1994, although a greater amount is slated to run out during 1995.

With the projected slack in the labor market, inflation remains under control throughout the

forecast period. Local consumer price inflation, measured by the growth rate of the Detroit CPI, is

forecast to rise from 2.1 percent for 1992 to 2.8 percent, 3.2 percent, and 4.1 percent respectively for

the next three years. The growth in consumer purchasing power slows substantially from a rate of

4.4 percent for 1992, to 1.7 percent for 1993, 0.7 percent for 1994, and 0.4 percent for 1995.

The State Revenue Outlook

Our forecast of state tax revenues is primarily determined by the level of economic activity

in Michigan. In recent years, however, legislation has been enacted that affects the personal income

tax, the single business tax, the inheritance tax, and the sales and use taxes. As a result, the pattern

of revenue flows will differ from that which would derive solely from underlying economic conditions.

Local property tax relief has been a nagging concern in recent years. As a stopgap, the

legislature enacted a one-year freeze on the assessed valuation of local property for 1992. It is

estimated that this "property tax freeze" reduced credits for property taxes paid in calendar 1992 by

$75 million, raising income tax revenues by about $21 million in fiscal 1992 and by about $54 million
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in fiscal 1993.

estimates.

These additional revenues are included in our fiscal 1992 and '93 income tax

In July the legislature eliminated the local property tax as a means of funding public

education effective with the 1994-95 school year, reducing property taxes by an average of 65 percent

and eliminating $6-7 billion in school revenues. This action will raise income tax revenues by

reducing property tax credits by an estimated $850 million per year. A number of substantial

changes in current tax law will be required to provide sufficient alternative funding for the schools.

Although the governor and the legislature will be considering a number of proposals this fall, it is

too soon to have a good sense ofwhich taxes will be increased. Since we have only part of the picture

— the tax cut, but not the corresponding tax increases and/or expenditure cuts — we have not

included any of the effects of school funding reform in our revenue projections.

The legislature has amended the Single Business Tax Act twice in the past two fiscal years.

The amendments were designed to respond to court challenges of the tax and to provide additional

relief to small businesses. The combined effect of the legislation is estimated to lower revenues on

a cash basis by $5 million for fiscal '92, $42 million for fiscal '93 and by $59 million per year in fiscal

1994 and '95.

Many bills to modify the inheritance tax have been introduced in recent years. In 1992 the

legislature made some initial changes designed to increase revenue in the short run ~ by reducing

the filing period for payment of the tax ~ but to reduce revenue in the out years by increasing the

exemption for close relatives. Earlier this year the inheritance tax was repealed and a substitute tax

which piggybacks on the federal estate tax was enacted, effective October 1, 1993. The tax will be

calculated on amounts in excess of $600,000, and the filing period will be extended to match the

timing of the federal tax. It is expected that the new estate tax will generate about $40 million in

revenue per year, but the extension of the filing period will postpone tax payments, reducing estate

tax revenues to an estimated $16 million for fiscal '94.



A set of legislative actions generated one-time general fund general purpose (GFGP) revenue

gains in fiscal 1992 by shifting the timing of revenue sharing payments to local governments.

Revenue sharing payments from the income tax and the single business tax which had previously

been made in the final quarter of the fiscal year were shifted to other parts of the fiscal year,

effective with the final quarter of fiscal '92. This timing change resulted in reduced revenue sharing

payments in fiscal '92, but the shift will generate full payments in subsequent fiscal years.

Another source of a one-time singe in revenue is the shortening of the period in which sales

and use tax collections must be remitted to the state. It is estimated that the state received an

additional $80 million in gross sales and use tax revenue this summer as businesses adjusted to the

new accelerated payment schedule.

Our forecast of general fund general purpose tax revenues is presented in Table 1, along with

actual figures for fiscal 1991 and '92. 1 Income tax revenues increased by 4.5 percent in fiscal '92,

aided by smaller revenue sharing payments to local governments and by smaller property tax credits.

