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Financial support for Michigan public elementary and
secondary education continues to be a major public
policy issue despite the fact that significant resources
are dedicated to serving nearly 1.7 million children
each year.  In state Fiscal Year 2007-2008 (FY2008)
Michigan schools received $16.2 billion in state and
local revenues for on-going operations.  This sup-
port equaled 4.6 percent of Michigan personal in-
come in FY2008.  Although public education is a pri-
ority, there are concerns that it is currently
under-funded, and that spending pressures will out-
pace the resources available each year in the future.

Some of the current concerns about the financial sup-
port for education can be better understood in the
context of the financing system and its components.
Specifically focusing on the financing system’s de-
sign and the economic, political, and demographic
factors affecting it provides valuable insights into the
outputs it generates, such as the level of resources in
the aggregate or on a per-pupil basis.  The structure
of the system and its components influences how
resources grow year-over-year.  Michigan’s education
financing system is influenced by a variety of factors,
most notably the underlying economic bases upon
which public revenues (primarily taxes) are derived,
demographic changes involving the aging of the Michi-
gan populace, and modifications to state law, specifi-
cally tax policy changes.  Furthermore, because fi-
nancing public education is a state responsibility as a
result of Proposal A of 1994, these finances have to
be understood in the larger context of aggregate state
finances.

Most of the recent discussion on the issue of school
finance and recommendations for reform focus on
the amount of state financial support for education.
Central to this discussion is the slowdown in state
School Aid Fund revenue growth arising from the
transformation of Michigan’s economy dating back

to the beginning of the last decade.  Compounding
the effects of the structural changes in the economy
was the failure of the Michigan economy to exhibit
any sustained rebound from the mild 2000-2001 re-
cession.  These factors combined to negatively af-
fect the state’s ability to increase support for educa-
tion throughout much of the last decade, especially
in relation to economic activity and prices.  Recently,
the Great Recession of 2008 decimated state tax
revenues from all sources, causing actual year-over-
year declines in FY2009 and FY2010.  The revenue
picture facing Michigan schools beginning in the early
2000s is much different than that immediately fol-
lowing the Proposal A reforms, when the state’s eco-
nomic picture was much brighter.

Looking forward and absent state policy changes,
state support for education will be contingent on
Michigan’s recovery from the Great Recession.  Both
the strength and duration of a recovery will be fac-
tors in determining the level of state resources in
the near term.  However, future state revenues, re-
gardless of their ultimate level, will face new de-
mands arising from the decline in property values
that will drive down property taxes dedicated to
schools.  Property taxes exhibited considerable sta-
bility since the adoption of Proposal A.  Any growth
in state tax revenues dedicated to schools is likely to
be negatively affected by the loss of local revenues,
thereby continuing the fiscal pressures of the past
into the foreseeable future.  Prospectively, and over
the longer-term, annual growth potential of educa-
tion revenues will be contingent on the structural
relationships between the tax bases and economic
activity in the state.  It is expected that demographic,
legal, and economic factors will combine to further
weaken the relationships in the future.  Given the
extremely centralized nature of the financing sys-
tem, only state, and not local, policy makers have
the authority to address these weaknesses.

SSSSSTTTTTAAAAATETETETETE     ANDANDANDANDAND L L L L LOCOCOCOCOCALALALALAL R R R R REVENUESEVENUESEVENUESEVENUESEVENUES     FFFFFOROROROROR P P P P PUBLICUBLICUBLICUBLICUBLIC E E E E EDUCDUCDUCDUCDUCAAAAATIONTIONTIONTIONTION     INININININ M M M M MICHIGANICHIGANICHIGANICHIGANICHIGAN

Summarizes CRC Report #363 available at www.crcmich.org/PUBLICAT/2010s/2010/rpt363.html



2

CRC Memorandum

CRC Board of Directors
EUGENE A. GARGARO, Jr., Chair
JEFFREY D. BERGERON, Vice Chair
NICK A. KHOURI, Treasurer
JOSEPH R. ANGILERI
BETH CHAPPELL
RICK DIBARTOLOMEO

