Reckless Tax Cuts Squander our Surpluses and Mortgage our Fiscal Future 

As the state budget process moves to completion, one has to question the wisdom of the tax cut packages now being discussed.  While the Legislature is moving to restore many of the counter-productive cuts proposed by the Governor in education, healthcare and other important state funded services, multi-year tax cut packages that would jeopardize funding for those services in the future are also on the table.  

The state’s fiscal situation is now such that Governor Pataki could leave the state with a balanced budget for the foreseeable future.  But his $5 billion tax cut package, if adopted by the Legislature, would put the state back on a budget deficit treadmill.  

The Assembly has a plan that would cost much less than the reckless approach proposed by Governor Pataki and that is more targeted to working families.  The Senate, on the other hand, proposes to phase in tax cuts – including the Governor’s proposed elimination of the estate tax and excessive tax breaks for big businesses - that would reduce state revenues by $8.65 billion a year by 2011. 

Despite the Governor’s claims that this year’s budget surplus is a result of his economic policies, it is largely attributable to the temporary tax increases enacted in 2003 over the Governor’s veto - particularly an income tax surcharge on the wealthiest New Yorkers.   But this surcharge expired in December 2005 - making budget surpluses like this year’s unlikely in the future.  But even if this year’s surplus were recurring, it would not be big enough to cover the cost of the multi-year tax cuts now being discussed. 

In addition to being unaffordable, the Governor’s tax plan does not pass muster on fairness or policy grounds.   The elimination of the estate tax is the most extreme example.  This tax only applies to estates of over $1 million, but repealing it would reduce state revenue by over $1 billion per year when fully implemented.  Approximately $600 million of that “relief” would go to the 200 or so largest estates settled each year. Last week, in an open letter that called upon state leaders to keep the estate tax, 46 wealthy New Yorkers noted that eliminating this tax would either force future cuts in critical state-funded services, or result in increases in other taxes that hit middle and lower income New Yorkers harder.

Since Governor Pataki took office some 12 years ago, New York has seen a significant “tax shift.”  On the one hand, New York has reduced progressive state taxes – like the personal income tax and the corporate income tax – by over $10 billion a year.  At the same time, however, regressive taxes, like property and sales taxes, and fees, have gone up – shifting more of the burden to middle and lower income New Yorkers.  

The most effective way to reduce the pressure on local property and sales taxes is by reversing this tax shift.  Imagine how much more fairly we could balance our state and local budgets if we were using that $10 billion to support education and healthcare.  We could fund important state needs, like a statewide solution to the Court of Appeals decision in the Campaign for Fiscal Equity lawsuit, and reduce local property taxes at the same time.

Currently, New York’s income tax has five brackets.  But they are all in a very tight range - from 4% to 6.85%, with the top rate applying to married couples with taxable incomes of $40,000 or more.  It certainly doesn’t seem fair to me that Donald Trump has the same top income tax rate as the person that picks up his garbage.

In 1972, New York had 14 separate tax brackets ranging from 2% to 15%.  If those brackets and the personal exemption had been adjusted for changes in the cost of living over the last 34 years, rather than eliminating brackets from the top and the bottom as the state has actually done, married couples with incomes below $240,000 a year would be paying less in state income taxes than they now pay but the state would be collecting close to $8 billion more in revenue.  

Let’s reverse the “tax shift” of the last several decades and base our tax system more clearly on the “ability to pay” principle.  We need a tax system that is fair for all and where lower and middle-class New Yorkers are not paying a significantly higher percentage of their income in taxes than the richest families in the state.  
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