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RECEIPTS OVERVIEW

The Economic and Revenue Outlook is a volume designed to enhance the
presentation and transparency of the FY 2015 Executive Budget. The book provides
detailed information on the economic and receipt projections underlying the Executive
Budget. The economic analysis and forecasts presented in this volume are also used in
the development of the expenditure projections where spending trends are impacted by
economic conditions.

Financial Plan receipts comprise a variety of taxes, fees, charges for State
provided services, Federal grants, and other miscellaneous receipts. The Economic and
Revenue Outlook includes receipt information required by Article VII of the State
Constitution and Section 22 of the State Finance Law and provides information to
supplement extensive reporting enhancements undertaken in recent years. The Division
of the Budget (DOB) believes the information will aid the Legislature and the public in
fully understanding and evaluating the economic assumptions and receipts estimates
underlying the FY 2015 Executive Budget. The receipt estimates and projections have
been prepared by the Division of the Budget with the assistance of the Department of
Taxation and Finance and other agencies concerned with the collection of State receipts.
To the extent they are material, sources of receipts not referenced in this volume are
discussed in the presentations of the agencies primarily responsible for executing the
programs financed by such receipts.  The Economic, Revenue and Spending
Methodologies are available at the Division of the Budget’s website at
www.budget.ny.gov. The Methodology volume provides a comprehensive review of the
methods used in determining the economic and tax receipt projections.

The Economic and Revenue Outlook is presented in the following general
sections:

» Financial Plan Receipts and Projections: Provides a summary of Financial
Plan receipts for the current year and the FY 2015 Budget year by tax
category and fund type.

» FY 2015 Revenue Actions: Summarizes the revenue actions proposed with
the FY 2015 Executive Budget.

» Economic Backdrop: Provides a detailed description of the Division’s
forecast of key economic indicators for the national and New York State
economies.

» Comparison of New York State Tax Structure to Other States: Compares
the New York tax structure and burden to other states.

» Tax Receipts Explanation: Provides a detailed report for each tax and
miscellaneous receipts source describing historical receipts and projections for
the current and upcoming budget years, the impact of legislation proposed
with the Executive Budget, and significant legislation that has been enacted.
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> Dedicated Fund Tax Receipts: Provides a report on dedicated tax receipt
estimates, with an emphasis on transportation-related dedicated taxes.

» Audit and Compliance Receipts: Provides data and analysis to better
understand receipts collections.

ECONOMIC OUTLOOK

As 2014 begins, the national economy appears once again to be approaching an
inflection point, finally producing the sustainable momentum that has been so elusive
until now. Both the housing and labor markets have shown steady improvement,
furthering the repair of household balance sheets. With households feeling wealthier and
more certain about future job prospects, real household spending growth is expected to
rise above the poor results to-date during the current expansion. At the same time, the
euro-area’s downward spiral appears to be abating. But even stagnation would represent
an improvement over its recent past. Consistently stronger growth in both domestic and
global demand is expected to stimulate private business investment, which has been
virtually absent from this recovery despite flush corporate balance sheets. These forces
are expected to more than compensate for ongoing weakness in the public sector that will
continue to be a drag on growth, albeit a diminishing one, for some time. Real U.S. GDP
is projected to grow 2.7 percent in 2014, following 1.9 percent growth in 2013.

Although the most recent data point toward a brighter outlook for 2014, the
improvement implied by the Budget Division forecast does not represent a dramatic
break from the recent past. A substantial degree of slack remains both in the U.S. and
abroad, which is likely to keep inflation below the Federal Reserve’s 2 percent target for
much of this year. Thus, continued low inflation of 1.6 percent is projected for 2014,
following a rate of 1.5 percent in 2013. The recent federal budget agreement signals a
new tone coming out of Washington, but continued fiscal cooperation is required to keep
the economy moving forward.

An improving labor market has given the Federal Reserve the confidence to begin
the long road toward “normalization,” while low inflation gives the central bank room to
proceed slowly with that process. But no matter the pace, the pinch of higher long-term
interest rates will be felt. Slack will also continue to put downward pressure on income
growth, though we fully expect that pressure to diminish going forward. Europe’s climb
out of recession is likely to be slow and uneven. Recent research indicates that recoveries
that follow financial crises are long and painful, particularly when combined with the
collapse of a housing bubble. This recovery has sustained more than its share of negative
events, ranging from weather and energy price shocks to true catastrophes like the
Japanese earthquake and tsunami of 2011. While the economy’s resiliency to such events
is improving, substantial risks remain.

New York’s private sector labor market continues to enjoy robust growth and was
much stronger coming out of the recovery than that of the nation as a whole. Tourism
continues to be a key source of strength, supporting leisure and hospitality’s ongoing role
as a leading sector. An accelerating national economy will continue to increase demand
for New York’s large business service sector. The State’s real estate sector continues to
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be strong, particularly in New York City, supporting strong growth in construction jobs
in 2014. Private sector job growth of 1.5 percent is projected for 2014, representing a
fourth consecutive year of above average growth.

Surging equity market growth during the latter part of 2013 is likely to have
contributed to solid gains in non-wage income for last year, including taxable capital
gains, while finance and insurance bonus growth of about 8 percent is projected for the
State fiscal year in progress. However, both government and financial sector
employment are expected to continue to fall through 2014, putting downward pressure on
wage growth despite healthy growth in bonuses. State wage growth of 5.4 percent is
projected for 2014, accompanied by total personal income growth of 5.2 percent. Note
that these growth rates are elevated — particularly for wages — due to the shifting of
income from the beginning of 2013 into the end of 2012, in anticipation of a federal rate
hike for high-income earners. As this effect runs its course, wage and personal income
growth are expected to slow to 4.6 percent and 4.9 percent, respectively, in 2015.
Growth rates for both 2014 and 2015 remain below historical averages.

THE REVENUE SITUATION
Receipts in 2013-14 have been highlighted by:

> A better than expected Tax Year 2012 personal income tax settlement, mainly
the result of capital gains and income shifted from 2013 and other future years
into 2012 in anticipation of higher Federal tax rates beginning in 2013;

» December 2013 and January 2014 personal income tax estimated payments
that exceeded expectations, likely the result of the surging stock market;

» Strong estate tax collections, also likely due in some degree to the increase in
net worth generated by stock market gains;

> Robust sales tax collection growth resulting from Superstorm Sandy recovery
spending;

» An uptick in real estate transfer tax collections growth, generally from
improved conditions downstate; and

» Disappointing business tax results, mainly from the banking sector, whose
profits suffered from fines and increased mortgage rates that reduced taxable
income.

Receipts in 2014-15 are expected to be characterized by:

» Personal income tax growth consistent with the estimated wage and personal
income growth discussed above, but tempered by increased refunds generated
by the payback of tax credits deferred in Tax Years 2010-2012, tax cuts
proposed with this Budget.
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» A return to trend taxable consumption growth after the above average growth
experienced in 2013-14;

» Another decline in business tax receipts - due primarily to the credit deferral
payback;

» A decline in estate tax receipts generated by proposed tax cuts; and

» A slowdown in real estate transfer tax receipt growth consistent with long-
term averages.

The following table displays growth rates for actual and base (i.e. absent law
changes) tax receipts for FY 1991 through FY 2018. The forecast growth rates assume
continued economic growth. Should a recession occur prior to FY 2018, one or more of
these forecast growth rates could be much lower or negative.
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Governmental Funds

Actual and Base Tax Receipts Growth

(percent growth)

State Inflation
Fiscal Actual Base Adjusted Base
Year Receipts Receipts Receipts
1990-91 (0.8) (3.8) (8.9)
1991-92 7.2 1.4 (1.9)
1992-93 6.1 5.0 1.7
1993-94 4.3 0.7 (1.8)
1994-95 0.1 1.5 (1.0)
1995-96 2.6 3.6 0.7
1996-97 2.0 2.5 (0.1)
1997-98 3.7 5.6 39
1998-99 7.2 7.9 6.0
1999-00 7.5 9.1 6.1
2000-01 7.9 10.1 7.0
2001-02 (4.9) (4.2) (6.1)
2002-03 (6.7) (8.0) (10.8)
2003-04 8.2 5.8 2.8
2004-05 134 115 7.8
2005-06 10.2 9.4 5.4
2006-07 9.7 12.9 10.4
2007-08 3.7 6.2 2.0
2008-09 (0.8) (3.3) (3.7)
2009-10 (3.2) (12.6) (14.2)
2010-11 5.6 3.3 0.8
2011-12 5.6 8.0 5.7
2012-13 3.1 4.8 3.0
2013-14** 4.7 5.1 3.6
2014-15** 2.0 4.3 2.2
2015-16** 4.6 4.2 1.9
2016-17** 4.1 5.5 3.0
2017-18** 3.4 4.4 1.8
Actual Base Adjusted Base
Change Change Change
Historical Average
(1990-91 to 2012-13) 4.0 34 0.6
Forecast Average
(2013-14 to 2017-18) 3.8 4.7 25
Forecast Average
(2014-15 to 2017-18) 35 4.6 2.2
Recessions (1.5) (5.1) (7.6)
Expansions 5.9 6.3 3.6
*Estimated Receipts
**Projected Receipts
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TOTAL RECEIPTS
(millions of dollars)

FY 2013 FY 2014 Annual $ Annual % FY 2015 Annual$  Annual %

Results Current Change Change Proposed Change Change
GENERAL FUND 58,783 61,653 2,870 4.9% 63,503 1,850 3.0%
Taxes 43,283 42,496 (787) -1.8% 43,205 709 1.7%
Miscellaneous Receipts 3,504 3,251 (253) -7.2% 3,857 606 18.6%
Federal Grants 62 2 (60) -96.8% 0 (2) -100.0%
Transfers 11,934 15,904 3,970 33.3% 16,441 537 3.4%
STATE FUNDS 90,303 93,158 2,855 3.2% 96,002 2,844 3.1%
Taxes 66,302 69,414 3,112 4.7% 70,794 1,380 2.0%
Miscellaneous Receipts 23,855 23,664 (191) -0.8% 25,129 1,465 6.2%
Federal Grants 146 80 (66) -45.2% 79 (1) -1.3%
ALL FUNDS 133,175 140,770 7,595 5.7% 141,901 1,131 0.8%
Taxes 66,302 69,414 3,112 4.7% 70,794 1,380 2.0%
Miscellaneous Receipts 24,030 23,850 (180) -0.7% 25,315 1,465 6.1%
Federal Grants 42,843 47,506 4,663 10.9% 45,792 (1,714) -3.6%

All Funds FY 2014 tax receipts growth of 4.7 percent and FY 2015 growth of 2
percent are heavily influenced by timing factors. Growth in FY 2014 was driven up as a
result of Superstorm Sandy recovery spending and the movement of realized capital gains
and other non-wage income into Tax Year 2012 from future years in anticipation of
higher federal tax rates in 2013. This manifested itself in a strong April 2013 personal
income tax settlement. FY 2014 also marked the last year which contained higher
revenue as the result of the tax credit deferral program. The slowdown in FY 2015 is the
result of the first year of tax credit deferral payback, the non-recurring nature of
Superstorm Sandy spending by consumers, and tax cuts proposed with this Budget.

FY 2014 OVERVIEW

» Total All Funds FY 2014 receipts are estimated to reach $140.8 billion, an
increase of $7.6 billion (5.7 percent) from FY 2013. All Funds tax receipts
are estimated to increase by $3.1 billion, or 4.7 percent. The majority of the
increase in tax receipts is attributable to growth in personal income tax
collections.

> Total State Funds FY 2014 receipts are estimated to reach $93.2 billion, an
increase of $2.9 billion (3.2 percent).

» Total General Fund FY 2014 receipts are estimated at $61.7 billion, an
increase of $2.9 billion (4.9 percent). General Fund tax receipts are estimated
to decrease by 1.8 percent primarily as a result of the dedication of former
General Fund sales tax revenue to the new Sales Tax Bond Fund. General
Fund miscellaneous receipts are estimated to decrease by 7.2 percent,
reflecting trends in motor vehicle fees receipts, the dissolution of the Monroe
Medicaid Sales Tax Intercept, and reductions in abandoned property
recoveries.
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> Base tax FY 2014 receipts growth, which nets out the impact of law changes,
will increase by an estimated 5.1 percent after a base increase of 4.8 percent in
FY 2013.

FY 2015 OVERVIEW

» Total FY 2015 All Funds receipts are projected to reach $141.9 billion, an
increase of $1.1 billion (0.8 percent) from FY 2014 estimates. All Funds tax
receipts are projected to grow by $1.4 billion (2 percent). This increase is
primarily attributable to continued positive economic growth.

> Total State Funds receipts are projected to be $96 billion, an increase of $2.8
billion (3.1 percent) from FY 2014 estimates.

> Total General Fund receipts are projected to be $63.5 billion, an increase of
$1.9 billion, or 3 percent from FY 2014 estimates. General Fund tax receipts
are projected to grow by 1.7 percent, while General Fund miscellaneous
receipts are projected to increase by $606 million (18.6 percent) as the result
of increased license and fee and abandoned property receipts, and a motor
vehicle fee accounting change. Federal grants revenues are projected to
decline by $2 million.

» After controlling for the impact of policy changes, base tax revenue growth is
estimated to increase by 4.3 percent for FY 2015.

CHANGE FROM MID-YEAR UPDATE FORECAST
(millions of dollars)

FY 2014 FY 2015
Mid-Year Executive Annual$ Annual % Mid-Year Executive Annual$ Annual %
Update Budget Change Change Update Budget Change Change
GENERAL FUND' 45,761 45,749 (12) 0.0% 46,753 47,062 309 0.7%
Taxes 42,453 42,496 43 0.1% 43,158 43,205 47 0.1%
Miscellaneous Receipts 3,306 3,251 (55) -1.7% 3,595 3,857 262 7.3%
Federal Grants 2 2 0 0.0% 0 0 0 0.0%
STATE FUNDS 93,393 93,158 (235) -0.3% 95,996 96,002 6 0.0%
Taxes 69,324 69,414 90 0.1% 71,101 70,794 (307) -0.4%
Miscellaneous Receipts 23,989 23,664 (325) -1.4% 24,817 25,129 312 1.3%
Federal Grants 80 80 0 0.0% 78 79 1 1.3%
ALL FUNDS 140,932 140,770 (162) -0.1% 143,366 141,901 (1,465) -1.0%
Taxes 69,324 69,414 90 0.1% 71,101 70,794 (307) -0.4%
Miscellaneous Receipts 24,175 23,850 (325) -1.3% 25,003 25,315 312 1.2%
Federal Grants 47,433 47,506 73 0.2% 47,262 45,792 (1,470) -3.1%
Excludes Transfers.
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Change from Mid-Year Update

Revised Estimates and Projections

>

All funds FY 2014 receipts estimates have been reduced by $162 million from
the Mid-Year Update. The upward tax revision of $90 million is due to
stronger than expected personal income and other tax receipts partially offset
by a negative business tax variance.

All Funds miscellaneous receipts estimates in FY 2014 were revised
downward by $325 million from the Mid-Year Update, which largely reflects
reduced receipts from HCRA financing sources, including no longer assuming
proceeds associated with conversion of a health insurance company from a
not-for-profit entity to a for-profit entity; and lower abandoned property
receipts.

All Funds Federal grant projections have been revised upward by $73 million
in FY 2014, reflecting year-to-date activity in Federal funds.

General Fund FY 2014 receipts have been revised downward by $12 million,
reflecting a downward miscellaneous receipts revision partially offset by an
upward tax revision.

All Funds receipts estimates have been decreased by $1.5 billion for fiscal
year FY 2015 from the Mid-Year Update. The downward tax revision of
$307 million and is largely a full-year translation of base changes to corporate
taxes made to FY 2014.

All Funds miscellaneous receipts projections in FY 2015 were revised upward
by $312 million which largely reflects revenues from licensing fees associated
with commercial gaming and increased bond proceeds to fund economic
development projects.

All Funds Federal grant projections have been revised downward by $1.5
billion in FY 2015, which reflects the continued impact of changes in
Medicaid associated with the ACA and the timing of Federal disaster
assistance.

General Fund FY 2015 receipts have been revised upward by $309 million.
Miscellaneous receipts revisions related to motor vehicle fees trends and
financial audit recoveries account for a large portion of the increase and were
bolstered by a $47 million increase in tax receipts.

11
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Proposed Law Changes
The FY 2015 Executive Budget includes changes to tax law that would:

» Provide tax relief proposals to continue improving New York’s business
climate and provide relief for over-burdened families;

» Simplify the tax code;
» Ensure that taxpayers remit the proper amount of tax; and

» Close unintended tax loopholes to improve the equity of the tax code.