TERENCE M. DONNELLY
RANDALL W. EBERTS
DAVID O. EGNER
INGRID A. GREGG
MARYBETH S. HOWE
DANIEL T. LIS

ALEKSANDRA A. MIZIOLEK

CATHY H. NASH
PAUL OBERMEYER
BRYAN ROOSA
LYNDA ROSSI

JERRY E. RUSH
MICHAEL A. SEMANCO
TERENCE A. THOMAS, Sr.
AMANDA VAN DUSEN
KENT J. VANA

JEFFREY P. GUILFOYLE, President

The school finance reforms of the
mid-1990s ushered in a com-
pletely new method for financing
public education in Michigan. The
most visible and most significant
fiscal effect of the school finance
reforms was the shift in primary
responsibility for funding educa-
tion.  The reforms centralized edu-
cation revenue-raising responsibil-
ity at the state level, accompanied
by an increase in level of ear-
marked revenues for education.

Centralization had both “direct”
and “indirect” aspects.  In a di-
rect sense, existing state taxes
were increased and new taxes
authorized.  Revenues from these
state tax changes were designed
to replace the resources gener-
ated by local property taxes fol-
lowing substantial rate reduc-
tions.  Furthermore, the new
system strictly limited “local-op-
tion” revenue supplementation.
In terms of indirect effects, the
reforms created stringent caps on
local property tax rates and tax
base growth such that the “local”
revenues generated by the sys-
tem are effectively “state” rev-
enues.  Taken together, the vari-
ous aspects of centralization
resulted in a school finance sys-
tem that is entirely state-run in
terms of annual operating rev-
enues for schools.  Given the
practical realities of the current
financing system, state-controlled

revenues (directly or indirectly)
comprise nearly 85 percent of the
total operating funding for local
schools (Chart A).  As a result,
state, not local, policy makers
control the purse strings of
Michigan’s local schools.

Proposal A created a real mis-
match in terms of crafting annual
budgets at the school district level,
something that did not exist be-
fore Proposal A.  State officials
effectively control the purse
strings, but local school boards
and administrators are responsible
for setting the spending priorities.
During times of expanding bud-
gets, this may not be viewed as

problematic; however, in austere
times, the fiscal arrangement
proves more difficult for achiev-
ing required budget balance.

School finance centralization
helped achieve specific, long-
standing tax policy objectives.
Specifically, the tax landscape in
the state changed on a number
of fronts:  1) property tax burden
fell to below the U.S. average; 2)
the consumption tax burden in-
creased relative to the national
average; and 3) the overall com-
position of major taxes (property,
consumption, and income) be-
came more balanced and more
closely mirrored the U.S. average.

Michigan’s Education Revenue Structure:  State-Dominated Financing System

Chart A
School Operating Revenues by Source: FY2008
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Economic Performance Key Factor

past 15 years (1995 through
2009) should be divided into
three distinct sub-periods and
school finances examined accord-
ingly.  The first period (1995
through 2000) was characterized
by steady and stable economic
growth, measured in terms of
employment level and the
amount of income earned.  In
contrast, during the second pe-
riod (2001 through 2008), em-
ployment levels declined and an-
nual personal income growth
slowed in nominal terms and in
some years declined in real terms.
Although Michigan was affected
by the mild 2001 recession dur-
ing this period, the fundamental
economic problem which directly

influenced public education fi-
nances centered on the complete
transformation of the economic
base, led by the auto sector.

The third and most recent pe-
riod (2009 to present) is marked
by a continuation of the job
losses and income declines of the
previous period, but at an accel-
erated rate because of the se-
vere national recession that took
hold in 2008.  The recessionary
effects of today have been com-
pounded by the fact that
Michigan’s economy continues to
undergo the final stages of a
massive “rebalancing”, with a
concentrated shift away from its
traditional manufacturing base.

Centralization directly linked edu-
cation finances to the perfor-
mance of the Michigan economy,
both in terms of the dedicated
state taxes (consumption and in-
come) as well as the discretion-
ary resources (General Fund al-
location) available to schools each
year.  Since the adoption of Pro-
posal A, Michigan went from be-
ing a state in the top one-third in
terms of individual wealth in 1995
to one that is in the bottom fourth
of all states today.  This signifi-
cant economic slide has had pro-
found effects on education fund-
ing, as well as the finances of
other public services.

