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The recession hit NYS later than the rest of the 
US, but job losses in New York are mounting …

 New York's year-over-year job growth has fallen since mid-2007. 
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Source: Current Employment Statistics data analyzed by FPI.
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Poverty rates are much higher in the major upstate cities 
than in New York City or the national average.
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NYS’s economic and fiscal dependence 
on the finance sector
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New commitments were made without new 
revenues to pay for them.

State spending in areas other than health, education, STAR, and 
transportation grew by less than 3% a year from 2004 to 2008. 

Expensive (and mostly important) new commitments were made in the 
last several years without any new revenue streams to pay for them:

• Family Health  Plus Takeover and Medicaid Cap - $1 billion this 
year; $1.35 next year and $2.5 billion in 2010-11

• STAR – From $2.5 billion in 2001-02 to $6.0 billion in 2010-11

• CFE Settlement - $5.5 billion in new foundation aid by 2010-11.  
Cost of facilities component (Excel Aid) adopted in 2006 grows 
annually.

• $1.2 billion to AMD for Chip Fab Plant in Luther Forest
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What is the least harmful way to close state 
budget gaps in a recession?

• States have to balance their budgets in both good times 
and bad.  During recessions states are almost required 
to slow the economy down even more by cutting 
spending and increasing taxes.

• The least damaging of all the budget balancing options 
available to states during recessions is to raise taxes 
on the portion of income over a relatively high level,  
i.e., on the portion of household incomes that is least 
likely to be spent.  

• It also makes sense for the federal government to 
provide fiscal relief to the states during recessions.  
This reduces the amount of budget cutting and tax 
increasing necessary at the state level.  If the federal 
government doesn’t help the states during recessions, 
then state budget balancing actions will cancel out a lot 
of the positive impact of federal stimulus efforts. 
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Tax increases vs. spending cuts: which is worse 
during a recession?

Economist Peter Orszag (now CBO director) and Nobel 
Prize winner Joseph Stiglitz:

• “…tax increases on higher-income families are the least 
damaging mechanism for closing state fiscal deficits in 
the short run.”

• “Reductions in government spending on goods and 
services, or reductions in transfer payments to lower-
income families, are likely to be more damaging to the 
economy in the short run…”

• Stiglitz in a March letter to Paterson, Bruno and Silver: 
“Raising taxes and maintaining public expenditures 
(including investments) also helps America in meeting 
its long run needs.”
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Big Picture – Governor’s budget calls for 
“shared sacrifice” by everyone except top 5%.  

• Big cuts in school aid and Medicaid; but cuts in every area.  
• State workers and employees of human services nonprofits asked to 

forego wage increases.  State employees also asked to accept a 
payroll “lag” and further workforce reductions - - 521 layoffs and a 
total reduction of 3,108 – but Governor says layoffs go to nearly 
5,000 without “concessions.”

• Proposed budget would dramatically increase health insurance 
premiums for retired state workers.

• Higher education tuition increases and health insurance 
assessments will put squeeze on middle class families.

• Revenue increases are mostly fees or regressive consumption taxes.
• There are so many proposals that hurt people and the economy in 

the Executive Budget that even with aid from the federal government 
and a reasonable high end income tax increase, the Legislature will 
still not be able to undo them all. 
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Health Care
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Hospitals: Total cuts of $1.4 billion
• Cost of Living Adjustments -- Elimination of the remaining 

2008 and the entire 2009 inflation updates, known as the 
“trend factors,” ($175m total Medicaid);

• Across-the-board Cuts -- 8% inpatient reimbursement rate 
reductions through March 31, 2009, and 2% through March 
31, 2010 ($132m total Medicaid);

• Hospital Tax - Implementation of a 0.7% tax on hospital 
inpatient revenue ($316m);

• Reimbursement Rate Changes -- rebasing the Medicaid 
inpatient rates by updating base year costs to from 1981 to 
2005, beginning July 1, 2009 with no-phase in. 