ALL FUNDS LEGISLATION
($ in millions)*

2014-15 2015-16 2016-17 2017-18
Personal Income Tax (325) (735) (1,248) (1,658)
Close the Resident Trust Loophole 75 225 150 150
Repeal the Personal Income Tax Add-On Minimum Tax 0 0 0 0
Modify Delivery of the Family Tax Relief Credit After Tax Year 2014 0 410 0 (410)
Increase Personal Income Tax Filing Threshhold 0 0 0 0
Establish the Real Property Tax Freeze Personal Income Tax Credit (400) (976) (475) 0
Establish the Residential Real Property Personal Income Tax Credit 0 (200) (525) (1,000)
Establish a Renter's Personal Income Tax Credit 0 (200) (400) (400)
Extend the Non-Custodial Earned Income Tax Credit (EITC) For Two Years 0 0 (4) (4)
Authorize a Professional and Business License Tax Clearance 0 3 3 3
Eliminate the Income Threshold Inflation Adjustment for Enhanced STAR 0 3 3 3
User Taxes and Fees (4) (8) (4) 0
Repeal the Boxing and Wrestling Exhibitions Tax 0 0 0 0
Extend the Alternative Fuels Tax Exemptions For Two Years (4) (8) (4) 0
Business Taxes 67 (118) (271) (267)
Streamline Corporate Audit Procedures (Administrative) 0 172 172 172
Reform the Investment Tax Credit 65 65 65 65
Repeal the Financial Services Investment Tax Credit 30 30 30 30
Repeal the Franchise Tax on Agricultural Cooperatives 0 0 0 0
START-UP NY Technical Amendment For Section 186-e Excise Tax 0 0 0 0
Corporate Tax Reform 0 (205) (346) (346)
Establish a 20 Percent Real Property Tax Credit For Manufacturers 0 (136) (136) (136)
Eliminate the Net Income Tax On Upstate Manufacturers (24) (24) (25) (25)
Enhance Youth Works Tax Credit 0 (4) (4) (4)
Expand the Low Income Housing Credit 0 (8) (16) (16)
Extend the Commercial Production Tax Credit for Two Years 0 0 (7) (7)
Extend and Reform the Brownfields Clean-Up Program 0 0 0 0
Extend the Alternative Fuels Tax Exemptions For Two Years (4) (8) (4) 0
Other Actions (36) (175) (371) (612)
Repeal the Boxing and Wrestling Exhibitions Tax 0 0 0 0
Modify Signature Requirements on e-Filed Returns Prepared by Tax Professionals 0 0 0 0
Align Mobility and Personal Income Tax Filings for the Self-Employed 0 0 0 0
Reform the Estate Tax (33) (175) (371) (612)
Repeal Article 12 of the Tax Law 0 0 0 0
Extend Monticello Video Lottery Terminal Rates For One Year (3) 0 0 0
Extend Certain Pari-Mutuel Tax Rates and Authorization for Account Wagering For One Year 0 0 0 0
Extend the Video Lottery Gaming Vendor's Capital Awards Program For One Year 0 0 0 0

Total All Funds Legislation Change (298) (1,036) (1,894) (2,537)

*Rounded to the nearest million
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The tax policy changes proposed with this Budget are reported in summary below
and in detail in the tax by tax descriptions.

PERSONAL INCOME TAX
» Close the resident trust loophole;
> Repeal the personal income tax add-on minimum tax;

» Modify delivery of the family tax relief credit after Tax Year 2014;

A\

Increase personal income tax filing threshold;

Establish the real property tax freeze personal income tax credit;
Establish the residential real property personal income tax credit;
Establish a renter's personal income tax credit;

Extend the non-custodial earned income tax credit (EITC) for two years;

Authorize a professional and business license tax clearance; and

v V VY ¥V V V¥V

Eliminate the income threshold inflation adjustment for enhanced STAR.
USER TAXES AND FEES
> Repeal the boxing and wrestling exhibitions tax; and
» Extend the alternative fuels tax exemptions for two years.
BUSINESS TAXES
» Streamline corporate audit procedures (administrative);
Reform the investment tax credit;
Repeal the financial services investment tax credit;
Repeal the franchise tax on agricultural cooperatives;
START-UP NY technical amendment for section 186-e excise tax;

Corporate tax reform;

vV VvV VYV VYV V V

Establish a 20 percent real property tax credit for manufacturers;

13
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» Eliminate the net income tax on upstate manufacturers;

» Enhance the youth works tax credit;

» Expand the low income housing credit;

» Extend the commercial production tax credit for two years;

» Extend and reform the Brownfields clean-up program; and

» Extend the alternative fuels tax exemptions for two years.
OTHER ACTIONS

> Repeal the boxing and wrestling exhibitions tax;

» Modify signature requirements on e-filed returns prepared by tax
professionals;

Align mobility and personal income tax filings for the self-employed;
Reform the estate tax;
Repeal Article 12 of the Tax Law;

Extend Monticello Video Lottery Terminal rates for one year;

YV VYV Vv V V

Extend certain pari-mutuel tax rates and authorization for account wagering
for one year; and

» Extend the Video Lottery gaming vendor's Capital Awards Program for one
year.

FY 2016, FY 2017, AND FY 2018 OVERVIEW

TOTAL RECEIPTS
(millions of dollars)

FY 2015 FY 2016 Annual $ FY 2017 Annual $ FY 2018 Annual $

Proposed Projected Change Projected Change Projected Change

General Fund 63,503 65,339 1,836 67,426 2,087 69,136 1,710
Taxes 43,205 45,408 2,203 47,296 1,888 48,893 1,597
State Funds 96,002 98,855 2,853 100,827 1,972 102,454 1,627
Taxes 70,794 74,077 3,283 77,148 3,071 79,740 2,592
All Funds 141,901 145,849 3,948 149,134 3,285 152,485 3,351
Taxes 70,794 74,077 3,283 77,148 3,071 79,740 2,592

14



RECEIPTS OVERVIEW

Overall, tax receipts growth in the three fiscal years following FY 2015 is
expected to remain in the range of 3.4 percent to 4.6 percent. This is consistent with
projected trend economic growth in the New York economy during this period and the
payback of deferred tax credits.

» Total All Funds FY 2016 receipts are projected to be $145.8 billion, an
increase of $3.9 billion from the prior year. All Funds FY 2017 receipts are
expected to increase by $3.3 billion from FY 2016 projections. In FY 2018,
receipts are expected to increase by $3.4 billion from FY 2017 projections.

» Total State Funds receipts are projected to be $98.9 billion in FY 2016, $100.8
billion in FY 2017 and $102.5 billion in FY 2018.

» Total General Fund receipts are projected to reach $65.3 billion in FY 2016,
$67.4 billion in FY 2017 and $69.1 billion in FY 2018.

Base Growth

Base growth, adjusted for law changes, in tax receipts is estimated to be 5.1
percent in FY 2014 and 4.3 percent in FY 2015. Overall base growth in tax receipts is
dependent on a multitude of factors.

In general, base tax receipts growth rates are determined by economic changes,
including, but not limited to, changes in interest rates, prices, wages, employment, non-
wage income, capital gains realizations, taxable consumption, corporate profits,
household net worth, real estate prices and gasoline prices. Federal law changes can
influence taxpayer behavior, which also affect base tax receipts growth.

Personal Income Tax

PERSONAL INCOME TAX
(millions of dollars)

FY 2013 FY 2014 Annual$ Annual% FY2015 Annual$ Annual %
Results Current Change Change Proposed Change Change
GENERAL FUND' 26,884 28,745 1,861 6.9% 29,669 924 3.2%
Gross Collections 47,443 51,482 4,039 8.5% 52,900 1,418 2.8%
Refunds (Includes State/City Offset) (7,216) (8,636) (1,420) 19.7% (8,769) (133) 1.5%
STAR (3,286) (3,389) (103) 3.1% (3,429) (40) 1.2%
RBTF (10,057)  (10,712) (655) 6.5%  (11,033) (321) 3.0%
STATE/ALL FUNDS 40,227 42,846 2,619 6.5% 44,131 1,285 3.0%
Gross Collections 47,443 51,482 4,039 8.5% 52,900 1,418 2.8%
Refunds (Includes State/City Offset) (7,216) (8,636) (1,420) 19.7% (8,769) (133) 1.5%
*Excludes Transfers.

All Funds FY 2014 receipts are estimated to be $42.8 billion, an increase of $2.6
billion (6.5 percent) from FY 2013 results. This primarily reflects robust growth in
extension (i.e., prior year estimated) payments for Tax Year 2012, strong growth in final
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returns, moderate growth in current year estimated payments for Tax Year 2013, and
modest growth in withholding, partially offset by substantial growth in prior year refunds
related to Tax Year 2012, current year refunds related to Tax Year 2013, and state-city
offsets.

Withholding in FY 2014 is projected to be $1.2 billion (3.8 percent) higher
compared to the prior year. This reflects the net effect of modest wage growth, partially
offset by lower withholding due to the first full fiscal year of inflation-indexed
withholding tax tables. Total estimated payments are expected to increase $2.5 billion
(20.8 percent). Estimated payments for Tax Year 2013 (i.e., current year estimated) are
projected to be $547 million (6.1 percent) higher. Extension payments (i.e., prior year
estimated) for Tax Year 2012 are projected to grow 62.2 percent ($2 billion) compared to
extensions for Tax Year 2011, due to the widespread acceleration of capital gains
realizations into Tax Year 2012. This acceleration occurred in anticipation of higher
Federal income tax rates in Tax Year 2013, attributable to the American Taxpayer Relief
Act, in addition to the imposition of the 3.8 percent net investment income tax associated
with the ACA. Delinquent collections and final return payments are projected to be $74
million (6.4 percent) and $230 million (10.7 percent) higher, respectively.

The increase in total refunds of $1.4 billion reflects a combination of strong
growth in prior year refunds related to Tax Year 2012 of $801 million (17.5 percent) due
to greater than typical overpayment of extension payments for Tax Year 2012, a $310
million (17.7 percent) increase in current year refunds related to Tax Year 2013, and
107.5 percent ($332 million) growth in state-city offsets, stemming from the New York
State income tax rate changes that took place between 2011 and 2012,

The following table summarizes, by component, actual receipts for FY 2013 and
forecast amounts through FY 2017.
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PERSONAL INCOME TAX FISCAL YEAR COLLECTION COMPONENTS

ALL FUNDS
(millions of dollars)

FY 2013 FY 2014 FY 2015 FY 2016 FY 2017
Results Estimated Projected Projected Projected
Receipts
Withholding 31,958 33,160 35,049 37,260 39,290
Estimated Payments 12,193 14,727 14,274 15,744 16,926
Current Year 9,001 9,548 10,115 11,007 11,794
Prior Year* 3,192 5,179 4,159 4,737 5,132
Final Returns 2,148 2,378 2,316 2,478 2,680
Current Year 203 233 242 254 266
Prior Year* 1,945 2,145 2,074 2,224 2,414
Delinquent 1,144 1,217 1,261 1,311 1,356
Gross Receipts 47,443 51,482 52,900 56,793 60,252
Refunds
Prior Year* 4,568 5,369 5,142 6,277 7,601
Previous Years 588 566 569 588 588
Current Year* 1,750 2,060 1,750 1,750 1,750
Advanced Credit Payment 0 0 810 976 475
State/City Offset* 309 641 498 498 498
Total Refunds 7,216 8,636 8,769 10,089 10,912
Net Receipts 40,227 42,846 44,131 46,704 49,340
*These components, collectively, are known as the "settlement" on the prior
year's tax liability.

All Funds FY 2015 receipts are projected to be $44.1 billion, an increase of $1.3
billion (3 percent) from FY 2014.

This increase primarily reflects increases of $1.9 billion (5.7 percent) in
withholding, partially offset by the combination of a $452 million (3.1 percent) decline in
total estimated payments and a $133 million (1.5 percent) increase in total refunds. The
decline in total estimated payments results from a $1 billion decrease in extension (i.e.,
prior year estimated) payments for Tax Year 2013, following an inflated Tax Year 2012
amount due to substantial extension overpayment following end-of-year accelerated
capital gains realizations. The majority of the decline, however, is offset by a $568
million increase in current estimated payments related to Tax Year 2014, partially
reflecting $75 million in revenue from closing the resident trust loophole.

The increase in total refunds of $133 million reflects $400 million in additional
credit attributable to new legislation (Real Property Tax Freeze credit), $410 million in
credits for the first year of payments related to the Family Tax Relief credit, and $75
million due to the first repayment of previously deferred tax credits, largely offset by
declines of $227 million (4.2 percent), $310 million (15.1 percent), and $143 million
(22.3 percent) in prior year refunds related to Tax Year 2013, current year refunds related
to Tax Year 2014, and state-city offsets, respectively. Payments from final returns are
expected to decrease $62 million (2.6 percent), while delinquent collections are projected
to increase by $44 million (3.6 percent) compared to the prior year.
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General Fund income tax receipts are net of deposits to the STAR Fund, which
provide property tax relief, and the RBTF, which supports debt service payments on State
personal income tax revenue bonds. General Fund FY 2014 receipts of $28.7 billion are
expected to increase by $1.9 billion (6.9 percent) from the prior year, mainly reflecting
the increase in All Funds receipts noted above. The RBTF deposit is estimated to be
$10.7 billion while the STAR transfer is estimated to be $3.4 billion.

General Fund income tax FY 2015 receipts of $29.7 billion are projected to
increase by $924 million (3.2 percent). The RBTF deposit is projected to be $11 billion
while the STAR transfer is projected to be $3.4 billion.

PERSONAL INCOME TAX: CHANGE FROM MID-YEAR UPDATE FORECAST
(millions of dollars)

FY 2014 FY 2015
Mid-Year Executive Annual$ Annual % Mid-Year Executive Annual$ Annual %
Update Budget Change Change Update Budget Change Change

GENERAL FUND" 28,488 28,745 257 0.9% 29,397 29,669 272 0.9%
Gross Collections 50,496 51,482 986 2.0% 52,678 52,900 222 0.4%
Refunds (Includes State/City Offset) (7,953) (8,636) (683) 8.6% (8,679) (8,769) (90) 1.0%
STAR (3,419)  (3,389) 30 -0.9%  (3,602)  (3,429) 173 -4.8%
RBTF (10,636)  (10,712) (76) 0.7%  (11,000) (11,033) (33) 0.3%

STATE/ALL FUNDS 42,543 42,846 303 0.7% 43,999 44,131 132 0.3%
Gross Collections 50,496 51,482 986 2.0% 52,678 52,900 222 0.4%
Refunds (7,953) (8,636) (683) 8.6% (8,679) (8,769) (90) 1.0%

*Excludes Transfers

Compared to the Mid-Year Update, FY 2014 All Funds income tax receipts are
revised upward by $303 million. The increase reflects upward revisions in withholding
(%94 million), total estimated payments ($839 million), and final returns ($67 million),
partially offset by a $683 million upward revision of total refunds and a $14 million
downward revision in delinquent receipts. The increase in withholding reflects a slightly
improved bonus income outlook while the increase in current year estimated payments
reflects stronger than expected performance in equity markets in 2013. Increased refunds
reflect adjustments for substantial growth in prior year refunds related to Tax Year 2012
($315 million), current year refunds related to Tax Year 2013 ($310 million) and state-
city offset transfers ($143 million) to the City from the State, partially offset by smaller-
than-expected prior year refund inventory ($85 million).

Compared to the Mid-Year Update, FY 2015 All Funds income tax receipts are
revised upward by $132 million, reflecting $458 million in revenue-increasing re-
estimates, partially offset by a $325 million total revenue reduction from legislation
proposed with this Budget. The non-legislative re-estimate largely reflects a $465
million upward revision in total estimated payments and a $310 million downward
revision in total refunds, partially offset by a $350 million downward revision in
withholding due to a lower wage forecast. Other reestimates include a $40 million
upward revision in final returns and a $7 million reduction in delinquent receipts. The
adjustment to total refunds results from $485 million in lower prior year refunds related
to Tax Year 2013, related to a reestimation of the cost of deferred tax credit repayments,
as well as the increase in current year refunds that will be paid between January and
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March 2014, partially offset by a $175 million increase in the state-city offset. Legislative
proposals include a revenue gain of $75 million from closing the resident trust loophole
and a $400 million revenue reduction attributable to the Real Property Tax Freeze credit.

PERSONAL INCOME TAX
(millions of dollars)

FY 2015 FY 2016 Annual $ FY 2017 Annual $ FY 2018 Annual $

Proposed Projected Change Projected Change Projected Change

GENERAL FUND* 29,669 31,555 1,886 33,437 1,882 34,861 1,424
Gross Collections 52,900 56,793 3,893 60,252 3,459 62,701 2,449
Refunds (Includes State/City Offset) (8,769)  (10,089) (1,320)  (10,912) (823)  (11,413) (501)
STAR (3,429) (3,473) (44) (3,568) (95) (3,605) (37)
RBTF (11,033) (11,676) (643) (12,335) (659) (12,822) (487)
STATE/ALL FUNDS 44,131 46,704 2,573 49,340 2,636 51,288 1,948
Gross Collections 52,900 56,793 3,893 60,252 3,459 62,701 2,449
Refunds (Includes State/City Offset) (8,769) (10,089) (1,320) (10,912) (823) (11,413) (501)

Excludes Transfers.

All Funds income tax FY 2016 receipts of $46.7 billion are projected to increase
$2.6 billion (5.8 percent) from the prior year. Gross receipts are projected to increase 7.4
percent ($3.9 billion), reflecting withholding that is projected to grow by $2.2 billion (6.3
percent) and total estimated payments that are projected to grow by $1.5 billion (10.3
percent).