Economic performance over the

On-Going Operating Revenue Performance

From FY1997 to FY2008, total
state-source School Aid Fund
revenues grew from $8.6 billion
to $11.5 billion, an increase of
34 percent, equal to an annu-
alized rate of 2.7 percent.  This
average growth rate was equal
to the annual rate of change in

Table A
School Aid Fund Revenue Annualized Growth Rates:  FY1997 to FY2009

FY1997 to FY2001 to FY1997 to FY2008 to
Revenues FY2000 FY2008 FY2008 FY2009
State Taxes 6.2% 2.0% 3.1% -8.6%
Lottery Transfer 1.7% 3.4% 2.1% -2.2%
General Fund Transfer 4.6% -31.6% -18.5% 123.5%
Total State-Source School Aid Fund 5.9% 1.5% 2.7% -7.8%

Michigan Personal Income 5.6% 2.2% 3.1% -3.0%
U.S. CPI 2.2% 2.8% 2.7% -0.3%

Source:  Michigan Department of Education; U.S. Dept. of Commerce; U.S. Dept. of Labor; May 2010
Consensus Revenue Estimates adjusted for personal property tax exemptions

the U.S. Consumer Price Index
(CPI) over the same period, but
slightly below Michigan per-
sonal income growth (3.1 per-
cent per year).  Viewed over
the entire period, growth of the
SAF appears to have fared rela-
tively well; however, this pic-

ture changes significantly when
the component pieces of the
Fund are dissected and the pe-
riod is broken into three sub-
periods corresponding to Michi-
gan’ economic performance
(See Table A).
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During the initial years following
Proposal A’s adoption, state op-
erating revenue growth was
strong due to the strength of
major tax collections, but per-
pupil revenue growth was mod-
erate because of rising student
enrollments.  Causes of
Michigan’s weak state education
revenue growth from FY2001 to
FY2008 include the mild 2001
recession and economic restruc-
turing and, to a lesser extent, tax
policy changes that effectively
narrowed the bases of major
taxes dedicated to funding
schools.  The tepid growth of the
major taxes was not observed in
per-pupil funding levels as this
period was marked by declining
student enrollments.  In contrast
to the first two sub-periods in
which state revenues exhibited
some degree of growth, revenues
over the current period (FY2009
and FY2010) will decline in re-
sponse to the Great Recession’s
impact on the Michigan economy,
the first such occurrence since
Proposal A.  The very severe na-
tional recession has established
the new “base” level of state
funding from which future state
revenues will grow.

Annual changes in minor state
education taxes have been influ-
enced by a number of factors dif-

ferent from those which affected
major tax receipts.  Growth of
these taxes benefited from a
number of tax rate increases and
the adoption of new taxes.

At the same time that growth in
dedicated tax revenues has been
slowing or declining (FY2001 to
present), the annual General Fund
allocation to schools was pared
back and funding responsibility for
certain items shifted from the Gen-
eral Fund to the School Aid Fund.
The “safety value” previously avail-
able to finance schools and pro-
vided by the General Fund was ef-
fectively shut off as discretionary
resources were re-allocated to
other areas of the state budget in
the annual appropriation process.
Today, discretionary state funds do
very little to supplement dedicated
education revenues.  Future Gen-
eral Fund allocations to schools will
be tied to the performance of Gen-
eral Fund taxes, the composition
of which is different from the state
School Aid Fund.

In contrast to the ebbs and flows
of state sources over last decade,
local operating revenues have
exhibited steady growth dating
back to 1995.  Stability was pro-
vided by the property tax, which
varies little over the business
cycle vis-à-vis consumption and

income taxes.  Until recently, the
appreciation in the property tax
base was not adversely affected
by changes in the Michigan
economy; however, the bursting
of the housing bubble is affect-
ing property values and property
tax growth has stopped.  The
long-term challenges facing the
property tax as a revenue source
for schools relates to state tax
limitations that will constrain tax
base growth during the eventual
real estate market recovery.

Tax revenues, especially those
based on economic activity, will
always be subject to the ups and
downs of the business cycle, but
public finance systems can be
designed to moderate such vola-
tility through the composition of
tax sources.  Operational support
for Michigan’s public schools
comes from a balanced mix of
major tax sources (consumption,
income, and property) with no
single source being dominant.
Stability is further enhanced
through earmarking of state rev-
enues and indexed growth rates
for some minor tax sources (i.e.,
Michigan Business Tax).
Michigan’s system of state and
local school finance exhibits
greater revenue stability than the
state’s General Fund.