• Graduate Medical Education – a proposal to cut and 
redistribute funding. The Governor’s proposal would cut 
20% of the remaining HCRA GME funding ($24.3 million) 
permanently. In addition, the remaining $282 million would 
be distributed through the Indigent Care Pool. Fiscal Policy Institute and New 

Yorkers for Fiscal Fairness
19
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Human Services
Increases Welfare Grant by 30% over 3 year period

The budget also includes a number of other investments to maintain a safety net for those in need. These include:
• Increased Food Bank Funding. Increased funding to food banks, food pantries, soup kitchens and emergency 

shelters by $4.4 million to address growing needs in these difficult times. These safety-net providers are 
experiencing an unprecedented increase in requests for nutrition assistance, especially from individuals and 
families that have never before needed such assistance. 

• Increased Access to Insurance Coverage. To enable eligible children and adults to secure and keep coverage, the 
face-to-face interview, finger imaging, and asset test requirements will be eliminated. Also, barriers to enrollment in 
Family Health Plus for public employees and for 19 and 20 year olds who do not live with their parents will be 
removed. 

• Expanded Access to Health Care Coverage. New York will request a waiver from the federal government to expand 
the Family Health Plus program to cover adults up to 200 percent of the federal poverty level with no new State 
funding required.

• Increased Indigent Care Funding for Teaching Hospitals. $141.3 million in State-only Graduate Medical Education 
funding will be redirected to the State’s indigent care pool to compensate teaching hospitals that serve uninsured 
patients. This will help ensure that those who lose their insurance in this economic downturn continue to have 
access to these facilities. 

• Increased Indigent Care Funding for Community Clinics. Subject to approval of a federal waiver, the indigent care 
pool for health clinics will be doubled in size ($55 million to $110 million) and, for the first time, expanded to include 
mental health clinics licensed by the Office of Mental Health.

• Other actions included in 2008-09 included providing $150 million in increased availability of federal food stamp 
benefits for low and moderate income families, and expanding the eligibility for Home Energy Assistance Program 
(HEAP) aid for emergency assistance.
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Potential solutions

• Use the “state fiscal relief” being provided as part of 
the federal stimulus bill to reduce the cuts necessary 
to balance the state budget.

• Collect taxes that are due – especially cigarette taxes 
on reservation sales to non-native americans –
estimates of the revenue currently being lost range 
from $400 million to $1.6 billion a year

• Pass the Bigger Better Bottle Bill and close the bottle 
bill loophole so the state receives deposits from 
unreturned bottles rather than the industry keeping the 
money - about $200 million a year is currently being 
lost to bottlers because of this loophole.
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Potential solutions
• Improve the effectiveness and accountability of the 

state’s Industrial Development Agencies; Apply the 
Brownfield Clean-Up Program reforms to “grandfathered”
projects; and Allow the Empire Zones program to expire.

• Buy prescription drugs in bulk for Medicaid, state 
employees, and other state programs – FPI has 
estimated that this would save at least $100 million a 
year; other estimates of potential savings are much 
higher.

• Reduce the use of high priced consultants for work that 
state employees can do as well at much lower cost.  Last 
year the state moved to hire more highway design 
engineers and to reduce the use of outside consultants 
for this work.  The state needs to move in the same 
direction for computer programming and other 
professional services. FPI has estimated that this 
could save $500 million over the next three years, 
and $500 million a year thereafter.
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Potential solutions

• Adopt a temporary increase in the tax rates on 
the highest-income New Yorkers, as was done in 
2003 – would yield between $2 to $7 billion, 
depending on the income levels and rates

• While income is increasingly concentrated at the 
top of the income distribution, the state tax 
system has moved in the opposite direction - -
eliminating brackets from the top and the bottom 
and moving to a virtual flat tax with 5 brackets in 
a very narrow range – from a low of 4% to a high 
of 6.85%
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A move toward Tax Fairness is also warranted on the 
basis of the increased concentration of income at the 
top.

