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Where We Were:
Michigan’s COVID Revenue Boom




General Fund/General Purpose Revenue History

517

515

$13

Billions of Dollars
U
=
=

$9

S7

$6.3

$5
e%oe%\;e%ee%$e%?e%$e%€e%)e%§ %

—@==Actual revenue

$15.2

$10.8

% D . . . . . . . . . . .

o, ~0; "0
Z, X5 % Yy e % % X 2 R, R

=#==|nflation-adjusted revenue

$14.1

N,

$7.5

Estimated

D5 05 Oy 0y O
CRCININCINCER

Source: January 2026 CREC Final Summary for FY2025-FY2027; historical data from State of Michigan
Annual Comprehensive Financial Reports. Inflation adjustment uses Detroit CPI-U.
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FY2000-2010:
Economic struggles
combined with tax
policy shrink GF/GP
revenue by $3B

Almost no growth in
GF/GP revenue
between FY2000 and
FY2020

FY2020 to FY2022:
GF/GP revenue grows
by $4.5B

Inflation-adjusted
GF/GP revenue still
down 30% from
FY2000




School Aid Fund Revenue History
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So, What Happened After COVID?

Michigan Personal Income by Major Category » Spike in federal
government transfer
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Where We're At:
FY2027 Budget Challenges




January Revenue Estimates — School Aid Fund

" o SAF increase is driven
$170M by sales tax revenue
growth exceeding
expectations
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Source: January 2026 CREC Final Summary.
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January Revenue Estimates — General Fund

. $165 e FY2026 revenue
S estimate reduced by
D $16.0 almost $1B due

mostly to October
$15.5 tax policy changes
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$15.0 $1.48
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Source: January 2026 CREC Final Summary.

[cmzms

RESEARCH COUNCIL



Composition of GF/GP Revenue Adjustments

FY2026 FY2027 FY2028 * The majority of the
$0.0 January changes were
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Source: January 2026 CREC Final Summary.
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Pay For: Budget Stabilization Fund Withdrawal

“Rainy Day” Reserves as a Percent of Total GF/GP and SAF Revenue Governor recommends a
9% one-time $400 million
8% 7.11% withdrawal from the BSF to

Reserves within both the BSF
and the School Aid Budget

7% — help address an immediate
6% =27 FY2026 budget imbalance
and Foundation Stabilization
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Tax Policy Proposals

« Homestead Property Tax Credit: restores special consideration for seniors
that existed prior to 2012 law changes; change will reduce GF/GP revenue by
$90-100 million per year

 “Back-to-School” Sales Tax Holiday: exemption for Michigan's 6% sales tax
on the third weekend of August; change is expected to reduce GF/GP
revenue from the sales tax by around %14 million annually

« Landfill Tipping Fees: Proposal would raise surcharge on landfill waste
disposal from %0.36 to $5.00 per ton; proposal would also relieve GF/GP
commitment by $69 million annually

« Overall Impact on available GF/GP: down ~$40 million
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GF/GP Revenue and Baseline Adjustments

(Millions of S)
Beginning Fund Balance S319
FY2027 Revenue Estimate Adjusted for Tax Policy Changes $13,987
AVAILABLE REVENUE $14,306
Continuation Budget plus Baseline Adjustments
FY2026 Ongoing Appropriations $14,265
Medicaid and Social Services Caseloads S456
H.R. 1 - Supplemental Nutrition Assistance Program (SNAP) administrative costs: S94
state share increases from 50% to 75%
State Employee Wages/Retirement/Insurance S79
Other Statewide CSB Adjustments S116
BASELINE APPROPRIATIONS $15,010
SURPLUS/(DEFICIT) AFTER BASELINE ADJUSTMENTS (S704)
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New Public Investments (in minions of $)
| crer

Health & Human Services: Direct Care Workers: retain wage add-on, incorporate S119
state minimum wage increase, sick leave

Health & Human Services/Labor & Economic Opportunity: staffing and services to S95
assist recipients in meeting new H.R. 1 eligibility and work engagement
requirements

Health & Human Services: Southeast Michigan State Psychiatric Hospital S65
Statewide: Other Ongoing Investments S21
Statewide: One-Time Investments S138
Savings Proposal: Undefined Medicaid Efficiencies (developed through work group) (S150)
NET COST OF INVESTMENTS $288
SURPLUS/(DEFICIT) AFTER ADDING INVESTMENT TO BASELINE ADJUSTMENTSs (5992)
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Pay For: Tax Proposals to Support Medicaid
Tax Proposals

Tobacco Tax: increase tax from $2 to S3 per pack of cigarettes; increase tax on S232M
other tobacco products (e.g., pipe tobacco, smokeless tobacco) from 32% to 57%
of wholesale price

Vape Tax: new tax equal to 57% of wholesale price on e-cigarettes and alternative S95M
nicotine products

Digital Advertising Tax: new 4.7% excise tax on the Michigan share of digital $282M
advertising revenue

Increase Internet Gaming Tax: increase highest marginal rate from 28% to 36%; S136M
applies to casinos with adjusted gross revenue more than $185 million

Per-Wager Sports Betting Tax: new tax equal to 25 cents per sports bet would S39M
apply to first 20 million wagers annually for each licensee

Sports Betting: elimination of the “free play” deduction from a licensee’s tax base S21M
TOTAL FY2027 REVENUE S805M

Much of the revenue from these taxes is dedicated to the Medicaid Benefits Trust Fund to support the
Medicaid program, offsetting $780M in GF/GP costs




Pay For: Increased SAF for Universities

GF/GP and SAF Appropriations: Universities and Community Colleges
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Additional $233M in SAF
funding is used to replace
existing GF/GP

New proposed increase

for financial aid also taps
SAF revenue rather than
GF/GP

Over the last two budget
cycles, SAF contribution
for post-secondary
education has grown by
almost $1B.




