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Ideasfor Reforming 
Statutory State Revenue Sharing 

By Eric Lupher

“Statutory state revenue sharing 
funding in 2014 was down 78 per-
cent from what it would have been 
had the program been funded as 
directed by statute.”

On February 18, Citizens Research Council of Michigan 
President Eric Lupher presented to the General Gov-
ernment subcommittee of the House Appropriations 

Committee a new report with ideas for reforming statutory 
state revenue sharing. The following are highlights of the new 
report.

Unrestricted state revenue sharing is a program some-
what unique to Michigan. Most other states’ revenue sharing 
programs are for restricted purposes. In Michigan, the state 
provides restricted funding with local governments for educa-
tion, highways, courts, liquor enforcement, mental health care, 
and other services. Only a few distribute state collected tax 
revenues to local governments for their unrestricted use.

Although grouped as a single state revenue sharing pro-
gram, Michigan’s revenue sharing program is really comprised 
of two parts: 
 1) constitutional revenue sharing that is distributed on  
    a per capita basis, and 

 2) statutory revenue sharing that has been distributed 
     on a need basis since the early 1970s. 

Statutory Revenue Sharing: 
An Indefensible Program
The statutory revenue sharing program has suffered severe 
reductions in funding since 2001, with over $6 billion divert-
ed for other state purposes. Statutory state revenue sharing 
funding in 2014 was down 78 percent from what it would have 
been had the program been funded as directed by statute.

The program today is indefensible in regards to which 
governments are getting funded while others are not; and the 
amounts distributed to those that do receive funding. Reforms 
were enacted in 1998 to move away from the Relative Tax Ef-
fort and send funding to the governments that lack the capaci-
ty to fund services from their own revenues. The 1998 reforms 
have long since been abandoned and there is little basis upon 
which the state could distribute new funding if it were made 
available.

CRC took a step back when assessing this program to 
reflect on the purpose of local governments and the state’s 
interest in properly functioning local governments. On the first 

question, it is CRC’s assessment that local government exists 
to manage the interaction between people. It is on this basis 
that we can explain increases in the types of services provid-
ed and the intensity of those services as we find more people 
in close proximity to one another.  

Two answers are apparent for the second question. The 
state relies on local governments to serve as the host for the 
people and businesses that make up the state. Beyond the 
optics of being an attractive place to live and work, state tax 
revenues from sales, income, and business activity taxes are 
more robust when the state economy prospers. The state must 
work in partnership with local governments for this to occur.  

Additionally, the state cares about protecting the health 
and safety of the residents of the state. This is not done by 
funding the state police. The state relies on local governments 
to provide these services. It is in the state’s interest to have 
well-functioning local public safety officers serving Michigan’s 
communities.

Path 1: Fiscal Capacity
In accordance with this reasoning, the new report provides 
two paths for state policymakers to consider should they opt 
to reform the statutory state revenue sharing program.  
The first path measures needs by assessing the factors that 
contribute to the ability to yield tax revenues and the factors 
that create higher demand for services. It would create a 
formula that measures the fiscal capacity of each city, village, 
and township and sends funding to those local governments 
with the greatest needs. Fiscal capacity can be measured in 
two ways: 
          1) the ability to raise funding from local tax sources, and 
          2) the ability to meet the service demands that are 
  placed on local governments. 
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Conclusion
If state officials see the value that can be 
created by partnering the state’s revenue raising strengths 
with the vital services provided by Michigan’s local govern-
ments, they will resume funding state revenue sharing. State 
policymakers realized some 45 years ago that per capita distri-
butions of state funding do not adequately direct funding to the 
communities with the greatest needs. Any one of these ideas 
for reforming statutory state revenue sharing can go a long way 
toward helping many of Michigan’s cities that are struggling the 
most.

To view the full report, visit crcmich.org.

Eric Lupher is president of the Citizens Research Council of Michi-
gan. You may contact him at 734-542-8001 or elupher@crcmich.org.
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Past efforts to address the needs of local 
governments—the 1971 Relative Tax Effort formula 
and the 1998 tax base equalizing reforms—focused 
solely on the first measure: helping local govern-
ments with tax bases insufficient for funding services 
solely from local taxation. The fiscal capacity of local 
governments also varies because governments with 
higher density levels must provide more services. Higher 
population density requires local governments to provide 
more services to people—policing, parks and recreation 
programs, library services, etc. Higher building density re-
quires local governments to provide more services to prop-
erties—fire protection, refuse collection, planning and zoning, 
etc. An ideal revenue sharing program designed to address 
fiscal capacity would help communities with relatively small 
tax bases and would help communities with relatively high 
density levels, but would provide the most help to communi-
ties with relatively small tax bases and relatively high density 
levels.

Path 2: Economic Activity Requiring 
Strong Local Presence
The second path may be approached in two ways.  An ap-
proach that focuses on the state’s interest in local govern-
ments as the host for the people and businesses that con-
tribute to the state’s tax bases would focus on the types of 
economic activities that require a strong local government 
presence. While agriculture and forestry are vital to the state’s 
economy, they require very little local government services. 
Instead, the state would reward local governments for hosting 
economic activities such as manufacturing, commerce, retail, 
health care, and tourism. This approach would tie state and 
local economic development interests together far better than 
is currently the case.

Alternate Path 2: Restricted Statutory 
Revenue Sharing
An alternative approach would transition the statutory pro-
gram from unrestricted state revenue sharing—in which local 
governments are without restrictions on how they use the 
funding—to a restricted revenue sharing program tied to pub-
lic safety programs. Funding in this approach would be distrib-
uted based on the public service activities that keep police, 
fire, and emergency medical service providers busy. Statistics 
such as crime responses, traffic monitoring, fire suppression, 
accident responses, and calls for medical assistance generally 
are reported to the state already. This approach would use 
those statistics to fund the public safety agencies with the 
greatest needs.  

(855) BSA-SOFT
www.bsasoftware.com

Increased efficiency through built-in, integrated and customizable features
Instant data access through clickable reports with drill down capability
Integrated functions for easy tracking, quick analysis and less repetition
Improved accuracy to reduce errors and provide immediate information

1,585 municipal customers across the state have learned that our industry-leading 
applications provide innovative solutions backed by unmatched service and support. 

Financial Management Suite
Accounts Payable • Cemetery Management • Cash Receipting • Fixed Assets
General Ledger • Human Resources • Miscellaneous Receivable • Work Order
Purchase Order • Payroll • Timesheets • Utility Billing • Inventory Management

More Michigan 
Municipalities 
Run BS&A 
Software. 
Here’s Why…

Increased efficiency through built-i
Instant data access through clickab

CE

s
l

gher
vide
ion
ty re-