The increase in withholding reflects moderate wage growth. The increase in
estimated payments includes an additional $150 million compared to the prior year from
closing the resident trust loophole. Payments from final returns are expected to increase
$162 million (7 percent). Delinquencies are projected to increase $50 million (4 percent)
from the prior year. Total refunds are projected to increase by $1.3 billion (15.1 percent)
from the prior year, primarily the result of an additional $576 million compared to the
prior year in advanced credit payment attributable to the Real Property Tax Freeze credit,
an additional $200 million in prior year refunds from the Residential Real Property Tax
credit, and another $200 million in prior year refunds from the Renter credit.

General Fund income tax FY 2016 receipts of $31.6 billion are projected to
increase by $1.9 billion (6.4 percent). RBTF deposits are projected to be $11.7 billion
and the STAR transfer is projected to be $3.5 billion.

All Funds income tax receipts are projected to be $49.3 billion in FY 2017 and

$51.3 billion in FY 2018. General Fund receipts are projected at $33.4 billion and $34.9
billion, respectively.
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User Taxes and Fees

USER TAXES AND FEES
(millions of dollars)

FY 2013 FY2014 Annual$ Annual% FY2015 Annual$ Annual%
Results Current Change Change Proposed Change Change
GENERAL FUND" 9,112 6,525 (2,587) -28.4% 6,714 189 2.9%
Sales Tax 8,423 5,890 (2,533) -30.1% 6,069 179 3.0%
Cigarette and Tobacco Taxes 443 384 (59) -13.3% 389 5 1.3%
Alcoholic Beverage Taxes 246 251 5 2.0% 256 5 2.0%
STATE/ALL FUNDS 14,615 15,107 492 3.4% 15,480 373 2.5%
Sales Tax 11,989 12,595 606 5.1% 12,988 393 3.1%
Cigarette and Tobacco Taxes 1,551 1,421 (130) -8.4% 1,374 (47) -3.3%
Motor Fuel Tax 492 500 8 1.6% 502 2 0.4%
Highway Use Tax 145 140 (5) -3.4% 141 1 0.7%
Alcoholic Beverage Taxes 246 251 5 2.0% 256 5 2.0%
Taxicab Surcharge 83 86 3 3.6% 100 14 16.3%
Auto Rental Tax 109 114 5 4.6% 119 5 4.4%
Excludes Transfers.

All Funds user taxes and fees FY 2014 receipts are estimated to be $15.1 billion,
an increase of $492 million (3.4 percent) from the prior year. Sales tax receipts are
expected to increase by $606 million (5.1 percent) from the prior year. Contributing
factors to a sales tax base growth (i.e., absent law changes) of 4.8 percent are estimated
strong growth in vehicle sales, construction, utility expenditures, wholesale trade and
food services. Cigarette and tobacco tax collections are estimated to decrease by $130
million (8.4 percent) due to lower consumption of cigarettes as well as increased refunds
associated with a change in the way the wholesale cigar tax is administered.

General Fund user taxes and fees FY 2014 receipts are estimated to total $6.5
billion, a decrease of $2.6 billion (28.4 percent) from the prior year. This decrease
reflects the General Fund share of sales tax revenues being reduced from 75 percent to 50
percent. Absent this law change, General Fund sales tax receipts would increase by over
$400 million. Also, cigarette and tobacco taxes are estimated to fall $59 million (13.3
percent), consistent with All Funds changes.

All Funds user taxes and fees FY 2015 receipts are projected to be nearly $15.5
billion, an increase of $373 million (2.5 percent) from the prior year. The increase in
sales tax receipts of $393 million (3.1 percent) reflects sales tax base growth of 3.6
percent. Cigarette and tobacco tax receipts are projected to decline as a result of larger
than trend declines in stamp sales, slightly offset by the non-recurrence of prior year cigar
tax refunds. The increase in taxicab surcharge receipts reflects a projected increase in the
number of vehicles that will now be collecting the surcharge.

General Fund user taxes and fees FY 2015 receipts are projected to total $6.7
billion, an increase of $189 million (2.9 percent) from the prior year. This increase
largely reflects the projected increases in All Funds sales tax receipts discussed above.
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USER TAXES AND FEES: CHANGE FROM MID-YEAR UPDATE FORECAST
(millions of dollars)

FY 2014 FY 2015
Mid-Year Executive Annual$ Annual % Mid-Year Executive Annual$ Annual %
Update Budget Change Change Update Budget Change Change
GENERAL FUND' 6,548 6,525 (23) -0.4% 6,806 6,714 (92) -1.4%
Sales Tax 5,866 5,890 24 0.4% 6,125 6,069 (56) -0.9%
Cigarette and Tobacco Taxes 431 384 (47) -10.9% 425 389 (36) -8.5%
Alcoholic Beverage Taxes 251 251 0 0.0% 256 256 0 0.0%
STATE/ALL FUNDS 15,116 15,107 (9) -0.1% 15,674 15,480 (194) -1.2%
Sales Tax 12,530 12,595 65 0.5% 13,086 12,988 (98) -0.7%
Cigarette and Tobacco Taxes 1,491 1,421 (70) -4.7% 1,466 1,374 (92) -6.3%
Motor Fuel Tax 500 500 0 0.0% 504 502 (2) -0.4%
Highway Use Tax 140 140 0 0.0% 143 141 (2) -1.4%
Alcoholic Beverage Taxes 251 251 0 0.0% 256 256 0 0.0%
Taxicab Surcharge 90 86 (4) -4.4% 100 100 0 0.0%
Auto Rental Tax 114 114 0 0.0% 119 119 0 0.0%
*Excludes Transfers.

All Funds user taxes and fees FY 2014 receipts are revised down by $9 million
from the Mid-Year Update as a result of weaker than expected to-date cigarette and
tobacco tax collections and the aforementioned increase in refunds due to the change in
the way the cigar tax is applied ($70 million), offset by an increase in sales tax
collections ($65 million). All Funds FY 2015 user taxes and fees are revised down by
$194 million due to anticipated lower sales tax collections ($98 million) and weaker than
expected to-date cigarette and tobacco collections ($92 million). General Fund user taxes
and fees are estimated to follow a similar trend as All Funds.

USER TAXES AND FEES
(millions of dollars)

FY 2015 FY2016 Annual$ FY 2017 Annual $ FY 2018 Annual $
Proposed Projected Change Projected Change Projected Change
GENERAL FUND" 6,714 6,929 215 7,154 225 7,396 242
Sales Tax 6,069 6,290 221 6,523 233 6,772 249
Cigarette and Tobacco Taxes 389 378 (11) 365 (13) 353 (12)
Alcoholic Beverage Taxes 256 261 5 266 5 271 5
STATE/ALL FUNDS 15,480 15,938 458 16,403 465 16,910 507
Sales Tax 12,988 13,470 482 13,976 506 14,514 538
Cigarette and Tobacco Taxes 1,374 1,327 (47) 1,276 (51) 1,226 (50)
Motor Fuel Tax 502 504 2 509 5 514 5
Highway Use Tax 141 151 10 147 (4) 149 2
Alcoholic Beverage Taxes 256 261 5 266 5 271 5
Taxicab Surcharge 100 101 1 101 0 101 0
Auto Rental Tax 119 124 5 128 4 135 7
Excludes Transfers.
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All Funds user taxes and fees receipts are projected to increase by $458 million (3
percent) in FY 2016, $465 million (2.9 percent) in FY 2017, and $507 million (3.1
percent) in FY 2018. This outyear growth represents a return to historical trends in
taxable consumption growth and trend declines in cigarette consumption, respectively.

General Fund user taxes and fees receipts are projected to increase by $215
million (3.2 percent) in FY 2016, $225 million (3.2 percent) in FY 2017, and $242
million (3.4 percent) in FY 2018. This outyear growth is consistent with the same trends
associated with All Funds, noted above.

Business Taxes

BUSINESS TAXES
(millions of dollars)

FY2013 FY2014 Annual$ Annual% FY2015 Annual$ Annual %

Results Current Change Change Proposed Change Change
GENERAL FUND 6,253 5,988 (265) -4.2% 5,630 (358) -6.0%
Corporate Franchise Tax 2,624 3,078 454 17.3% 2,424 (654) -21.2%
Corporation and Utilities Tax 686 606 (80) -11.7% 622 16 2.6%
Insurance Tax 1,346 1,299 (47) -3.5% 1,375 76 5.9%
Bank Tax 1,597 1,005 (592) -37.1% 1,209 204 20.3%
Petroleum Business Tax 0 0 0 0.0% 0 0 0.0%
STATE/ALL FUNDS 8,465 8,186 (279) -3.3% 7,853 (333) -4.1%
Corporate Franchise Tax 3,009 3,561 552 18.3% 2,911 (650) -18.3%
Corporation and Utilities Tax 895 794 (101) -11.3% 814 20 2.5%
Insurance Tax 1,509 1,457 (52) -3.4% 1,541 84 5.8%
Bank Tax 1,912 1,189 (723) -37.8% 1,418 229 19.3%
Petroleum Business Tax 1,140 1,185 45 3.9% 1,169 (16) -1.4%

All Funds business tax FY 2014 receipts are estimated at $8.2 billion, a decrease
of $279 million (3.3 percent) from the prior year. This decrease is mainly driven by bank
tax receipts. Liability year 2013 payments are weak compared to the previous year with
an expected decline of 25 percent. Partially offsetting the decrease in the bank tax are
higher corporate franchise tax receipts. This is mainly driven by higher estimated audit
receipts ($429 million). Corporation and utilities tax and insurance tax receipts are also
estimated to be lower than the previous year.

All Funds corporate franchise tax FY 2014 receipts are estimated to be $3.6
billion, an increase of $552 million (18.3 percent) from FY 2013. The year-to-year
increase is mainly attributable to higher audit receipts. Non-audit receipts are estimated
to increase $123 million from the prior year as the increase in gross receipts is larger than
the increase in cash refunds expected to be paid.

All Funds corporation and utilities tax FY 2014 receipts are estimated to be $794
million, a decrease of $101 million (11.3 percent) from FY 2013. The main driver for the
year-to-year decrease is a large telecommunications refund paid in October and lower
audit receipts. Gross receipts for FY 2014 are estimated to decline slightly from
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FY 2013 as the telecommunications sector continues to erode from consumers continuing
to shift to internet based communication tools from landline telecommunications.

All Funds insurance tax FY 2014 receipts are estimated to be $1.5 billion, a
decrease of $52 million (3.4 percent) from FY 2013. This decrease is driven by the
State’s transition of the medical portion of the Empire Plan to self-insurance, effective
January 1, 2013. This results in lower 2013 liability since the State no longer remits the
insurance tax as part of a premium payment.

All Funds bank tax FY 2014 receipts are estimated to be $1.2 billion, a decrease
of $723 million (37.8 percent) from FY 2013. This decrease is mainly attributable to
weak liability year 2013 payments from commercial banks and lower audit receipts.
Throughout calendar year 2013 banks have reduced their estimated liability and
accompanying estimated payments. Additionally, audits are expected to decline $249
million as fewer large cases are settled.

All Funds petroleum business tax FY 2014 receipts are estimated to be $1.2
billion, an increase of $45 million (3.9 percent) from FY 2013. This increase is mainly
due to the 5 percent increase in the PBT index effective January 2013 offset by a 0.8
percent decrease effective January 2014. Motor and diesel fuel taxable consumption are
projected to grow compared to the prior fiscal year.

General Fund business tax FY 2014 receipts of nearly $6 billion are estimated to

decrease by $265 million (4.2 percent) from FY 2013. Business tax receipts deposited to
the General Fund reflect the All Funds trends discussed above.
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ALL FUNDS BUSINESS TAXAUDIT AND NON-AUDIT RECEIPTS
(millions of dollars)

FY 2011 FY 2012 FY 2013 FY 2014 FY 2015

Actual Actual Actual Estimated Projected

Corporate Franchise Tax 2,846 3,176 3,009 3,561 2,911
Audit 810 1,080 752 1,181 1,003
Non-Audit 2,036 2,096 2,257 2,380 1,908
Corporation and Utilities Taxes 813 797 894 794 814
Audit 13 30 100 72 54
Non-Audit 800 767 794 722 760
Insurance Taxes 1,351 1,413 1,509 1,457 1,541
Audit 38 21 34 21 21
Non-Audit 1,313 1,392 1,475 1,436 1,520
Bank Taxes 1,179 1,392 1,912 1,189 1,418
Audit 239 125 405 155 215
Non-Audit 940 1,267 1,507 1,034 1,203
Petroleum Business Taxes 1,090 1,100 1,140 1,185 1,169
Audit 7 6 5 6 6
Non-Audit 1,083 1,094 1,135 1,179 1,163
Total Business Taxes 7,279 7,878 8,464 8,186 7,853
Audit 1,107 1,262 1,296 1,435 1,299
Non-Audit 6,172 6,616 7,168 6,751 6,554

All Funds business tax FY 2015 receipts of roughly $7.9 billion are projected to
decrease by $333 million (4.1 percent) from the prior year. Corporation franchise tax
FY 2015 receipts are projected to decrease by $650 million (18.3 percent) from FY 2014,
driven by lower audit receipts ($178 million) and an increase in refunds attributable to the
first year of the credit deferral payback to taxpayers.

Corporation and utilities taxes are projected to increase by $20 million (2.5
percent). Gross receipts for FY 2015 are expected to show minimal growth compared to
FY 2014. Lower refunds and lower audit receipts basically offset.

Insurance taxes are projected to increase $84 million (5.8 percent). The year-to-
year increase reflects underlying growth in premiums, partially offset by the transition of
additional portions of the Empire Plan to self-insurance, effective January 1, 2014.

Bank tax receipts are projected to increase by $229 million (19.3 percent) from
the previous year. Tax Year 2014 liability payments are expected to rebound from the
low levels seen in 2013. Additionally, audit receipts are expected to be higher than the
previous year.

The projected petroleum business tax decrease of $16 million (1.4 percent) is due

to a decrease in the petroleum business tax rate index of 0.8 percent effective in January
2014 and the projected decrease in the petroleum business tax rate index of 4 percent,
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effective in January 2015. Motor and diesel fuel taxable consumption are projected to
grow compared to the prior fiscal year.

General Fund business tax FY 2015 receipts of $5.6 billion are projected to
decrease $358 million (6 percent) from the prior year. Business tax receipts deposited to
the General Fund reflect the All Funds trends discussed above.

BUSINESS TAXES: CHANGE FROM MID-YEAR UPDATE FORECAST
(millions of dollars)

FY 2014 FY 2015
Mid-Year Executive Annual$ Annual % Mid-Year Executive Annual$ Annual %
Update Budget Change Change Update Budget Change Change

GENERAL FUND 6,348 5,988 (360) -5.7% 5,811 5,630 (181) -3.1%
Corporate Franchise Tax 2,914 3,078 164 5.6% 2,220 2,424 204 9.2%
Corporation and Utilities Tax 596 606 10 1.7% 620 622 2 0.3%
Insurance Tax 1,418 1,299 (119) -8.4% 1,468 1,375 (93) -6.3%
Bank Tax 1,420 1,005 (415) -29.2% 1,503 1,209 (294) -19.6%
Petroleum Business Tax 0 0 0 0.0% 0 0 0 0.0%
STATE/ALL FUNDS 8,611 8,186 (425) -4.9% 8,152 7,853 (299) -3.7%
Corporate Franchise Tax 3,359 3,561 202 6.0% 2,687 2,911 224 8.3%
Corporation and Utilities Tax 781 794 13 1.7% 807 814 7 0.9%
Insurance Tax 1,587 1,457 (130) -8.2% 1,644 1,541 (103) -6.3%
Bank Tax 1,694 1,189 (505) -29.8% 1,789 1,418 (371) -20.7%
Petroleum Business Tax 1,190 1,185 (5) -0.4% 1,225 1,169 (56) -4.6%

Compared to the Mid-Year Update, FY 2014 All Funds business tax receipts are
estimated to decrease $425 million. Higher corporate franchise tax receipts partially
offset lower insurance tax and bank tax receipts. Higher corporate franchise tax audit
receipts partially offset lower 2013 liability year payments in the bank and insurance
taxes.