This CRC report was made possible by grants from the W.K. Kellogg Foundation, the Frey Foundation,
the PNC Foundation, ArvinMeritor, the Richard C. and Barbara C. Van Dusen Family Fund, and a consortium
of education groups including the Tri-County Alliance for Public Education, Michigan Association of
School Boards, Metropolitan Detroit Bureau of School Studies, Inc., Michigan Association of School
Administrators, Michigan School Business Officials, Middle Cities Education Association, Michigan
Association of Intermediate School Administrators, Michigan PTSA, Michigan Association of Secondary
School Principals, and the Michigan Elementary and Middle School Principals Association.
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Non-recurring Resources Supporting Schools

ered.  The $934 million (8.2 per-
cent) reduction in state-dedicated
funding in FY2009 will be partially
offset by the availability of tem-
porary funding provided through
the 2009 federal “stimulus” leg-
islation.  Significant levels of non-
recurring federal monies are be-
ing used in FY2009 and FY2010
(Chart B).  Michigan will be re-
ceiving additional federal re-
sources ($318 million), through
another new “stimulus” program,

to prop up the FY2011 School Aid
Fund budget.  The fiscal effects
of Michigan’s heavy reliance on
substantial amounts of one-time
and temporary funding are that
they produce revenue “cliffs” in
the out-years and perpetuate an
imbalance between on-going re-
sources and on-going spending.
These resources do nothing to
achieve structural balance in
Michigan education finances.

Schools have not had to deal with
the full effects of stagnating and
declining state resources because
state policy makers have provided
substantial amounts of non-recur-
ring resources to maintain educa-
tion spending levels since FY2001.
Initially, accumulated reserves,
both School Aid Fund and Rainy
Day Fund, were used to augment
on-going revenues.  Additionally,
a one time change involving the
collection of the statewide prop-
erty tax was en-
acted to increase
cash receipts in one
year (effectively re-
ducing receipts in
the next year).  At
the local level, dis-
tricts have been
drawing down fund
balances to main-
tain programs and
to reduce the level
of annual spending
cuts in response to
state aid perfor-
mance.

Recently, the state
and local operating
revenue declines in
FY2009 and
FY2010 will not be
fully reflected in
the level of educa-
tion services deliv-

Chart B
ARRA Funds Used to Achieve SAF Budget Balance: FY2009 through FY2011
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Recent events have focused at-
tention of policy makers and
taxpayers on the revenue vola-
tility as it relates to state taxes
and funding for public services,
particularly public education and
the $165 per-pupil reduction
that occurred in FY2010.  These
current events, however, ob-
scure a more fundamental,
long-term problem that plagues
K-12 education finances in
Michigan.  Since the early
2000s, the state has failed to
come to grips with the dual
structural deficits affecting its
major operating funds, General
Fund and School Aid Fund.  In-
stead of fixing the problems in

a permanent, sustainable fash-
ion, the state has relied on a
series of “stop gap” measures
dat ing back to FY2001 to
achieve budget balance.

CRC’s previous efforts to scope
and quantify the structural bud-
get deficit facing public education
reveals that spending pressures
at the local level are expected to
grow at a rate of 4.7 percent an-
nually, while operating revenues
(based on current tax structure
and moderately improving eco-
nomic climate) are projected to
growth 3.0 percent per year.
Long-term challenges on both
sides of the budget ledger con-

tribute to an estimated 1.7 per-
centage point difference between
spending pressures and available
resources (about $400 million
annually over the forecast pe-
riod).  Specifically, personnel
costs driven primarily by health
care spending for current and
retired school employees along
with wage and salary increases
will contribute to the growth on
the expenditure side.  The ex-
pected future growth in school
revenues will be influenced by the
relationships between the state’s
economic base and the taxes
dedicated to financing, along with
tax policies that narrow the base
of these taxes.