Income tax revenues rise by 6.5 percent for fiscal '93. Wages and salaries rise by 6.1 percent for fiscal

'93 compared to a 4.5 percent increase for fiscal '92. Annual payments are essentially flat following

a decline in fiscal '92, and quarterly payments rise more rapidly in response to improved nonwage

income. While the return to normal revenue sharing payments acts as a drag on the growth in

income tax revenues for fiscal '93, refunds are actually lower than in fiscal '92 due to the reduction

in property tax credits. Weaker income growth and an unusually large increase in refunds in fiscal

1994 - reflecting the assumed return to more typical property tax credits - dampen the growth in

income tax revenues to 2.5 percent for that year. A more normal increase in refunds hikes the

growth in income tax revenues to 5.2 percent for fiscal '95, despite somewhat weaker growth in wage

and salary income.

Avenue totals for fiscal 1991 and 1992 may not correspond to official figures since RSQE does not incorporate
all of the year-end accounting adjustments that are included in the official data.
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TABLE 1.

RSQE Forecast - General Fund General Purpose
State Tax Revenues by Fiscal Year

(millions of dollars, except as noted)

Actual1 RSQE Forecast

1991 1992 1993 1994 1995

Income Tax 3460 3614 3851 3948 4153
(% Change) (-2.0) (4.5) (6.5) (2.5) (5.2)

Consumption Taxes 1355 1375 1462 1478 1522
(% Change) (-0.8) (1.5) (6.3) (1.1) (2.9)

Sales 617 632 681 690 714
Use 471 488 529 540 562
Other Consumption 267 256 252 249 246

Business Taxes 1584 1548 1675 1765 1882
(% Change) (-4.6) (-2.3) (8.2) (5.4) (6.6)

Single Business 1393 1315 1465 1544 1651
Other Business 191 232 211 222 231

Property Taxes 378 441 394 277 311

(% Change) (3.7) (16.7) (-10.6) (-29.6) (12.0)

Other GFGP Tax Revenue 44 46 50 46 46

GFGP Tax Revenue 6821 7024 7432 7515 7913

(% Change) (-2.0) (3.0) (5.8) (1.1) (5.3)

Addenda
Personal Income Adjusted

(Billions $s) 153.3 159.1 168.4 175.0 181.9

Wages and Salaries
(Billions $s) 102.9 107.5 114.1 118.7 123.0

Wage and Salary Employment
(Thousands) 3902 3907 3957 3987 4013

1. Revenue totals for fiscal 1991 and 1992 may not correspond to official figures
since RSQE does not incorporate all of the yearend accounting adjustments that are

included in the official data.



Consumption taxes include sales and use taxes as well as taxes on tobacco and alcohol, with

about 80 percent of GFGP consumption tax revenue coming from the sales and use taxes.

Consumption taxes rise by 6.3 percent in fiscal '93, as combined sales and use tax collections increase

by about 8 percent - reflecting the accelerated collection schedule - and other consumption taxes

decline. Consumption tax revenues are forecast to rise by 1.1 percent in fiscal '94 and by 2.9 percent

in fiscal '95. After correction for the one-time surge in fiscal '93 revenues, growth in GFGP sales and

use tax collections mirrors disposable income growth in fiscal 1993 and '94. In fiscal '95 sales and

use tax revenues settle back to grow slightly behind income growth (3.8 percent compared to 4.4

percent). Other consumption tax revenue declines slightly over the next two years.

Two countervailing special factors impacted business tax revenues in fiscal '92. The change

in timing of SBT revenue sharing payments increased GFGP tax revenue, but payment of a backlog

of SBT refunds had the opposite effect. The net effect was a reduction of about $60 million, which

more than accounts for the 2.3 percent decline in business tax revenue last year. Part of the 8.2

percent rebound projected for fiscal '93 can be attributed to the reversal of the special conditions

which occurred in fiscal '92. Adjustments for the net effect of the out-of-period refunds and lower

revenue sharing payments in fiscal '92 yield a fiscal '93 growth rate of 4.2 percent. Renewed growth

in insurance tax revenues boosts the growth in business taxes to 5.4 percent for fiscal '94. Business

taxes are forecast to rise by 6.6 percent for fiscal '95.