All Funds business tax FY 2015 receipts are projected to be $299 million below
the Mid-Year Update estimates. Higher corporate franchise tax receipts partially offset
lower insurance, bank and petroleum business taxes. Higher corporate franchise tax
receipts reflect $71 million in FY 2015 Executive Budget proposals as well as a positive
adjustment to the credit deferral payback. Lower bank and insurance tax receipts reflect
the downward revisions to FY 2014. The downward revision of $56 million to the
petroleum business tax mainly reflects a 0.8 percent decrease in the petroleum business
tax rate index effective in January 2014 and the projected 4 percent decrease in the
petroleum business tax rate index in January 2015.
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BUSINESS TAXES
(millions of dollars)

FY 2015 FY 2016 Annual $ FY 2017 Annual $ FY 2018 Annual $
Proposed Projected Change Projected Change Projected Change
GENERAL FUND 5,630 5,870 240 5,852 (18) 6,032 180
Corporate Franchise Tax 2,424 2,506 82 2,430 (76) 2,529 99
Corporation and Utilities Tax 622 607 (15) 624 17 642 18
Insurance Tax 1,375 1,426 51 1,397 (29) 1,371 (26)
Bank Tax 1,209 1,331 122 1,401 70 1,490 89
Petroleum Business Tax 0 0 0 0 0 0 0
STATE/ALL FUNDS 7,853 8,135 282 8,180 45 8,420 240
Corporate Franchise Tax 2,911 3,029 118 2,976 (53) 3,100 124
Corporation and Utilities Tax 814 804 (10) 827 23 850 23
Insurance Tax 1,541 1,600 59 1,577 (23) 1,558 (19)
Bank Tax 1,418 1,564 146 1,651 87 1,754 103
Petroleum Business Tax 1,169 1,138 (31) 1,149 11 1,158 9

All Funds business tax FY 2016, FY 2017 and FY 2018 receipts reflect trend
growth that is determined, in part, by the expected level of corporate profits, the expected
profitability of banks, the change in taxable insurance premiums, residential energy
expenditures and the consumption of telecommunications services. Business tax receipts
are estimated to decline to $8.1 billion (3.6 percent) in FY 2016, increase to $8.2 billion
(0.6 percent) in FY 2017, and increase to $8.4 billion (2.9 percent) in FY 2018. General
Fund business tax receipts projections reflect the factors outlined above, and are
projected to increase to $5.9 billion (4.3 percent) in FY 2016, remain at $5.9 billion (0.3
percent) in FY 2017, and increase to $6 billion (3.1 percent) in FY 2018.

Other Taxes

OTHER TAXES
(millions of dollars)

FY 2013 FY2014 Annual$ Annual% FY2015 Annual$ Annual %
Results Current Change Change Proposed Change Change
GENERAL FUND* 1,034 1,238 204 19.7% 1,192 (46) -3.7%
Estate Tax 1,014 1,220 206 20.3% 1,175 (45) -3.7%
Gift Tax 1 0 (1) -100.0% 0 0 0.0%
Pari-Mutuel Taxes 18 17 (1) -5.6% 17 0 0.0%
All Other Taxes 1 1 0 0.0% 0 (1) -100.0%
STATE/ALL FUNDS 1,790 2,053 263 14.7% 2,047 (6) -0.3%
Estate Tax 1,014 1,220 206 20.3% 1,175 (45) -3.7%
Gift Tax 1 0 (1)  -100.0% 0 0 0.0%
Real Estate Transfer Tax 756 815 59 7.8% 855 40 4.9%
Pari-Mutuel Taxes 18 17 (1) -5.6% 17 0 0.0%
All Other Taxes 1 1 0 0.0% 0 (1) -100.0%
Excludes Transfers.
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All Funds other tax FY 2014 receipts are estimated to be $2.1 billion, an increase
of $263 million (14.7 percent) from FY 2013 receipts, reflecting an increase of $206
million (20.3 percent) in the estate tax, as a result of increase in the number of large
payments and an increase of $59 million (7.8 percent) in real estate transfer tax receipts,
driven by strong growth in the New York City real estate market.

General Fund other tax receipts are expected to total $1.2 billion in FY 2014, an
increase of $204 million (19.7 percent), due to increases in the estate tax.

All Funds other tax FY 2015 receipts are projected to be $2.1 billion, a decrease
of $6 million (0.3 percent) from FY 2014 reflecting growth in real estate transfer tax
collections off-set by lower estate tax collections. A significant portion ($33 million) of
the estimated decline in estate tax receipts is due to Executive Budget legislation that
would reform the estate tax.

General Fund other tax receipts are expected to total $1.2 billion in FY 2015, a
decrease of $46 million (3.7 percent), which is attributable to a projected decrease in
estate tax receipts due to fewer large payments and the Executive Budget proposal.

OTHER TAXES: CHANGE FROM MID-YEAR UPDATE FORECAST
(millions of dollars)

FY 2014 FY 2015
Mid-Year Executive Annual$ Annual % Mid-Year Executive Annual$ Annual %
Update Budget Change Change Update Budget Change Change

GENERAL FUND" 1,069 1,238 169 15.8% 1,144 1,192 48 4.2%

Estate Tax 1,050 1,220 170 16.2% 1,125 1,175 50 4.4%

Gift Tax 0 0 0 0.0% 0 0 0 0.0%

Pari-Mutuel Taxes 18 17 (1) -5.6% 18 17 (1) -5.6%

All Other Taxes 1 1 0 0.0% 1 0 (1) -100.0%

STATE/ALL FUNDS 1,809 2,053 244 13.5% 1,954 2,047 93 4.8%

Estate Tax 1,050 1,220 170 16.2% 1,125 1,175 50 4.4%

Gift Tax 0 0 0 0.0% 0 0 0 0.0%

Real Estate Transfer Tax 740 815 75 10.1% 810 855 45 5.6%

Pari-Mutuel Taxes 18 17 (1) -5.6% 18 17 (1) -5.6%

All Other Taxes 1 1 0 0.0% 1 0 (1) -100.0%
Excludes Transfers.

All Funds other tax FY 2014 receipts are revised up by $244 million from the
Mid-Year Update due to an upward revision to estate tax and real estate transfer tax
receipts driven by stronger than-anticipated year-to-date results.

General Fund other tax FY 2014 receipts are revised up by $169 million from the
Mid-Year Update due to an upward revision to estate tax receipts driven by stronger than
anticipated year-to-date results.

All Funds other taxes for FY 2015 are revised up by $93 million in recognition of
the increasing strength of the real estate market in Manhattan.
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General Fund other taxes for FY 2015 receipts are revised up by $48 million from
the Mid-Year Update which is attributable to an upward revision to estate tax receipts due
to an expected increase in household net worth.

OTHER TAXES
(millions of dollars)

FY 2015 FY 2016 Annual $ FY 2017 Annual $ FY 2018 Annual$
Proposed Projected Change Projected Change Projected Change
GENERAL FUND" 1,192 1,054 (138) 853 (201) 604 (249)
Estate Tax 1,175 1,037 (138) 836 (201) 587 (249)
Gift Tax 0 0 0 0 0 0 0
Pari-Mutuel Taxes 17 17 0 17 0 17 0
All Other Taxes 0 0 0 0 0 0 0
STATE/ALL FUNDS 2,047 1,949 (98) 1,803 (146) 1,624 (179)
Estate Tax 1,175 1,037 (138) 836 (201) 587 (249)
Gift Tax 0 0 0 0 0 0 0
Real Estate Transfer Tax 855 895 40 950 55 1,020 70
Pari-Mutuel Taxes 17 17 0 17 0 17
All Other Taxes 0 0 0 0 0 0
Excludes Transfers.

All Funds other taxes FY 2016, FY 2017 and FY 2018 receipts reflect growth
driven by two major economic variables, household net worth (estate tax) and the value
of real property transfers (real estate transfer tax), offset by reductions in estate tax
receipts due to the impact of the aforementioned Executive Budget legislation. All Funds
other taxes receipts are estimated to decrease to $1.9 billion (4.8 percent) in FY 2016,
decrease to $1.8 billion (7.5 percent) in FY 2017, and decrease to just over $1.6 billion
(9.9 percent) in FY 2018. General Fund other taxes receipts will reflect decreases due to
the estate tax changes noted above, and are projected to decrease to $1.1 billion (11.6
percent) in FY 2016, decrease by $201 million (19.1 percent) in FY 2017, and decrease
by $249 million (29.2 percent) in FY 2018.
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Miscellaneous Receipts and Federal Grants

MISCELLANEOUS RECEIPTS AND FEDERAL GRANTS
(millions of dollars)

FY 2013 FY 2014 Annual$ Annual% FY2015 Annual$ Annual%

Results Current Change Change Proposed Change Change
GENERAL FUND 3,566 3,253 (313) -8.8% 3,857 604 18.6%
Miscellaneous Receipts 3,504 3,251 (253) -7.2% 3,857 606 18.6%
Federal Grants 62 2 (60) -96.8% 0 (2) -100.0%
STATE FUNDS 24,001 23,744 (257) -1.1% 25,208 1,464 6.2%
Miscellaneous Receipts 23,855 23,664 (191) -0.8% 25,129 1,465 6.2%
Federal Grants 146 80 (66) -45.2% 79 (1) -1.3%
ALL FUNDS 66,873 71,356 4,483 6.7% 71,107 (249) -0.3%
Miscellaneous Receipts 24,030 23,850 (180) -0.7% 25,315 1,465 6.1%
Federal Grants 42,843 47,506 4,663 10.9% 45,792 (1,714) -3.6%

All Funds miscellaneous receipts include monies received from HCRA financing
sources, SUNY tuition and patient income, lottery receipts for education, assessments on
regulated industries, and a variety of fees and licenses.

All Funds miscellaneous receipts are estimated to decline in FY 2014, from $24
billion in FY 2013 to $23.9 billion in FY 2014, and then increase $1.5 billion in FY 2015
to $25.3 billion. The slight annual decline in FY 2014 is mainly due to fluctuations in the
level of receipts for unclaimed and abandoned property. The FY 2015 All Funds annual
increase is primarily due to the expected deposit of $1 billion from the State Insurance
Fund reserve release in connection with Workers” Compensation law changes in the FY
2014 budget, as well as variations in the level of receipts for health care surcharges and
other HCRA resources, licensing fees associated with commercial gaming, bond
proceeds, atypical fines and the phase-out of the temporary utility assessment.

Aid from the Federal government helps pay for a variety of programs including
Medicaid, temporary and disability assistance, mental hygiene, school aid, public health,
and other activities. Annual changes to Federal grants generally correspond to changes in
Federally-reimbursed spending. Accordingly, DOB typically projects Federal
reimbursements will be received in the State fiscal year in which spending occurs, but
due to the variable timing of Federal grant receipts, actual results often differ from the
plan.

All Funds Federal grants are expected to grow by $4.7 billion in FY 2014 and
then decline by $1.7 billion in FY 2015. The annual changes are mainly due to the
timing of Federal disaster assistance aid, and the impact on spending associated with the
ACA.
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MISCELLANEOUS RECEIPTS AND FEDERAL GRANTS: CHANGE FROM MID-YEAR UPDATE FORECAST

(millions of dollars)

FY 2014 FY 2015

Mid-Year Executive Annual$ Annual % Mid-Year Executive Annual$ Annual %

Update Budget Change Change Update Budget Change Change
GENERAL FUND 3,308 3,253 (55) -1.7% 3,595 3,857 262 7.3%
Miscellaneous Receipts 3,306 3,251 (55) -1.7% 3,595 3,857 262 7.3%
Federal Grants 2 2 0 0.0% 0 0 0 0.0%
STATE FUNDS 24,069 23,744 (325) -1.4% 24,895 25,208 313 1.3%
Miscellaneous Receipts 23,989 23,664 (325) -1.4% 24,817 25,129 312 1.3%
Federal Grants 80 80 0 0.0% 78 79 1 1.3%
ALL FUNDS 71,608 71,356 (252) -0.4% 72,265 71,107  (1,158) -1.6%
Miscellaneous Receipts 24,175 23,850 (325) -1.3% 25,003 25,315 312 1.2%
Federal Grants 47,433 47,506 73 0.2% 47,262 45,792 (1,470) -3.1%

Since the prior estimates, All Funds miscellaneous receipts estimates have been
revised downward in FY 2014 to reflect changes in HCRA resource assumptions and
lower abandoned property receipts. In FY 2015, miscellaneous receipts have been
increased to account for revenues from licensing fees associated with commercial
gaming, and increased bond proceeds expected to fund economic development projects.

Estimated Federal grants have been increased slightly in FY 2014 to reflect
activity to date, and reduced by $1.5 billion in FY 2015 to reflect changes in Medicaid
associated with the ACA.

MISCELLANEOUS RECEIPTS AND FEDERAL GRANTS
(millions of dollars)

FY 2015 FY2016 Annual$ FY2017 Annual $ FY 2018 Annual $

Proposed Projected Change Projected Change Projected Change

GENERAL FUND 3,857 3,072 (785) 2,646 (426) 2,149 (497)
Miscellaneous Receipts 3,857 3,072 (785) 2,646 (426) 2,149 (497)
Federal Grants 0 0 0 0 0 0 0
STATE FUNDS 25,208 24,778 (430) 23,679 (1,099) 22,714 (965)
Miscellaneous Receipts 25,129 24,699 (430) 23,600 (1,099) 22,635 (965)
Federal Grants 79 79 0 79 0 79 0
ALL FUNDS 71,107 71,772 665 71,986 214 72,745 759
Miscellaneous Receipts 25,315 24,885 (430) 23,786 (1,099) 22,821 (965)
Federal Grants 45,792 46,887 1,095 48,200 1,313 49,924 1,724

All Funds miscellaneous receipts are projected to decrease annually from FY
2015 through FY 2018. The declines are mainly attributable to reduced transfers from
SIF, the phase-out of the temporary utility assessment, and bond proceeds available to
fund capital improvement projects.

All Funds Federal grants are expected to grow to $49.9 billion by FY 2018. This

growth is mainly driven by growth in Medicaid spending associated with continued
implementation of ACA.
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gain or loss from the proposed action.

REVENUE ACTIONS

The 2014-15 Budget includes a net negative increment of $1.2 billion in All
Funds receipts reflecting the revenue actions contained in this budget.
accompanying table summarized the revenue proposals by type of action required and
provides a short description of the proposal, the date that the proposal will become
effective, the Fund type where revenue will be deposited, and the incremental revenue

The

This table represents gross revenue adds and

reductions without any adjustments for associated spending changes, movements across
funds or General Fund spending offsets.

REVENUE ACTIONS LIST
(millions of dollars)

General Fund

Agency

DPS

Key:

CF = Capital Projects Fund
DF = Debt Service Funds

Description and Effective Date

Fund Type

Tax Reform Actions

Corporate Tax Reform - 1/1/15

Establish a 20 Percent Real Property Tax Credit For
Manufacturers - 1/1/14

Eliminate the Net Income Tax On Upstate Manufacturers -
1/1/14

Eliminate 18-a Temporary Assessment For Industrial
Customers, Accelerate Phase Out For All Others - 4/1/14

Establish the Real Property Tax Freeze Personal Income
Tax Credit - 1/1/14

Establish the Residential Real Property Personal Income
Tax Credit- 1/1/14

Establish a Renter's Personal Income Tax Credit - 1/1/14

Reform the Estate Tax - 4/1/14

Repeal the Personal Income Tax Add-On Minimum Tax -
1/1/14

Repeal the Boxing and Wrestling Exhibitions Tax - 9/1/14

Repeal the Franchise Tax On Agricultural Cooperatives -
1/1/15

Repeal Article 12 of the Tax Law - 6/1/14

Increase Personal Income Tax Filing Income Threshold -
1/1/14

Modify Signature Requirements on e-Filed Returns
Prepared by Tax Professionals - 1/1/14

Align Mobility and Personal Income Tax Filings For the Self-
Employed - 1/1/15

Streamline Corporate Audit Procedures (Administrative) -
4/1/15

Reform The Investment Tax Credit - 1/1/14

Repeal the Financial Services Investment Tax Credit -
1/1/14

Close the Resident Trust Loophole - 1/1/14

Subtotal

GF = General Fund

32

GFTX

GFTX

GFTX

GFMR

GFTX

GFTX

GFTX

GFTX

GFTX

GFTX

GFTX

GFTX

GFTX

GFTX

GFTX

GFTX/SFTX

GFTX

GFTX

GFTX

MR = Miscellaneous Receipts

All Funds

(24)

(200)

(400)

(33)

(487)

SF = Special Revenue Funds

TX =Tax

2014-15 2015-16

(205)

(136)

(24)

(200)

(976)

(200)

(200)

(175)

225

(1,646)

(24)

(200)

(400)

(33)

(487)

2014-15 2015-16

(205)

(136)

(24)

(200)

(976)

(200)

(200)

(175)

225

(1,624)



REVENUE ACTIONS

General Fund All Funds
Agency Description and Effective Date Fund Type 2014-15 2015-16 2014-15 2015-16
Tax Enforcement Actions

Tax é\ll::;r:]zceea— z;olf/is:ional and Business License Tax GFTX ) 3 ) 3
Other Revenue Actions

Tax  Expand the Low Income Housing Credit - 4/1/14 GFTX - (8) - (8)

Tax  Enhance the Youth Works Tax Credit - 1/1/14 GFTX - (4) - (4)

Modify Delivery of the Family Tax Relief Credit After Tax

Year 2014 - 1/1/2015

GFTX - 410 - 410

Subtotal - 398 - 398
Revenue Extenders

Tax Extend the Alternative Fuels Tax Exemptions For Two Years  GFTX/SFTX 2) () (8) (16)
-9/1/14 CFTX

Tax  Extend the Non-Custodial EITC For Two Years - 1/1/15 GFTX - - - -

E h ial P ion T it For T
Tax xtend the Commercial Production Tax Credit For Two GFTX ) ) ) B

Years - 1/1/15

Tax Extend and Reform the Brownfield Clean-Up Program - GFTX ) ) ) )

1/1/16

Extend Monticello Video Lottery Terminal Rates For One

SFMR - - 3 -
Year - 4/1/14 (3)

Gaming

£ . . -
Tax xtend Certain Tax Rates and Simulcast Provisions For One SEMR ) ) ) .