Long-Term Fiscal Imbalance

Enhancing Long-Term Stability in Education Finances

Emerging from the Great Reces-
sion, state policy markers and
Michigan citizens should focus
their attention on the long-term
prospects for school funding.
Despite the relative stability of
school finances vis-à-vis the
state’s General Fund, at least in
the short-run, long-term growth
of the education financing system
will not match economic growth
because of the current tax struc-
ture and projected economic and
demographic trends.  Individuals
are receiving a greater portion of
their income from nontaxable
sources.  Consumers are purchas-
ing an increasing amount of un-
taxed services in relation to taxed
goods and they are avoiding the
use tax through Internet and re-
mote purchases (Chart C).  The
state’s working-age population is
shrinking, while the general popu-
lation is aging at a faster rate than
other states, which will likely re-

duce tax receipts because older
residents have different con-
sumption preferences.  Also, older
residents receive more of their in-
come from untaxed sources such
as pensions and transfer pay-
ments (i.e., Social Security).

As the economy continues to
transform and if the school fi-
nance system remains un-
changed, the link between state
education revenues and eco-
nomic activity will continue to
weaken.  Policy actions will be
required to “re-connect” the
school funding system with the
direction of the Michigan
economy if tax receipts are to
grow commensurate with broad
measures of economic activity.
Furthermore, legal provisions su-
perimposed on property taxes
(state and local) will accentuate
the disconnect between overall
education revenue growth and

what is taking place in the
economy as property tax receipt
growth will experience a drag
associated with the deterioration
of the tax base.  Without state
revenue restructuring or attempts
to address various and inter-con-
nected property tax limitations,
the delivery of public education
services will have to be re-cali-
brated to match a revenue sys-
tem that grows more slowly in the
future, because the option to in-
fluence overall revenue growth
vial the local property tax is ex-
tremely restrained.

Repairing the weakened relation-
ships between state education
taxes and the economy will en-
hance the current level of stabil-
ity in the education finance sys-
tem.  Specific actions to enhance
stability will have to focus on the
major sources of school funding,
both state and local taxes.  At the
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state level, broadening Michigan’s
consumption tax base to include
the growing service sector is likely
to enhance revenue stability and
preserve the long-term sales tax
yield.  A broad-based consump-
tion tax would also provide some
protection during recessionary
periods against wide fluctuations
in yields associated with a goods-
dominated tax.  Re-configuring
the sales tax base entails a host
of complex issues (i.e., adminis-
trative, equity, definitional), in-
cluding the decision whether a
net tax increase or a net tax de-
crease is a desired end-product.

Changing the projected growth
path of the income tax will require
modifying the rate structure, de-
ductions, and/or credits.  If Michi-
gan were to substitute a gradu-
ated income tax for its current flat
rate tax, considerable additional
growth in revenues could be re-

alized because income growth
over much of the last half-cen-
tury has been concentrated in
high income earners.

To modify the projected growth
path of the 6-mill State Educa-
tion Tax coming out of the period
of declining tax base would re-
quire a statutory change in the
tax rate or changes to the Michi-
gan Constitution to alter the
modified acquisition value system
of property valuation.  For local
school operating taxes, policy
marker will have to confront the
complex relationships of
Michigan’s various property tax
limitations.  Proposal A did not
amend the Headlee Amendment’s
property tax limitations, nor did
it specify how the Headlee
Amendment provisions should be
applied to the new measure of
taxable value and “pop ups” in
value (following transfer of own-

ership).  The re-
sulting statutory
implementation
of these limita-
tions has had a
compounding af-
fect creating
greater aggre-
gate limitation
than either
Headlee or Pro-
posal A was de-
signed to achieve
individually.  One
response that
would enhance
stability would in-
volve redefining
the tax base
“growth” to ex-
clude “pop ups”
to allow the tax
base of existing
property to grow

at a rate that approximates, or
slightly exceeds, inflation.  An-
other option would be to provide
for the effective exemption of the
“required” local school operating
millage (18 mills in most cases)
from the Headlee tax rate “roll
back” provisions.

Finally, some contend that the
school finance system’s primary
failure is the lack of local options
to raise operating revenue, sepa-
rate from the “required” local
taxes.  One option that could pro-
vide additional stability to school
finances, at least at the individual
local level, would be to allow dis-
tricts to ask voters for additional
millage, subject to a state-deter-
mined cap.  The current ISD-wide
enhancement millage could be
eliminated or modified to effect
more local choice over the ulti-
mate level of financial resources
available to each district annually.

Chart C
Taxable Sales as Percent of Personal Income: FY1991 to FY2008
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