Outlook for FY27 Budget Deliberations

« Governor has proposed a budget that addresses the structural
deficit with revenue enhancements and avoids any significant
reductions

* Republican-led Michigan House has signaled the Governor's tax
proposals are a non-starter; Democratic Senate Appropriations
Chair Senator Sarah Anthony has signaled reservations about the

oroposed BSF withdrawal

« Despite election year, compromise may prove difficult.
_awmakers must find a compromise that likely includes both
significant reductions as well as selected revenue enhancements.
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S1 Billion Question: What Gets Cut?

Major Uses of GF/GP Revenue — FY2027 Executive Budget

Everything
) Else
State Police

‘\ 18%
4%

Health &
Revenuem»_ Human

Sharing Services
5% Universities 49%

Corrections
15%

Source: Research Council calculations based on Executive Budget Book data.

Myth: “It's an $87 billion
budget. If we can find 1%
savings, we can close $870
million of the budget hole”

Discretionary GF/GP
Appropriations ($14.3 billion)
are concentrated in five major
budget areas.




Perspective on Recent Budget Growth

Total State Budget as Percentage of Michigan Personal Income FY19 State Budget = $58.3B

15.0% FY23 State Budget = $85.6B
« More than $27B in

14.0%
' budget growth over four
years
oo « Average annual growth
AN of 10% over that period
12.0%
But prices and incomes also
Lo grew faster given the surge
in inflation
10.0%
EE%EEEEEEEEEEEEEEEEE%SS%SS%% Size of total budget
oo™
ta returned to long-run trend

Source: Research Council analysis of Executive Budget Book and Senate Fiscal Agency historical budget in FYZOZ 5
data. Personal income for FY25, FY26, and FY27 use January CREC economic forecasts.




Where We're Going:
Looking Ahead to FY28 and Beyond




GF/GP: FY28 Starts with a Structural Deficit

, $15.0 Once again, the state GF/GP
S S budget will be underwater
D $14.8 even before factoring in
inflationary increases
$14.6 $475M
Non-partisan House Fiscal
$14.4 d Agency estimates a deficit
of $475M after factoring in
$14.2 DHHS caseloads, additional
5140 costs related to H.R 1,
' employee payroll increases
$13.8 and other cost pressures.
FY2026 FY2027 FY2028
— Adjusted Revenue Estimates = = = HFA FY28 Baseline Projection

Source: Research Council calculations based on Executive Budget Book data and House Fiscal
Agency estimates of baseline FY28 spending.




SAF: All is Well... for Now
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Source: Research Council calculations based on Executive Budget Book data.
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FY2028

School Aid Fund
budget growth results
in a $532M revenue
surplus

Surplus would allow for
up to 2.7 percent
growth in ongoing
appropriations.

Will lawmakers be
tempted to use SAF
surplus to address
GF/GP challenges?




Major Fund Balances Continue to Fall

Both GF/GP and SAF

Major Fund Balances .
projected year-end

(in billions) ,
$12.1 balances continue to drop
from COVID-era peak in
FY2022
$3.5 $3.4 FY27 Year-End Balance
$1.1  $1.1 I S1.6 11 0.0 Estimates under
- - . Governor’s budget:
NP & e v N & « GF/GP: $20M
& & & E Y s ¢ . SAF: $2M
Y R Oy

m GF/GP m SAF

Source: FY27 Executive Budget Book and State of Michigan Annual Comprehensive Financial Reports (FY16-24)




H.R. 1 Future Impacts on the GF/GP Budget

GF/GP Anticipated Revenue Growth and OBBBA Cost Pressures , ~gggA cost oressures:

$2.0 » Supplemental Nutrition
Assistance Program (SNAP)
cost-sharing

+ Backfilling loss of hospital
QAAP tax revenue

$1.2 » Assumed savings from other
OBBBA Medicaid changes
(e.g., work engagement,

Billions

$1.6

$0.8 eligibility determinations) are
netted out
$0.4
l I * In FY2032, these potential
$0.0 = OBBBA-related costs make

FY2027  FY2028 FY2029  FY2030 FY2031  FY2032 up 39 percent of all
estimated GF/GP revenue
growth from FY2027

I OBBBA Cost Pressures o 5 F/GP Revenue Growth

Source: GF/GP revenue growth reflects January 2026 Consensus Revenue Estimating Conference estimates. Revenue for
FY31 and FY32 reflect 2.5-percent inflationary growth since those years fall outside the CREC forecast period.
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