Revenues generated by taxes that the state levies on various types of property (inheritance-

estate, intangibles and utility property) rose by 16.7 percent in fiscal '92 and are forecast to decline

by 10.6 percent in fiscal '93. Most of the swing in property tax revenue growth can be attributed to

the one-time surge in inheritance tax collections in fiscal '92 and the reductions enacted for fiscal

'93. The 29.6 percent decline in property tax revenue forecast for fiscal '94 is due to the move from

the inheritance tax to the estate tax and the extension of the payment period. Our forecast of a 12

percent increase for fiscal '95 property tax revenues marks the first full year of estate tax collections
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Our forecast of continued moderate growth during the next two years, along with the special

factors previously noted, yields increases in total GFGP tax revenues, as measured in Table 1, of 1.1

percent for fiscal '94 and 5.3 percent for fiscal '95, following an estimated increase of 5.8 percent for

fiscal '93.

Effect of the Automotive Plant Closings

An important factor influencing our forecast results is the downsizing plans of General

Motors, the dominant establishment in the state. Included in this downsizing are the currently

announced plant closings and the scheduled white-collar reductions-in-force. To generate the

projected impacts of these downsizing activities, we link our industrially-detailed input-output model

of the state economy (REMI) to our state econometric model (SQEM).

We assume that all of the workers directly affected by the downsizing who do not leave the

Michigan labor force, through retirement or migration, will receive transitional income support

through the private Supplemental Unemployment Benefits (SUB) program, and (for those eligible)

the public Unemployment Insurance (UI) program. We are assuming this support will run for one

or two years, depending on the seniority of the recipient.

The projected impacts on the Michigan economy of the announced plant closings and

reductions-in-force are summarized in Table 2. Although the downsizing is part of an ongoing

process, the table shows only the effects of those actions scheduled to occur over the forecast

horizon, from mid-1993 through the end of 1995. Consequently, those workers who were affected by

the exhaustion of the Jobs Bank program are not included in the impacts, since the job losses

occurred prior to the forecast period. The results shown are for the terminal quarters in each year,

and the employment impacts shown are cumulative. Thus, the projected impact on wage and salary

employment, including spin-off jobs, is a loss of 6,600 jobs by the end of 1993, growing to 16,400 by
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TABLE 2

Projected Impacts on Michigan of the Announced
Automotive Plant Closings and Reductions-in-Force*

(thousands of persons, SA, except as noted)

1993.4 1994.4 1995.4

Total Wage & Salary Employment -6.6 -16.4 -29.8

Manufacturing -5.2 -11.6 -20.8

Motor Vehicles -4.9 -10.0 -15.0

Private Nonmanufacturing -1.4 -4.6 -8.6

Government 0 -0.2 -0.4

Unemployment Rate (%) 0.1 0.2 0.4

*Those workers who were affected by the exhaustion of the Jobs
Bank program are not included in the impacts for the forecast

period.
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the end of 1994, and to 29,800 by the end of 1995. Most of the job losses are in manufacturing,

particularly in motor vehicles, including the direct job losses and the supplier losses within the

industry. Between the end of 1994 and the end of 1995, there is a noticeable increase in the number

of manufacturing job losses that occur outside of the motor vehicle sector. This reflects the direct

job losses that occur at the fabricated metals stamping plant in Kalamazoo during 1995. The

automotive downsizing is also projected to contribute an additional 0.1 percentage points to the state

unemployment rate at the end of 1993, 0.2 percentage points at the end of 1994, and 0.4 percentage

points at the end of 1995.

The cumulative general fund general purpose tax revenue loss for the remaining quarter of

this fiscal year and fiscal years '94 and '95 comes to about $50 million. The longer-term effects of the

downsizing will be more severe, as a few more plants are included, and as the spin-off effects grow

when transitional income support runs out.

Prepared by
Joan P. Crary
George A. Fulton
Saul H. Hymans
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