Year-7/1/14
Extend the Video Lottery Gaming Vendor's Capital Awards
Program For One Year - 4/1/14

Tax Extend Fees For the Establishment of Oil and Gas Unit of GFTX ) ) ) .

Production Value - 4/1/14

Gaming SFMR - - - -

Subtotal (4) (11) (16)
STAR Actions

Tax Eliminate the Income Threshold Inflation Adjustment For SFTX 3

Enhanced STAR Benefits - 4/1/14

Technical Corrections

Tax  START-UP NY Technical Amendment - 1/1/14 GFTX - - - -
Tax Simplify the Distribution of Motor Vehicle Fee Receipts - GFTX/SFTX ) ) .
4/1/14 CFTX

Make Technical Amendments to the Commercial Gaming
Statute - Various

Gaming SFMR

Require Regulatory Racing Fee to Cover Cost of Regulation -
4/1/14

Gaming SFMR - - 2 2

TOTAL REVENUE ACTIONS (489)  (1,249) (a96)  (1,234)
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ECONOMIC BACKDROP
OVERVIEW

As 2014 begins, the national economy appears once again to be approaching an
inflection point, finally producing the sustainable momentum that has been so elusive
until now. Both the housing and labor markets have shown steady improvement,
furthering the repair of household balance sheets. With households feeling wealthier and
more certain about future job prospects, real household spending growth is expected to
rise above the poor results to-date during the current expansion. At the same time, the
euro-area’s downward spiral appears to be abating. But even stagnation would represent
an improvement over its recent past. Consistently stronger growth in both domestic and
global demand is expected to stimulate private business investment, which has been
virtually absent from this recovery despite flush corporate balance sheets. These forces
are expected to more than compensate for ongoing weakness in the public sector that will
continue to be a drag on growth, albeit a diminishing one, for some time. Real U.S. GDP
IS projected to grow 2.7 percent in 2014, following 1.9 percent growth in 2013 (see
Figure 1).

Figure 1
Outlook for Real U.S. GDP Growth and Inflation
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Source: Moody’s Analytics; DOB staff estimates.

Although the most recent data point toward a brighter outlook for 2014, the
improvement implied by the Budget Division forecast does not represent a dramatic
break from the recent past. A substantial degree of slack remains in both the U.S. and
abroad, which is likely to keep inflation below the Federal Reserve’s 2 percent target for
much of this year. The recent federal budget agreement may signal a new tone coming
out of Washington, but continued fiscal cooperation is required to keep the economy
moving forward.
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An improving labor market has given the Federal Reserve the confidence to begin the
long road toward “normalization,” while continued low inflation gives the central bank
room to proceed with that process at a snail’s pace. But no matter the pace, the pinch of
higher long-term interest rates will be felt. Slack will also continue to put downward
pressure on income growth, though we fully expect that pressure to diminish going
forward. Europe’s climb out of recession is likely to be slow and uneven. Recent
research indicates that recoveries that follow financial crises are long and painful,
particularly when combined with the collapse of a housing bubble. This recovery has
sustained more than its share of negative events, ranging from weather and energy price
shocks to true catastrophes like the Japanese earthquake and tsunami of 2011. While the
economy’s resiliency to such events is improving, substantial risks remain.

New York’s private sector labor market continues to enjoy robust growth and was
much stronger coming out of the recovery than that of the nation as a whole. Tourism
continues to be a key source of strength, supporting leisure and hospitality’s ongoing role
as a leading sector. An accelerating national economy will continue to increase demand
for New York’s large business service sector. The State’s real estate sector continues to
be strong, particularly in New York City, supporting strong growth in construction jobs
in 2014. Private sector job growth of 1.5 percent is projected for 2014, representing a
fourth consecutive year of above average growth.

Surging equity market growth during the latter part of 2013 is likely to have
contributed to solid gains in non-wage income last year, including taxable capital gains,
while finance and insurance bonus growth of about 8 percent is projected for the State
fiscal year in progress. However, both government and financial sector employment are
expected to continue to fall through 2014, putting downward pressure on wage growth
despite healthy growth in bonuses. State wage growth of 5.4 percent is projected for
2014, accompanied by total personal income growth of 5.2 percent. Note that these
growth rates are elevated — particularly for wages — due to the shifting of income from the
beginning of 2013 into the end of 2012, in anticipation of a federal tax hike for high-
income earners. As this effect runs its course, wage and personal income growth are
expected to slow to 4.6 percent and 4.9 percent, respectively, in 2015. Projected growth
for both 2014 and 2015 remain below historical averages.

THE NATIONAL ECONOMY

The national economy emerged from the Great Recession on a double dose of life
support, in the form of historically expansive fiscal and monetary policy. But under
political pressure to focus on the nation’s long-term debt challenges, the federal
government started to withdraw fiscal policy support as early as the final quarter of 2010,
rather than bolstering aggregate demand and employment. Diminished support from the
fiscal side left monetary policy as the sole source of countercyclical policy aid. Indeed,
fiscal policy became an outright drag on economic growth, not only through declines in
real spending, but also through the negative impact of political uncertainty on economic
activity.

Nevertheless, the slowest recovery since the 1930s is making progress. Box 1
displays the four coincident economic indicators that the National Bureau of Economic
Research (NBER) Business Cycle Dating Committee gives the most weight to in
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determining business cycle turning points. All four of these series exhibited their largest
declines since the 1930s, proving that the Great Recession moniker was well earned.
After 18 quarters, two of these key measures of activity — industrial production and real
personal income minus transfers — have finally surpassed their pre-recession peaks, while
real manufacturing and trade sales was on the verge of doing so by end of the third
quarter, the most recent for which data are available. Employment remains the only
significant laggard. These indicators signal that the economy has strengthened
significantly in the last year.

BOX 1
RECOVERING FROM THE GREAT RECESSION

Business cycles are defined by a group of private economists at the National Bureau of Economic
Research (NBER) Business Cycle Dating Committee. The severity of the Great Recession is well
illustrated by the monthly series the Dating Committee uses to determine business cycle peaks and
troughs. These series include: real personal income minus transfers, nonfarm payroll employment,
industrial production, and real manufacturing and trade sales. The Dating Committee designated June
2009 as the trough of the 2007-2009 recession, but economic output, as defined by real U.S. GDP, failed
to surpass its pre-recession peak until 2011Q2, a recovery period of unprecedented length during the
postwar period.

NBER Recession Indicators

Real Personal Income Minus Transfers Total Employment
12 4 140 A
11 A i
E 10 | 130
(7;) 9 4 " 120
= g i 5110
@ ] =
6 - i 100 -
5 4 90
4 -
3 80 +
2 T T T T T T T T T T 1 70 T T T T T T T T T T 1
1970 1976 1982 1988 1994 2000 2006 2012 19701976 19821988 1994 2000 2006 2012
Industrial Production Real Manufacturing and Trade Sales
105 - 1,150 A
9 1,050 |
85 1 x 950 -
x
8 75 | % 850 -
c -
F o 2 1%
by i
55 1 550 -
45 4 450 -
35 T T T T T T T T T T 1 350 T T T T T T T T T T 1
197019761982 1988 1994 20002006 2012 19701976198219881994 200020062012

Note: Shaded areas represent U.S. recessions.
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As indicated in Figure 5 below, the current recovery has been the slowest since the 1930s. It took
until the middle of the fourth year of the recovery for real personal income minus transfers and industrial
production to finally surpass their pre-recession peaks. Real manufacturing and trade sales will likely have
passed peak in the fourth quarter of 2013 or the first quarter of 2014. That leaves employment as the only
series that remains significantly below where it was before the start of the recession. But as it is also the
only indicator that directly relates to the Federal Reserve’s dual mandate, it is likely that monetary policy
will remain highly accommodative until employment has comfortably risen above where it was at the end of
2007. The Budget Division projects that employment will surpass its January 2008 peak by the end of the
second quarter of this year.
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Additional data lend hope that the national economy is achieving self-sustainability.
Real U.S. GDP grew 4.1 percent in the third quarter of 2013, the fastest growth since
2011Q4 (see Figure 2). Third quarter growth was bolstered by inventory investment of
$115.7 billion, the highest since the third quarter of 2010. This buildup appeared to have
anticipated the surge in household spending and export growth that is estimated for the
fourth quarter. The Budget Division projects real household spending growth of 3.7
percent during the last quarter of 2013, the first quarter above 3 percent since 2010Q4.
Real U.S. GDP growth of 2.4 percent is estimated for the final quarter of 2013, following
4.1 percent growth in the third quarter and 2.5 percent in the second.

Figure 2
Real US GDP Quarterly Growth
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Source: Moody’s Analytics; DOB staff estimates.

The approximately 3 percent estimated average rate over the latter three quarters of
2013 represents a significant improvement over the 2.2 percent average over the prior life
of the recovery. There are good reasons to believe that this improvement can be
sustained. Although the most recent jobs data indicates that the labor market has not yet
achieved take-off velocity, it is getting stronger. Home prices and new residential
construction are creating both real estate wealth and jobs, while equity market growth has
supported strong growth in financial wealth. Consistently stronger household spending
resulting from rising income and wealth should give private business more confidence to
invest and hire. Demand for U.S. exports among the nation’s largest trading partners —
Canada and Mexico — has expanded, and the euro-area economy has stopped shrinking,
which also bodes well for improved growth among emerging market economies in Latin
America and Asia. In the meantime, the federal government is expected to be less of a
drag on economic growth going forward, and the recent Congressional budget agreement
lends hope that partisan rancor will be less of an impediment to growth in the near future.
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Figure 3
Evolution of the GDP Forecast for 2014
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Source: Global Insight; Macroeconomic Advisors; Blue Chip; DOB staff estimates.
Figure 4
Evolution of the GDP Forecast for 2013
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The factors listed above all support the Budget Division’s optimistic outlook for
2014, and this optimism is shared in varying degrees by many other professional
forecasters. Figure 3 illustrates how a selection of real U.S. GDP growth forecasts for
2014 has evolved over time. Overall the 2014 outlook has remained remarkably stable
since January 2013, with 15 of the 56 Blue Chip forecasters currently projecting growth
of 3.0 percent or above. But the history of the recovery from the Great Recession urges
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caution. At the conclusion of its December meeting, the Federal Open Market
Committee finally announced that sufficient progress had been made to warrant at least a
beginning to the end of its quantitative easing policies. While this action represented a
vote of confidence in the U.S. economy, it also increased interest rate uncertainty.
Interest rate-sensitive activity, such as home and auto purchases, could weaken.

The recent meteoric rise in equity prices is likely unsustainable and could signal
increased volatility ahead, particularly if all of the optimism over future earnings
prospects is priced in and interest rates rise by more than expected. Correspondingly, the
finance activity that tends to accompany rising equities, such as IPOs, could also weaken.
The dissolution of hope into disappointment has been a hallmark of this recovery. As
illustrated in Figure 4, the originally optimistic outlook for 2013 deteriorated quickly
over the course of 2012, when the activity resulting from unusually warm weather early
in the year proved unsustainable.

Finally, there is an upside to the slow but steady pace of this recovery. Figure 5
compares the cumulative rate of output growth of the current recovery with the pace of
the five previous recoveries. The current recovery is likely to retain its place as the
weakest of the Postwar Era. But with the labor and housing market recoveries just
beginning to pick up steam — and barring some unforeseen catastrophic event — the
current expansion, now in the middle of its fourth year, could ultimately rival the record
long expansions of the 1980s and1990s.

Figure 5
Cumulative Real GDP Growth Before and After the Recession Trough
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Source: Moody’s Analytics; DOB staff estimates.

Slow But Steady Labor Market Gains

Since the beginning of 2011, the nation’s private sector labor market has reliably
produced average monthly gains just below 200,000 (see Figure 6), with relatively short
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but volatile periods of interruption as various crises have arisen and abated. The list
includes the euro-debt crisis, the Japanese earthquake and tsunami, spiking energy prices
associated with upheaval in the Middle East, as well as the nation’s own political and
fiscal tumult. These private gains stand in stark contrast to a substantial contraction in
the public sector where only recently have the monthly changes been fluctuating around
zero (see Figure 7).

Figure 6
U.S. Private Sector Employment Gains
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Barring any extraordinary events such as those we have witnessed in recent years,
total employment growth of 1.7 percent is projected for 2014 on an annual average basis,
following growth of 1.6 percent in 2013. The Budget Division forecast is consistent with
average monthly employment growth in 2014 of 210,000 jobs, up from 182,000 last year.
The 2014 projection reflects private sector growth of 2.1 percent projected for this year,
following growth of 2.0 percent in 2013.> With diminishing fiscal drag due to the recent
Federal budget agreement, government employment is expected to grow 0.1 percent in
2014, following a decline of 0.3 percent last year.

Since continued slow growth in the labor force is expected to accompany an
improving job market, the national unemployment rate is projected to fall to an average
of 6.8 percent for 2014, down from 7.4 percent in 2013. There remains a large pool of
marginally attached workers that may be reluctant to enter the labor force due to doubt as
to their employability. Given that the decline in the unemployment rate will be as much
due to a stagnant labor force as to improving job gains, the Federal Reserve is likely to

! When BLS publishes its 2011 benchmark revision on February 3, 2014, the March 2013 level of
employment will be revised up by 345,000 jobs, an apparent increase of 0.3 percent. However, this
revision is more than accounted for by a change in methodology, rather than underlying labor market
strength. In the absence of that change, employment would have been revised down by 124,000; see
<http://www.bls.gov/ces/cesprelbmk.htm>, viewed January 14, 2014.
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continue to portray its stated 6.5 percent unemployment rate benchmark as a soft target
until it can be solidly concluded that the rate is falling for the right reasons.

Figure 7
U.S. Private Sector Employment Gains
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Table 1 shows the number of jobs expected to be added by sector over the course of
2014 by comparing projected employment for the fourth quarter of this year with the
same quarter last year. Continued steady private-sector employment growth of 2.0
percent is expected for 2014 on a fourth quarter year-ago basis, but with some alteration
in the composition of growth across industries. With the euro-area no longer shrinking
and the global economy slowly improving, those sectors that are relatively more export-
oriented will see faster growth in 2014 than in 2013. Continued strong domestic demand
for autos should help job growth in manufacturing to accelerate from 0.6 percent in 2013
to a forecast 1.1 percent in 2014. An improved international economy is expected to
increase jobs in business, professional, and technical services, a small but growing
component of total exports which expanded 77.1 percent between 2006 and 2012, the
most recent year of available data. Domestic demand for business services is also
expected to be supported by the reduction in the federal budget spending sequestration,
thanks to the recent budget agreement. Professional and technical services employment
is projected to continue growing at 2.6 percent in 2014, with growth in management,
administrative support, and waste management services projected at a still strong 3.2
percent.
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TABLE 1
STEADY JOB GROWTH IN 2014
Q4/ Q4
2012 2013 2014
%Change %Change Jobs Added % Change
Total Private 2.0 2.0 2,337 2.0
Natural Resources and Mining 2.9 4.4 17 1.9
Utilities 0.5 0.3 1 0.3
Construction 1.5 31 220 3.7
Manufacturing 13 0.6 132 11
Wholesale Trade 21 1.4 100 1.7
Retail Trade 1.6 2.2 253 1.6
Transportation and Warehousing 2.8 1.7 101 2.2
Information 0.1) 0.2 28 1.0
Finance and Insurance 14 0.6 62 1.0
Real Estate, Rental, and Leasing 1.2 24 39 2.0
Professional and Technical Services 31 2.6 210 2.6
Management, Admin. Support, and Waste Services 33 4.1 346 3.2
Education Services 1.7 11 113 3.2
Health Care and Social Assistance Services 2.1 1.9 300 1.7
Leisure, Hospitality, and Other Services 2.4 24 414 21
Government (0.4) 0.1) 41 0.2
Total 16 1.7 2,378 1.7

Source: Moody's Analytics; DOB staff estimates.

Changes in tax policy put substantial pressure on disposable income in early 2013,
but with those pressures now in abeyance, and household balance sheets firming, sectors
most closely tied to consumer demand are expected to continue to expand. Retail trade
employment is projected to grow 1.6 percent over the course of 2014, while employment
growth in wholesale trade is expected to accelerate to 1.7 percent. These projections are
consistent with the explosive increase in Internet sales, particularly around the holidays.
Leisure, hospitality, and other services is projected to grow a strong 2.1 percent. Both the
trade and leisure and hospitality sectors are expected to benefit from continued strength
in tourism. Government is expected to remain virtually flat, an improvement over the
prior three years. Discounting the run-up in employment that accompanied the conduct
of the Decennial Census, the government sector has shed 830,000 jobs since its April
2009 cyclical peak.