• Richest 1% of Americans now get nearly a quarter of all 
income— the highest share since 1928.
• NYS has widest gap between rich and poor and between 
the rich and the middle 20% of the income distribution.
• In NYS, top 1% got 29% of all income in 2006—more than 
two-and a-half times combined income of the bottom half. In 
NYC, top 1% income share is 37%.
• While NYS’s income tax is mildly progressive, the overall 
state local tax system is regressive because of the heavy 
local reliance on regressive sales and property taxes.
• 14 states now have higher top income bracket than NYS.
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Hypothetical Graduated Rate Options

$200,000 
to 

$500.000

$500,000 
to $1 

million

$1 million 
to $5 

million

$5 million 
to $10 
million

Over $10 
million

Estimated 
Annual 

Revenue

1.00% 2.00% 3.00% 3.00% 3.00% $4.3 Billion

1.50% 2.50% 3.50% 3.50% 3.50% $5.2 Billion

1.00% 2.50% 4.00% 4.00% 4.00% $5.5 Billion

1.00% 2.00% 3.00% 4.00% 5.00% $5.1 Billion

1.50% 2.50% 3.50% 4.50% 5.50% $6 Billion
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The richest New York families have had 
the greatest income gains.
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But, over the last 30 years, New York State has cut its 
top personal income tax rate by more than 50 percent, 
from 15.375% to 6.85%.
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From 1978 through 1988, New York 
employed a dual rate system in which 
it applied a higher top rate to 
investment income than to wages, 
salaries and business income.
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1976 1985 2003 2004 2006

New York 15.375% 9.5% 7.7% 7.7% 6.85%

New Jersey 2.5% 3.5% 6.37% 8.97% 8.97%

Connecticut 0 0 5.0% 5.0% 5.0%

New York's top state personal income tax rate is at an historical low 
relative to New Jersey and Connecticut.

Note:  The tax rates shown above are for wages, salaries and business income.  Prior to 1991, Connecticut taxed the interest, dividends and capital 
gains of high income residents but it did not tax business income, wages, salaries and other income.  From 1978 through 1988, New York 
employed a dual rate system in which it applied a higher top rate to investment income than to wages, salaries and business income.  For 1985, the 
top rate applicable to investment income was 13.5%.



Fiscal Policy Institute and New 
Yorkers for Fiscal Fairness

35

Lessons Learned from Past 
Recessions

• 1990s recession – relied on a strategy of 
only massive budget and service cuts. 

• In January of 2003, New York State built 
up a combined deficit of $11.5 billion for 
the upcoming 2003-04 fiscal year and the 
close-out of 2002-03; and Governor 
Pataki proposed closing that gap 
primarily through service cuts. 
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Déjà Vu All Over Again

• In response to Governor Pataki’s 2003-04 
Budget, the State Legislature adopted, 
over the Governor’s vetoes, a much more 
practical approach to balancing the state 
budget that included a temporary three-
year income tax increase of less than one 
percent on taxpayers with taxable 
incomes above $500,000, and a smaller 
increase on families with taxable incomes 
above $150,000. 
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Temporary Surcharge

• 2003, 2004, 2005 – tax years enacted
• Rate changes:

Income over $500,000 – 7.7% fixed for 3 yrs.
Incomes over: $100,000 – single

$125,000 – HOH
$150,000 - Married

Gradually reduced each of the 3 years:
7.5%(2003) - 7.375% (2004) – 7.25% (2005)
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Following the adoption, in 2003, of the 3-year temporary increase in the 
top rate on New York State’s Personal Income Tax, from 6.85% to 7.7%, 
the number of high-income returns and the amount of income reported 
on those returns both grew significantly.

Source: New York State Executive Budget for 2008-09, Economic and Revenue Outlook, Figure 57
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New York's income growth since 2003 has been 
concentrated among the top five percent. 
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The 2003 tax increases did not have the negative economic effects 
that Governor Pataki predicted.
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