Construction sector employment is expected to advance a strong 3.7 percent over the
course of 2014, following growth of 3.1 percent last year, with the nation’s housing
sector recovery finally gaining traction. Multifamily housing starts continue to outpace
single-family home construction, as many households make the choice to rent rather than
own. But with new home prices rising over 30 percent since early 2009, single family
housing starts are increasing as well, exceeding 700,000 on a seasonally adjusted basis in
November, 2013, for the first time since March, 2008. Repairing damage caused by
Superstorm Sandy also continues to increase the demand for construction workers in the
Northeast.
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Figure 8
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Two leading labor market indicators support an outlook for a moderate acceleration in
job growth for this year. Figure 8 indicates that the 4-week moving average for initial
claims fell below 350,000 in March 2013 and -- allowing for some unusual weather , the
timing of holidays, the October federal government shutdown and computer glitches in
California’s administration of its unemployment insurance program -- it has been
fluctuating just below that level ever since. As illustrated in Figure 9, the demand for
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temporary help services is volatile, but otherwise is a reliable leading indicator of private
sector hiring.”> Recent trends in both claims and temporary services hiring are signaling
the steady but slow improvement reflected in the Budget Division forecast.

Figure 10
U.S. Labor Force
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With job growth expected to continue at a steady pace just above 200,000 jobs per
month, the Budget Division projects the unemployment rate will fall from 7.1 percent in
the fourth quarter of 2013 to 6.6 percent by the fourth quarter of 2014. Despite only
moderate monthly job growth, the unemployment rate has fallen thanks in part to weak
growth in the nation’s labor force, up only 0.3 percent in 2013. Figure 10 presents labor
force growth rates since 1948, confirming that the current expansion is witnessing the
weakest labor force growth of any postwar expansion. Figure 10 also shows a declining
labor force participation rate since 1997, with the decline accelerating during the 2001
recession and again during the 2008-09 recession. The participation rate has continued to
fall since the start of the recovery, perhaps as the long-term unemployed exhaust their
extended benefits and join the ranks of the discouraged workers. As the recovery
proceeds, we expect more gradual declines, reflecting the aging of the baby-boom
population in the coming years.

The national labor force participation rate fell 1.45 percentage points between 2010
and 2013. But as demonstrated in Figure 11, it has moved in different directions for
different age groups, falling for every age group below 55, but rising for all age groups
55 and above. Thus, the decline in the national participation rate has two sources: 1) the
aging of the population, and 2) declining participation rates among younger workers.
Decomposing the 2013 rate into its two component parts reveals that 55 basis points of

2 Granger causality test results indicate that temporary help services employment “Granger causes” private
sector employment with a three quarter lag on average. The results are statistically significant below the 1
percent level.
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this decline is due to the aging of the population, while 90 basis points is due to the
declining participation rate among younger workers. The latter trend is a major concern
in the context of an aging population. According to Current Population Survey data, the
number of individuals that reported not being in the labor force and having a disability in
2013 had risen 7.8 percent above the 19-month average from June 2008 (the first month
for which these data are reported) to December 2009, an increase of 1.822 million
workers. The data also reveal that the number of discouraged workers who report not
being in the labor force but want to work had risen 481,000 above the average from 1994
to 2007. Adding those two groups to the 2013 labor force total would increase the labor
force participation rate by 94 basis points, just slightly more than the decline attributable
to workers below the age of 65 leaving the labor force. Thus it appears that the cyclical
contribution to the decline in the labor force participation rate far exceeds the
contribution from demographics.

Figure 11

Labor Force Participation Rates
by Age Group
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Although the projected unemployment rate for 2013Q4 is the lowest since the fourth
quarter of 2008, it is still high from a historical standpoint, implying that a high degree of
slack remains in the labor market. A consequence of that slack is continued weak income
growth. As illustrated in Figure 12, labor income has historically tended to rise with
productivity. Labor productivity was strong coming out of the recession as employment
continued to fall even as output rose. But productivity has since waned, consistent with
weak output and investment growth. Correspondingly, there has been very little real
earnings growth since the technical end of the recession in mid-2009. By the fourth
quarter of 2013, the most recent quarter for which data are available, real earnings were
still down 1.0 percent from the second quarter of 2009. Productivity gains are expected
to improve as both investment and output growth accelerate, accompanied by moderate
gains in employment. Productivity growth bodes well for future wage growth, but the
high degree of slack in the labor force will likely continue to limit the degree of pass-

46



ECONOMIC BACKDROP

through in the form of higher earnings. The Budget Division projects wage growth of 4.5
percent for 2014, following growth of 3.1 percent for 2013. Although growth for 2013 is
depressed, and that projected for 2014 elevated, due to the shifting of wages into the
fourth quarter of 2012 in advance of federal rates increases for high-income earners, the
growth rates for both years are below historical averages.

Figure 12
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Consistent with higher wage growth, total personal income growth is projected to
accelerate to 4.3 percent for 2014 from 2.9 percent in 2013. The expiration of the payroll
tax holiday that had been in place for two years had a depressing effect on the level of
personal income for 2013. In addition, the shifting of both wages and dividend income in
advance of federal rate hikes elevates personal income growth for this year. Strong
dividend growth of 9.5 percent projected for 2014 will also be supported by the cash-rich
U.S. corporate sector’s apparent desire to continue returning profits to shareholders.
Nevertheless, projected growth rates for both wages and total personal income are well
below historical averages.

The Affordable Care Act (ACA, or “Obamacare”) and the Labor Market

Given the relatively weak employment gains since the national economic recovery
began in the third quarter of 2009, there has been much debate about the employment
effects of a key policy change — the signing into law of the Patient Protection and
Affordable Care Act (ACA) or “Obamacare” to friends and foes alike now — in March
2010. The law, initially passed in late 2009, surmounted a challenge in the U.S. Supreme
Court in June 2012, but one of its major provisions, the “employer mandate” which
requires all businesses with over 50 full-time equivalent employees to provide affordable
health insurance coverage or else pay a monthly fee through the federal tax system, has
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been delayed until 2015. This delay notwithstanding, the program has been accused of
depressing full-time hiring within the private sector.

Survey data fail to show evidence that employers are attempting to systematically
shift employees to below-30 hour work weeks. Research based on Current Population
Survey data by the Federal Reserve Bank of San Francisco finds that the reported levels
of part-time work are not unusually high relative to levels reported in the past, once
adjustments are made to compensate for changes in survey methodology — though the
duration of time spent in part-time work is unusually high. Research results do find that
the incidence of part-time work has been rising among certain groups, most notably
among workers aged 16-24, but also among workers aged 25-54 (“prime-age workers”),
particularly those with a high-school education or less. But predating the ACA is an
Internal Revenue Service rule that prevents large firms from denying health-care
coverage to full-time workers and which would have already provided an incentive to
encourage the creation of part-time positions. The researchers conclude that the
continuing relatively high incidence of people working part-time involuntarily is more
likely due to the slow recovery of jobs lost in the recession, rather than due to a basic
change in the structure of the workforce or the ACA (see Figure 13). Additional research
by the University of California Berkeley Labor Center posits that full implementation of
the ACA would likely increase part-time employment by at most 2.0 percent.’

Figure 13
Employed Part-time for Economic Reasons
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® Rob Valletta and Leila Bengali (2013). “What’s Behind the Increase in Part-Time Work?” FRBSF
Economic Letter, 2013-24 <viewed January 14, 2014>. Dave Graham-Squire and Ken Jacobs (2013).
“Which Workers are Most at Risk of Reduced Hours under the Affordable Care Act?” UC Berkeley Labor
Center Data Brief <http://laborcenter.berkeley.edu/healthcare/reduced work_hours13.pdf> viewed January
14, 2014.

48


http://laborcenter.berkeley.edu/healthcare/reduced_work_hours13.pdf

ECONOMIC BACKDROP

Household Deleveraging Winding Down and Housing Ramping Up

Employment growth and the revaluing of both financial and nonfinancial wealth may
finally be jump-starting the mainstay of the U.S. economy, household spending.
Spending growth accelerated over the course of the year from 2.3 percent in the first
quarter to almost 4 percent by the fourth. The Budget Division projects significantly
higher real consumption spending growth of 2.9 percent in 2014, following growth of 2.0
percent in the prior year. Though some of this improvement is due to continued growth
in equity market prices, the greatest hope for a return of household spending growth to
historical norms lies in the recovery of the housing market.

Virtually every source of support for consumer spending collapsed during the
recession, resulting in real consumption falling for six consecutive quarters from the first
quarter of 2008 through the second quarter of 2009. This protracted decline in the level
of real household spending is unprecedented in the history of the data. Spending growth
gained some momentum over the course of 2010, peaking at 4.0 percent in the fourth
quarter of 2010 as both labor and equity markets were beginning to pick up some steam.
But without a revival of the housing market, that momentum was unsustainable.

Figure 14
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The importance of home values as a support for spending growth cannot be
overstated. Mortgage debt and consumer debt as percentages of disposable income have
increased over the years, particularly during expansions, suggesting that households are
becoming ever more dependent on debt to fuel spending growth (see Figure 14). The rate
of increase in mortgage debt during much of the 2002-2007 expansion was
unprecedented, however, as was the rate of decline that followed. As home prices were
peaking in 2006, homeowners were able to extract $350 billion in cash-outs from
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mortgage refinancing, fueling real consumption spending. Five years later, cash-outs
totaled only $53 billion in 2011 (see Figure 15).

Figure 15
Home Equity Cash-Out Volume
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Figure 16
U.S. Median Home Prices Rebounding
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A vast number of housing indicators suggest that the housing market turned the
corner after 2011. Figure 16 depicts a very slow home price recovery, followed by a
noticeable pickup in momentum in 2012 and 2013. By November 2013, the median
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existing home price had recovered $36,000 of the $67,000 lost between the October 2005
peak of $229,000 and the July 2011 trough of $162,000. Moreover, the median home
price of new homes has surpassed its pre-recession peak.

Figure 17
Inventory of New Homes for Sale
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Figure 17 shows that with the collapse of the housing bubble, the inventory of new
homes for sale dropped to lows never before seen (the series begins in 1963). During
normal times, a low inventory of homes for sale results in rising home prices. The reason
this took so long to happen can be found in what is not measured by the Census Bureau,
namely the shadow inventory. The Census Bureau inventory data do not include homes
put on the market by banks at the end of foreclosure proceedings. Figure 18 below shows
the number of seriously delinquent loans, both from homeowners in foreclosure and from
homeowners who were delinquent on their mortgages for more than 90 days, thus putting
them at a very high risk of foreclosure. A large fraction of these homeowners end up
moving out of their homes, either by selling their homes at a steep discount or by losing
them to lending institutions, which in turn put them on the market, but often at a reduced
price. Since these homes are not reported in the Census Bureau's official home inventory
statistics they are often referred to as shadow inventory. The impact of a high volume of
outstanding foreclosures on the housing market is certain: upward pressure on inventories
and downward pressure on construction. Research conducted at the Federal Reserve
Bank of New York indicates that the impact was substantial.* However, Figure 18
indicates that the number of seriously delinquent properties has fallen dramatically since
2010. The reduction in the shadow inventory together with the continued low level of
Census Bureau inventory has finally resulted in upward pressure on home prices.

* See Haughwout, Andrew F. and Okah, Ebiere, Below the Line: Estimates of Negative Equity Among
Nonprime Mortgage Borrowers. Economic Policy Review, Vol. 15, No. 1, pp. 32-43, July 2009; and
<http://www.corelogic.com/about=us/researchtrends/negative-equity-report.aspx#>.
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Figure 18
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Rising home prices reduce the number of residential properties with negative equity,
I.e. properties where mortgage debt exceeds the market value. The number of mortgages
“under water” fell from 12.1 million at the end of 2011 to 6.4 million in the third quarter
of 2013, reducing the share of underwater mortgages from 25.2 percent to 13.0 percent
(see Figure 19). Thus, more homeowners looking to sell their homes are able to do so
without incurring a loss, increasing the inventory of homes for sale. Figure 20 shows that
two additional sources of downward pressure on home prices are also on the decline.
Both the home vacancy rate and the rate at which homes are entering foreclosure have
fallen to their lowest levels since the mid-2000s.

Other recent data support the notion of a housing market on the mend. Figure 21
compares the rate of personal savings out of disposable income with the ratio of
household net wealth to disposable income. When household wealth was falling relative
to current income, households saved more out of disposable income in order to begin to
restore some of what had been lost. As a result, the personal savings rate rose from an
average of 2.9 percent during the 2002-2007 expansion to a quarterly average of
5.7 percent for the period from the first quarter of 2008 through the third quarter of 2011.
With the upturn in the housing market at the end of 2011, the saving rate turned
downward, averaging 5.1 percent for the eight quarters from 2011Q4 through 2013Q3.
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Figure 19
Negative Equity:
Number and Percentage of Mortgages “Under Water”
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Figure 20
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Figure 21

Saving Rate and Household Net Worth
Relative to Disposable Income
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Real estate is the main source of wealth for many households in the United States.
Households lost $12.7 trillion in total net worth between the second quarter of 2007 and
the first quarter of 2009 as both their financial asset and real estate wealth declined in the
wake of the collapse of the housing bubble.” By the third quarter of 2013, households
had gained $22.1 trillion in net worth, or $9.5 trillion more than the previous peak. But
this buildup was almost entirely based on the recovery in financial wealth. Financial
assets bottomed out in the first quarter of 2009 and by the first quarter of 2012 exceeded
their prior peak in 2007. In contrast, real estate wealth declined continuously through the
fourth quarter of 2011 and, by the third quarter of 2013, had only recovered $3.8 trillion
of the $6.9 trillion lost between 2006 and 2011. By the time real estate wealth finally
turned the corner in the first quarter of 2012, financial asset wealth had already recovered
all its losses.

The protracted decline in the value of real estate wealth is estimated to have had a
profound impact on household spending behavior, and is likely a critical factor in
explaining the slow pace of the current recovery. Table 2 provides some evidence of how
various types of asset holdings are distributed across the population by income. The
ratios of top-decile median holdings to those of the bottom quintile give an indication of
how relatively concentrated a given type of wealth is among the top 10 percent of
households. For example, financial assets are the most concentrated, as the top decile’s
median family holdings are 501 times the value of those of the bottom 20 percent. Thus,
changes in financial asset values accrue disproportionately to high-income households.
In contrast, holdings related to home ownership appear relatively more evenly
distributed, with a ratio of only five. Thus, declines in home values, and the resulting

® Net worth data are based on Moody’s Analytics smoothed estimates of the Federal Reserve flow of funds
data.
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destruction of real estate wealth, is likely to have had its greatest impact on households
with the lowest incomes and, thus, the highest marginal propensity to consume.
Moreover, in relation to the impact on aggregate spending in the economy, the rise in
equity market values would not fully compensate for the loss of real estate wealth since
financial assets tend to be much more concentrated among those households with the
highest marginal propensities to save.

TABLE 2
MEDIAN VAL UES FOR FAMILIES WITH ASSET HOLDINGS
BY PERCENTILE OF INCOME
(Dollars in Thousands)

Ratio of top
decile to
Asset type Less than20 20-39.9 40-59.9 60-79.9 80-89.9 90-100  bottom quintile
Financial assets $1 $5 $17 $40 $120 $551 501
Nonfinancial assets $24 $74 $131 $198 $311 $756 32
Primary residence $89 $110 $135 $175 $250 $475 5

Source: 2010 Survey of Consumer Finances Chartbook , Federal Reserve Board.

The increase in real estate wealth that started in the first quarter of 2012 thus bodes
well for consumer spending. The upturn in the housing market is expected to fuel
consumption growth not only through the wealth effect, but also by increasing the
demand for complementary durable goods, such as autos, furniture, and appliances.
Figure 22 shows the steep decline in light passenger car and light truck sales following
the housing market decline, during which the average age of light vehicles on the road
lengthened, rising from 9.5 years in 2005 to 10.8 years in 2011.° With an improving
housing market, car sales have risen significantly over the past two years, almost
returning to pre-recession highs. Rising housing starts are expected to have increased
truck purchases among construction workers, who may had been delaying the
replacement of aging vehicles in the wake of the housing collapse and the resulting lull in
building activity.” The rebuilding and recovery from Superstorm Sandy that hit the East
Coast at the end of October likely reinforced this trend. Similarly, Figure 23 shows the
steep decline in nominal consumption of furnishings and durable household equipment
following the housing market crisis. This spending has risen consecutively since March
2013 and has come back to its pre-crisis level by the end of the year.

® Prior to the collapse of the housing market, it had taken light vehicles 10 years to age from 8.4 years in
1995 to 9.5 years in 2005. See <

https://www.polk.com/company/news/average_age_of vehicles reaches record high_according_to polk
> viewed January 6, 2013.

" See <http://www.edmunds.com/industry-center/commentary/the-housing-market-recovery-boosts-new-
car-sales.html>.
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Figure 22
Passenger Car and Light Truck Sales
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Figure 23

Furnishings and Durable Household Equipment
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Figure 24

Improvement in Credit Conditions Slowing
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Credit market conditions are critical to spending growth as well. Figure 24 illustrates
this fact by comparing real consumption growth to bank willingness to lend to
consumers, as measured by the Federal Reserve Board’s Senior Loan Officer Survey.
Bank lending to households continued to improve in 2013, although at a lesser pace than
exhibited in the second half of 2012. We expect this trend to continue into 2014 and
2015. The two most important determinants of banks’ willingness to extend consumer
credit are short-term interbank borrowing costs and default risk, which tends to be
inversely related to economic growth. Default rates are expected to continue falling as
the recovery progresses.

With all of these supports in place, real spending for services and nondurable goods is
projected to rise 2.5 percent in 2014, following growth of 1.4 percent for 2013, a year
weighed down by higher taxes, the sequester, and a government shutdown. Growth in
real spending for the more cyclical durable goods component is projected to continue
strong growth of 5.8 percent in 2014, following a 7.3 percent increase in 2013. This
forecast is consistent with levels of light vehicle sales at an annualized value of about 16
million for every quarter of 2014.

The Budget Division's outlook for a gradual improvement in both household spending
and the demand for new residential construction is predicated on a sustained rise in home
prices and a diminishing volume of negative equity. The Budget Division projects
continued strong growth in real private residential investment of 9.5 percent for 2014,
following an increase of 13.1 percent in 2013. The most recent Current Population
Survey data indicate that there was a dramatic decline in the rate of household formation
during the recession from the 1.4 million average over the period from 1996 to 2007 to
about 500,000 for the 2008 to 2010 period (see Figure 25). Household formation has
since rebounded, averaging 1.7 million over 2011 and 2012, the most recent years for
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which data are available. As employment and income prospects improve, household
formation is expected to remain well above the recession lows, fueling the demand for
new home construction.

Figure 25 shows an interesting divergence between the recoveries of single-family
starts and multifamily starts. While much of the housing bubble originated from a
building boom in single-family homes, the collapse and the ensuing tight credit market
resulted in a significant decrease in both single-family and multi-family starts. The
recovery, however, has been substantially stronger for multi-family units. As with
existing home sales, housing starts appear to be linked strongly to investors rather than
individual homebuyers. Since investors and renters are in general less likely to spend a
lot on home improvement, consumer spending on furniture and household equipment
(shown in the above Figure 24) did not rise together with housing starts until the end of
2013 when single family housing starts finally headed up.

Figure 25
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With the single family housing market picking up, the Budget Division is projecting
strong growth in residential fixed investment through the beginning of 2015. This growth
is from extremely low levels of spending. At the height of the housing boom in 2005,
private residential construction represented 6.1 percent of total GDP. This share is only
3.1 percent based on the most recent four quarters of available data through 2013Q3.
Given the delay with which the housing market has joined the recovery, this critical
market can be expected to continue to provide future stimulus to the expansion as it
matures, creating upside risk to the forecast longer-term.

There are signs that the housing market is still in the healing process and is still facing

some headwinds. Stricter requirements for mortgage approval by the banks and partly
mandated by the Dodd-Frank Wall Street Reform and Consumer Protection Act passed
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in 2010 to stop banks from making loans to risky buyers who could not pay them back
have limited financing options for potential home buyers. Homeowners are paying more
for mortgages because of the new restrictions and requirements, resulting in investors
gobbling up home sales, since fewer average Americans now qualify. Since 2009, cash
sales to investors are reported to represent a third of all sales, and in some areas are
responsible for up to 60 percent of all real estate transactions. More requirements will
take effect in 2014.

Steady but Modest Improvement in Business Spending Expected

A moderate increase in real business fixed investment, which includes investment in
equipment and software, intellectual property and nonresidential structures such as office
buildings and factories, is expected for 2014 and 2015. Coming out of the “Great
Recession”, nonresidential fixed investment grew 7.6 percent and 7.3 percent in 2011 and
2012, respectively. Following estimated growth of only 2.6 percent for all of 2013,
stronger economic growth driven by strengthening consumer and export demand is
expected to generate a moderate rebound in nonresidential fixed investment with 4.2
percent growth expected in 2014. The Budget Division investment projection for 2014
decomposes into 3.9 percent growth in real spending for producer durable equipment, 5.1
percent growth in nonresidential structures, and 4.1 percent growth in intellectual
property and software. These growth rates represent stronger growth than in 2013.

For a given set of current and expected future input and output prices, profit-
maximizing firms are assumed to choose a level of investment that achieves and optimal
long-run relationship between the expected level of sales and the stock of plant and
equipment. In addition, decreases in the cost of acquiring and using capital goods (the
“user cost of capital”) also induce firms to increase investment spending. Factors that
reduce the user cost of capital include a decline in the prices of new investment goods,
falling inflation-adjusted borrowing costs, increasing equity prices, and changes in the tax
code, such as the creation of investment tax credits.

Business fixed investment was a leading component of final demand in the early
phase of the recovery from recession, as many of the above factors — such as the global
recovery that induced foreign demand for U.S. exports, low interest rates, tax incentives
and the need to replace worn-out or outdated equipment -- all combined to spur a surge in
investment in 2011-12. The repair of the risk spread starting at the end of the recession
(see Figure 26), and the implementation of bonus depreciation and accelerated business
expensing, helped to create a favorable environment for investment growth early in the
recovery.
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Figure 26
The Risk Spread Returns to Historic Norms
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As the profits of nonfinancial corporations rebounded strongly with 36.4 percent
growth in 2010 and 10.9 percent in 2011, large businesses accumulated stockpiles of
funds available for capital spending going forward. Figure 27 compares total internal
domestic funds with outlays for capital spending for the nonfinancial corporate sector
since 1980. The excess of the latter over the former is known as the financing gap. The
financing gap typically growa during expansions as firms accelerate investment to keep
up with growing demand. The gaps grew particularly wide during prior two expansions,
coinciding with the high-tech investment boom of the 1990s and the commercial real
estate boom of 2002-2007. However, the current expansion stands in contrast with prior
expansions in that four years into the expansion, capital outlays have yet to exceed
internal domestic funds. In the third quarter of 2013, the most recent period for which
data are available, cash holdings by nonfarm nonfinancial corporations still totaled $1.65
trillion (not seasonally adjusted), barely shy of the previous quarter’s record.

Recent data show a decline in the financing gap, particularly during 2013. Tax
treatment of investment became less favorable beginning in 2013 when 100 percent
bonus depreciation was reduced to 50 percent, and became even less so when bonus
depreciation expired altogether on December 31, 2013. Both global and domestic
demand are expected to improve in 2014, but long-term interest rates are expected to
move up slowly as the tapering of the Federal Reserve’s asset-purchasing program
proceeds.
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Figure 27
Finance Gap for Nonfinancial Corporations
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Outlook for Inflation and Monetary Policy

Despite energy price volatility during the year (see Figure 28) and the residual impact
of the 2011-2012 drought in the U.S., inflation has remained subdued, running at an
annual rate of 1.5 percent in 2013, down from a 2.1 percent pace in the previous year.
Continued high levels of resource slack, both here and abroad are expected to keep price
growth within the range observed in 2013. Importantly, there were no indications that
inflation expectations were becoming unmoored, thus giving the Federal Reserve space in
which to continue its accommodative policies. The Budget Division projects continued
low inflation of 1.6 percent for 2014, followed by inflation of 2.0 percent in 2015.

Energy markets in 2013 reversed their prior year trends, with the producer price
indexes for gasoline and home heating oil falling 4.0 percent and 2.9 percent,
respectively, following growth of 2.4 percent and 2.0 percent in 2012. These movements
largely reflect a diminishing of the risk premium generated by turmoil in the Middle East,
together with increased oil production in the U.S. Meanwhile, natural gas prices rose 7.5
percent in 2013, compared with a 9.7 percent decline in 2012. Prices declines in 2012
resulted in reduced supply the following year, which in turn led to last year’s price
increases, although on balance, the shale-gas revolution here in the U.S. has resulted in
lower prices relative to the mid-2000s. The current oil price risk premium is expected to
continue to diminish over time, resulting in a very gradual decline in oil prices, as
measured by the refiners' acquisition cost of imported crude, to about $90 per barrel in
2020. But that path is expected to be anything but smooth. Due to the extreme volatility
in global energy prices, the Budget Division uses the futures contract curve to guide its
oil price forecast (see Figure 29).
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Figure 28
Recent Trends in Energy Prices
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Yet energy prices alone do not explain the remarkably low inflation witnessed during
much of 2013. The unadjusted all-item CPI fell from year-ago growth of over 3 percent
in 2011 to 1.5 percent or less for each of the last five months of 2013 (see Figure 30).
The decline in core CPI — the all-items index minus the energy and food components —
has been less pronounced, decreasing from over 2 percent in 2012 to 1.7 percent or less
for each of the last nine months of 2013.
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Figure 30
General vs. Core Inflation
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Recent readings on the price index for personal consumption expenditures, a measure
of inflation closely watched by the Federal Reserve, likewise show a similar trend.
Indeed, since April 2012, growth in this index has been falling away from the central
bank’s 2.0 percent annualized target. The latest reading, for November 2013, shows a
year-over-year increase of 0.9 percent. The year-over-year changes have been falling
since a 1.3 percent value in July; and a longer look back shows a declining trajectory for
this measure since October 2012.

Several factors appear to have contributed to the declining trend in inflation. An
analysis of recent trends in U.S. inflation (as measured by the index for personal
consumption expenditures or PCE) by the Federal Reserve Bank of St. Louis shows quite
different behaviors among the three major PCE categories: consumer durable goods,
consumer nondurable goods and services (see Figure 31). While consumer durable goods
prices have been falling since the mid-1990s, prices of nondurables have increased,
particularly food and energy prices. This reflects in part the commodities price boom of
the 2000s, and more recently, the drought of 2011-2012. Services, which account for
some two-thirds of total PCE, have also seen price growth at faster rates than the other
commodities groups, though this has moderated since 2008.
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Figure 31
Price Index for Personal Consumption Expenditures (PCE)
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For November, the latest month for which PCE price index data are available, the
index for durables was down 2.0 percent on a year-ago basis while the index for
nondurable goods was down 0.6 percent; the index for PCE on services was 1.9 percent
higher than a year ago. Within the nondurables category the index for energy goods and
services was down but the food index was up. Since the FOMC announced the current
QE program in September 2012, the average 12-month change in the PCE index for
durables has been a decline of 1.7 percent while the average change in the PCE index for
services has been 2.0 percent; the average for the nondurable PCE index has been 0.6
percent. Only the latter has shown any volatility, as the index for durables has constantly
fallen while the index for services has continued to increase, but at declining rates.

One of the most surprising inflation trends has emerged from the medical component
of the CPI, where year-ago growth has fallen from above 4 percent as recently as the
middle of 2012 to an average of 2.2 percent over the last six months of 2013. As
indicated in Figure 32, the decline in price growth has been accompanied by a decline in
utilization as well, as represented by the health care component of personal consumption
expenditures, adjusted for inflation. Real health care spending growth fell off during the
Great Recession, started rising again over the course of 2010, but remains low by recent
historical standards. With a large segment of the health care delivery system under
construction due to the implementation of the ACA, the trend toward lower health care
inflation is likely to persist over the near-term. The Budget Division projects the medical
component of the CPI to rise 2.6 percent in 2014, following 2.5 percent growth in 2013.

64



ECONOMIC BACKDROP

Figure 32

Medical Spending and Prices
Year over year growth (%)

—Medical Care CPI —Health Care Consumption

1 -

0 T T T T T T
2000 2002 2004 2006 2008 2010 2012

Source: Moody’s Analytics.

The Budget Division inflation forecast is consistent with long-term inflation
expectations remaining anchored for now. Nevertheless, in order to keep inflation
expectations stable, we expect that the Federal Reserve will want to move away from
near-zero short-term interest rates as soon as it sees some internally generated momentum
in business hiring, in order to keep inflation expectations stable. The Budget Division
normally uses a modified version of Taylor’s monetary rule as a guide to forecasting
changes in the central bank’s federal funds policy target. Taylor’s rule is a federal funds
rate reaction function that responds to both the deviation of inflation from its target level
and the deviation of output growth from its potential level. We assume the Federal
Reserve weighs deviations from its inflation target about twice as heavily as deviations
from its output growth target, so the inflation deviation has a weight of unity while the
output growth deviation has a weight of 0.5. In addition, the contemporaneous value of
inflation is replaced by an average of actual inflation for the past three quarters, estimated
inflation for the current quarter, and expected inflation for one quarter ahead. A similar
term is constructed for output growth. However, given the zero bound on nominal
interest rates, Taylor’s rule has recently been limited in its guidance as to how the central
bank will proceed.

The Budget Division expects the unemployment rate to cross the 6.5 percent
threshold during the first quarter of 2015, with CPI inflation running just above 2 percent.
The forecast for inflation and the output gap is consistent with a first move toward policy
tightening sometime during the first half of next year. Based on the policy framework
just described, and a relatively benign outlook for inflation over the near-term, the
effective federal funds rate is projected to average 0.10 percent in 2014, rising to 0.88 in
2015. Meanwhile, an average 10-year Treasury yield of 3.23 percent is projected for
2014, up from the 2.35 percent average for 2013. The Budget Division expects the yield
to climb to about 4 percent, on average, for 2015.
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The International Economy

The 2008-2009 global financial crisis cast a long shadow that is only now starting to
fade. At the center of the eclipse has been the euro-area, where the crisis unveiled a
fragile banking system laden with bloated government debt, and a monetary system that
lacked the flexibility necessary to stimulate growth in the area’s weakest economies. As
a result, the euro-area went into a double-dip recession that is only now ending, after no
less than five quarters of decline through the first quarter of 2013. Figure 33 illustrates
the co-movements in real GDP growth for the euro-zone, the U.S., China, and India, and
illustrates that few areas of the global economy were immune to Europe’s economic
woes. The ramifications for the global economy as a whole, and their impact on the
demand for U.S. exports are clearly portrayed in Figure 34. Year-ago growth in real
world GDP fell from a peak of 5.7 percent in the second quarter of 2010 to 2.0 percent by
the first quarter of 2013. Correspondingly, real U.S. export growth fell from 13.1 percent
to 1.0 percent over the same period.

Figure 33
Quarterly GDP Growth for Selected Areas
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Figure 34
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But as illustrated in both Figure 33 and Figure 34, with Europe emerging from
recession, global growth is rebounding. The European Central Bank's decision in 2012 to
create an open-ended bond-purchase program, much like Federal Reserve’s quantitative
easing programs, appears to have successfully calmed financial markets and paved the
way for growth. The euro-area posted two quarters of growth in the second and third
quarters of last year, with real world GDP growth expected to accelerate to 3.2 percent
growth in 2014 from 2.3 percent in 2013. However, there is reason to be cautious about
Europe’s growth prospects for the immediate future. The 1.1 percent annualized growth
in the second quarter of last year was followed by growth of only 0.4 percent in Q3,
indicating that activity in the region remains subdued. The aggregate real GDP growth
rates also mask the fact that unemployment remains elevated, with France, Italy, Ireland,
and Portugal above 10 percent, and Spain above 20 percent; and contraction persists in
some countries, such as Italy and France, each exhibiting a 2013Q3 GDP contraction of
0.5 percent.

On the positive side, the economies of the United States’ most important trading
partners — Canada and Mexico — have been improving. Preliminary evidence suggests
that the large emerging Asian economies of China and Korea can be expected to improve
more quickly. Recent data for Chinese industrial production and inflation suggest that
policies to stimulate domestic demand are already taking effect. Table 3 indicates that
while the large emerging economies still represent a relatively small share of total U.S.
export demand, they are a growing share. Since 2007, the export shares of Brazil, China,
and Mexico have grown, while those of Canada and the European Union have fallen. As
a result, the demand for U.S. exports is expected to improve over the course of this year,
but only gradually. Real growth in exports of U.S. goods and services of 6.3 percent is
projected for 2014, following growth of 2.6 percent in 2013.
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TABLE 3
THE CHANGING FACE OF US EXPORTS
2007-2012 2007 Share 2012 Share
Percent Grow th

Brazil 80.9% 2.1% 2.8%
Canada 17.5% 21.4% 18.9%
China 75.7% 5.4% 7.2%
European Union 8.6% 21.0% 17.1%
Mexico 59.2% 11.7% 14.0%
Total 33.0%

Source: Moody's Analytics.

Goods made up 71.4 percent of total U.S. exports for the first 11 months of 2013.
Figure 35 decomposes U.S. goods exports by end-use category and makes clear why
domestic manufacturing employment is particularly sensitive to the foreign demand for
U.S. products. Import growth has decelerated even more substantially than exports since
the early phase of the recovery. After five quarters of double-digit growth at the start of
the recovery, import growth fell to 0.9 percent in 2010Q4 and has remained weak since
then, falling 3.1 percent in the fourth quarter of 2012, consistent with the struggling U.S.
recovery. Though imports are a subtraction from GDP, their growth represents an
increase in domestic final sales and as such signals increasing household and business
sector demand. Import growth is projected to gradually rise over the course of 2014 as
domestic demand picks up momentum, rising 4.6 percent on an annual average basis in
2014, following very weak growth of 1.6 percent growth in 2013. Weakening import
growth has had a favorable impact on the current account trade deficit, which had started
to deteriorate with the start of the recovery in the third quarter of 2009. At 2.3 percent of
nominal GDP for 2013Q3, the deficit is at its lowest point since the second quarter of
1998.

Figure 35
2013 Share of Exported Goods by End-Use Category
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Figure 36
2013 Share of Imported Goods by End-Use Category
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Although the nation’s historically large Federal budget deficit has been shrinking,
concern remains over the future value of the dollar. As illustrated in Figure 37, the long-
term trend in the value of the dollar against other world currencies has been down since
peaking just after the turn of the 21% century. The Broad Index, a trade-weighted index
of the nation’s major trading partners, is down 21.3 percent from its February 2002
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historical peak. The dollar became a safe haven during the worst of the financial crisis at
the end of 2008 and early 2009, but has lost 9.2 percent since its recent March 2009 peak.
This more recent decline has buttressed the global competitiveness of U.S. goods and
services during the recovery period and represents a key channel through which monetary
policy has supported growth, although the central bank has insisted that it does not
deliberately target the dollar. The central bank’s actions may have also contributed to
volatility in those global commodity prices, which, like oil, are denominated in dollars.

With the U.S. economy strengthening relative to its major trading partners, interest
rates on the rise, and inflation remaining low, the value of the dollar has been on the rise.
The Broad Index rose 3.0 percent over the course of 2013, an indication that the dollar’s
position as a global reserve currency and the safe haven status of U.S. Treasury securities
are secure, at least for the moment. Recent data on the foreign holdings of U.S. Treasury
securities show that the desire among foreign nations to hold these securities has been
rising. Global holdings rose 6.4 percent in 2013, based on the first 11 months of data.
China, the largest single holder, increased its holdings 10.2 percent in 2013, while Japan,
the second largest holder, saw an increase of 2.3 percent. Of the other major holders,
only the oil exporter bloc reduced their holdings, which were down 4.1 percent. The
latter trend may also be an indication of fewer dollars flowing to those nations due to the
reduction of U.S. energy imports. The dollar’s increasing value can be expected to
mitigate the rise in global demand for U.S. exports, supporting the Budget Division
projection for only gradually improvement in real U.S. export growth.

Outlook for U.S. Corporate Profits and the Stock Market

U.S. corporate profits have continued to exhibit remarkable strength during the
recovery (see Figure 38), growing 64.2 percent between the recession trough in the
second quarter of 2009 and the third quarter of 2013, the most recent quarter for which
data are available. However, in 2013, profits grew 4.1 percent through the third quarter, a
slowdown from 7.0 percent in 2012 and 7.9 percent in 2011. U.S. corporate profits
growth in 2013 was led by the financial sector, with growth of 8.1 percent through the
third quarter, following even stronger growth of 18.7 percent in 2012. The laggard was
“rest-of-world” profits, generated by activity outside of U.S. borders, which fell 2.9
percent, following a 2012 decline of 4.0 percent, as a result of the global slowdown.
Domestic nonfinancial profits grew 5.1 percent during the first three quarters of 2013, a
slowdown from 7.6 percent in 2012, in part due to the impact of Federal fiscal austerity
on domestic final sales.

In 2014, U.S. corporate profits are expected to exhibit modestly stronger growth.
With the global economy expected to improve, albeit only gradually, rest-of-world profits
are expected to eke out positive growth. Although profits were down in 2013 on an
annual average basis, they improved over the course of the year along with global
economic conditions more generally. Improving growth in domestic final sales will put
upward pressure on domestic nonfinancial profits, mitigated to some extent by rising
employment growth and rising interest rates. The future of financial profits is perhaps
the most precarious due to the swift rise in equity prices during the second half of 2013
that likely pulled forward finance activities, such as IPOs, that tend to be associated with
rising equity markets. An increasingly challenging regulatory environment is also
expected to curb financial sector profits growth in 2014. As a result, U.S. corporate
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profits from current production, which includes the inventory valuation and capital
consumption adjustments, are projected to grow 6.3 percent in 2014, up from 4.4 percent
in 2013.

Figure 38
U.S. Corporate Profits
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Equity market turbulence has remained a constant throughout this recovery (see
Figure 39. Although markets have generally risen since their March 2009 troughs, there
have been two major corrections along the way: a 16 percent correction between April
23, 2010, and July 2, 2010; and a 19 percent correction between July 7, 2011 and October
3, 2011. Given that equity price fluctuations over much of the recovery have been more
reflective of the fear surrounding both the euro-debt crisis and domestic political strife
than the path of corporate earnings, much of the recent run-up likely reflects a deflation
of the risk aversion that plagued the market for so long.

But over the long term, equity market price growth is expected to be consistent with
the growth in corporate earnings, discounted by the change in interest rates. This
expectation begs the question as to what the market run-up during the second half of
2013 implies for growth in 2014. Figure 40 presents the long-term history of the
S&P 500 price-to-earnings ratio adjusted for inflation, where earnings are measured by
the trailing 10-year moving average. The November 2013 level was just above the 23.8
average over the period from 1986 to that month, a period that contained the high-
tech/Internet bubble of the late 1990s. This level compares to an average over the entire
history of the series of 16.5, and an average over the early postwar period of 14.9. These
results urge caution, particularly in an environment of rising interest rates. The Budget
Division projects equity market growth of 11.0 percent for 2014 on an annual average
basis, following growth of 19.0 percent in 2013. However, on a 2014Q4 over 2013Q4
basis, the Budget Division forecast is equivalent to growth of 4.4 percent.
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Figure 39

Equity Market Growth Returns to Normal
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Figure 40
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Outlook for Government Spending

State and local government spending declines appear to have come to an end in the
third quarter of 2013 with a decline of only 0.06 percent following 14 negative growth
quarters since the beginning of 2010. Unlike Federal government spending, state and
local government expenditures are constrained by revenue flows, often by statutory

72



ECONOMIC BACKDROP

balanced-budget requirements. Sales tax and withholding collections tend to be the most
cyclically sensitive, and with home prices still down 12 percent from their pre-recession
peaks, property taxes have only added to fiscal challenges faced by municipal
governments. Thus, the declines in state and local spending stand in stark contrast to the
elevated growth in Federal spending during and immediately subsequent to the recession
(see Figure 41). The National Conference of State Legislatures (NCSL) reports that,
generally, states’ fiscal situations have stabilized, with nearly all states optimistic that
they will meet their revenue targets for the rest of their current fiscal years.® State and
local government spending is anticipated to grow 0.6 percent this year and 0.8 percent in
2015, compared to a small estimated decline of 0.2 percent for 2013.

Figure 41
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The Federal spending sequester and the pullback in the nation’s military efforts are
expected to continue to drive Federal spending trends. Beginning with the first quarter of
2011, there has been a significant slowdown in the NIPA component of Federal spending.
From the first quarter of 2008, the first quarter of the recession, through the fourth quarter
of 2010, Federal NIPA spending growth averaged 5.6 percent, but that rate dropped to an
average decline of 2.8 percent from the first quarter of 2011 through 2013Q3 as the high
budget deficit met with resistance from policymakers. As a consequence of the
slowdown in Federal spending, the Federal budget deficit fell from $1,296 billion in
Federal fiscal year 2010-11, the equivalent of 8.7 percent of nominal GDP, to $680
billion or 4.1 percent of nominal GDP two years later.

On January 17, 2014, President Barack Obama signed the $1.1 trillion federal
spending bill, funding the government through September and taking the risk of another
government shutdown off the table. According to the Congressional Budget Office

® See National Conference of State Legislatures, State Budget Update: Fall 2013, <

http://www.ncsl.org/documents/fiscal/fallsbu2013free.pdf >,viewed January 15, 2014.
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(CBO), this deal raises the discretionary funding level by $64 billion over Federal fiscal
years 2014 and 2015 — $45 billion more than the sequester level in 2014 and $19 billion
more in 2015, split evenly between defense and non-defense spending. This bill signals
that the fiscal drag that plagued economic growth in the beginning of 2013 will be much
less evident in the next couple of years. Nevertheless, the budget deal does not fully
remove the sequester. Moreover, to offset the extra discretionary spending, the bill
includes $85 billion in savings over the next 10 years: $78.4 billion cuts to mandatory
programs including Medicare, and small increases in revenues worth $6.6 billion.
Therefore, the Budget Division estimates the NIPA definition of Federal government
spending to decline 1.2 percent in 2014 and 0.5 percent in 2015 after declining 4.5
percent in 2013. This small current-year decline contributes only a minor 0.1 percentage
point reduction to GDP growth in 2014, and even less of a reduction in the out-years.
Still unresolved as of this writing is how Congress will deal with the federal
government’s debt ceiling, which is suspended through February 7 under a measure
passed by Congress in October.

Comparison with Other Forecasters

Table 4 compares the Budget Division’s (DOB) forecast for a selection of U.S.
indicators with those of other forecasting groups. The 2014 forecasts for real U.S. GDP
growth fall into a relatively tight range, from a low of 2.7 percent (DOB, Global Insight)
to a high of 3.0 percent (Macroeconomic Advisers). The DOB 2014 inflation forecast of
1.6 percent is in line with the Blue Chip forecasts, but represents a higher level than the
remaining two. DOB’s unemployment rate forecast for 2014 is 6.8 percent, in line with
Blue Chip and Macroeconomic Advisers, and slightly above Global insight.

TABLE 4
U.S. ECONOMIC FORECAST COMPARISON

2013 2014 2015
Real Gross Domestic Product (GDP)
(2009 chained percent change)
DOB 1.9 2.7 29
Blue Chip Consensus NA 2.8 3.0
Global Insight 1.9 2.7 3.2
Macroeconomic Advisers 1.9 3.0 3.3
Consumer Price Index (CPI)
(percent change)
DOB 15 16 20
Blue Chip Consensus NA 16 2.0
Global Insight 15 14 1.8
Macroeconomic Advisers 15 15 1.6
Unemployment Rate
(percent)
DOB 7.4 6.8 6.3
Blue Chip Consensus NA 6.8 6.3
Global Insight 7.4 6.5 5.9
Macroeconomic Advisers 7.4 6.8 6.4

Source: New York State Division of the Budget, January 2014; Blue Chip Economic Indicators , January
2014; Global Insight, US Forecast Summary, January 2014; and Macroeconomic Advisers, Economic
Outlook, January 2014.
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For a brief description of the methodology used by the Budget Division to construct
its macroeconomic model for the national economy (DOB/US), see Box 2. For a more
detailed description, see New York State Economic, Revenue, and Spending
Methodologies, November, 2013.°

Risks to the U.S. Forecast

The Budget Division outlook calls for the recovery from the nation’s worst recession
since the 1930s to steadily improve over the course of 2014, as the strengthening housing,
labor, and equity markets put U.S. households in the best financial position in years. But
there are a number of significant risks to the forecast. While the euro-area economy is no
longer contracting, unemployment rates are still rising in some areas and there are
concerns about especially low rates of inflation. If the recovery is even more sluggish
than expected, the implications for emerging markets and the global economy more
generally will be negative, and will likely result in slower export and corporate profits
growth than reflected in this forecast. The impact will reverberate through U.S. labor and
financial markets, resulting in slower growth than anticipated. On the other hand, if the
recovery in Europe is stronger than expected, the implications for the forecast will be
quite positive.

The forecast rests on the assumption that the dysfunction that has plagued the U.S.
government will not be a major stumbling block to growth, but if that hope becomes a
bridge too far, the resulting additional uncertainty could affect both household and
business sector confidence, and their willingness to spend and hire. On the positive side,
if the Congress chooses to renew the Ul extended benefits program that was scheduled to
expire at the end of last year, household spending could be stronger than projected. A
renewed confidence in the recovery depends upon the improvement in the pace of job
growth over the coming quarters. If that improvement fails to materialize, households
may pull back once again, resulting in lower consumption growth than expected. Weaker
household spending would ripple through the economy and likely result in lower
investment growth as well. A substantial equity market correction could have a similar
effect.

Oil prices are expected to remain on their gently downward trajectory as the U.S.
energy revolution continues to put upward pressure on supply in the context of only tepid
global growth. But global tensions could easily obstruct that trajectory as they have done
many times in the past. Since energy price growth acts as a virtual tax on household
spending, faster growth in oil and gasoline prices than expected could result in lower
consumption spending than anticipated. Finally, the Federal Reserve has begun to
execute its long awaited exit from five years of unconventional policy use and
unprecedented balance sheet expansion. If that exit is rockier that anticipated, and long-
term interest rates should start to rise more quickly than expected, the impact on the
entire global economy — both real and financial — could be quite negative. Alternatively,
a smooth exit could play a critical role in putting the current expansion on the road to
becoming one of the longest since the middle of the 20™ century. Either way, the
experience will be one for the history books.

% See <https://www.budget.ny.gov/pubs/supporting/MethodologyBook.pdf>.
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BOX 2
THE DIVISION OF THE BUDGET U.S. MACROECONOMIC MODEL

Macroeconomic modeling has undergone a number of important changes over the last four decades,
primarily as a result of developments in economic and econometric theory. These developments include the
incorporation of both rational expectations and micro-foundations based on the long-run optimizing behavior
of firms and households. In addition, analysts now employ more flexible specifications of behavioral
relations within a vector autoregressive (VAR) model framework. Recent developments also include a more
rigorous analysis of the time series properties of commonly used macroeconomic data series, as well as the
implications of these properties for model specification and statistical inference. There has also been a
significant improvement in the understanding of the long-run equilibrium relationships among
macroeconomic data series and the predictive power of these relationships in constraining economic
dynamics.

The Budget Division’s U.S. macroeconomic model (DOB/U.S.) incorporates the theoretical advances
described above in an econometric model used for forecasting and policy simulation. The model contains
132 core equations, of which 37 are behavioral. In addition, there are hundreds of auxiliary forecasting
equations that incorporate the results from the core model as inputs. The current estimation period for the
model is 1965:1 through 2013:3. Our analysis borrows heavily from the Federal Reserve Board model
which was redesigned during the 1990s using the most up-to-date advances in modeling techniques. We
are grateful to Federal Reserve Board economists for providing guidance and important insights as we
developed the DOB/U.S. macroeconomic model.

In economic parlance, DOB/U.S. could be termed a neoclassical model. Agents optimize their behavior
subject to economically meaningful constraints. Households exhibit optimizing behavior when making
consumption and labor supply decisions, subject to a wealth constraint. Expected wealth is, in part,
determined by expected future output and interest rates. Likewise, firms maximize profits when making
labor demand and investment decisions. The value of investment is affected by the cost of capital, as well
as expectations about the future path of output and inflation. The economy’s long-run growth path
converges to an estimate of potential GDP growth. Monetary policy is administered through adjustments to
the federal funds rate, as guided by Taylor’s Rule. Current and anticipated changes in this rate influence
agents’ expectations and the rate of return on various financial assets.

DOB/U.S. incorporates three key theoretical elements into this neoclassical framework: expectations
formation, equilibrium relationships, and dynamic adjustments (movements toward equilibrium). The model
addresses expectations formation by first assuming that expectations are rational and then specifying a
common information set that is available to economic agents who incorporate all relevant information when
forming and making their expectations. Long-run equilibrium is defined as the solution to a dynamic
optimization problem carried out by households and firms. The model structure incorporates an error-
correction framework that ensures movement back to long-run equilibrium.

The model structure reflects the microeconomic foundations that govern optimizing behavior, but is
sufficiently flexible to capture the short-run fluctuations in employment and output caused by economic
imbalances (such as those caused by sticky prices and wages). DOB/U.S. incorporates dynamic
adjustment mechanisms that reflect the fact that while agents are forward looking, they do not adjust to
changes in economic conditions instantaneously. The presence of frictions (costs of adjusting productive
inputs, sticky wages, persistent spending habits) governs the adjustment of nonfinancial variables. These
frictions, in turn, create imbalances that constitute important signals in the setting of wages and prices. In
contrast, the financial sector is assumed to be unaffected by frictions due to the negligible cost of
transactions and the presence of well-developed primary and secondary markets for financial assets.

THE NEW YORK STATE ECONOMY

New York State’s private labor market continues to enjoy robust growth, exhibiting
only a minor loss of the momentum it possessed coming out of the recovery. On a year-
ago basis, private sector employment grew 1.8 percent in the second quarter of last year,
the most recent for which detailed data are available. Growth was led by continued
strength in the leisure and hospitality sector and strong job growth in the construction
sector fueled in turn by a thriving real estate market. However, public sector job losses
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brought total employment growth down to 1.3 percent in the second quarter. The Budget
Division estimates private sector State employment growth of 1.7 percent for all of 2013
and 1.5 percent growth in 2014, representing four consecutive years of above-average
employment growth.

Despite strong job gains, ongoing downsizing in the financial sector, combined with a
shrinking government sector continues to put downward pressure on total wage growth,
which remains weak by historical standards. Wages grew 3.3 percent on a year-ago basis
in the second quarter of last year, well below the average quarterly growth rate of 5.6
percent from 1983Q1 through 2007Q4, the 25-year period before the financial crisis,.
The Budget Division projects State wage growth of 5.4 percent growth in 2014,
following growth of 1.6 percent in 2013 and 2.9 percent in 2012. Note that the wage
growth rates for all three years are affected by the shifting of $6 billion in wages and
bonuses from early 2013 into the final quarter of 2012 in anticipation of higher federal
tax rates. Adjusting for that shift yields wage growth of 1.8 percent in 2012, 3.9 percent
in 2013, and 4.2 percent in 2014.

Figure 42
New York State Index of Coincident Economic Indicators
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The Budget Division uses the State coincident economic index to determine the
State's business cycle turning points (see Box 3). The index’s level and growth are
plotted in Figure 42 along with the turning points for both the New York and U.S.
business cycles. Based on the index, the State economy is estimated to have experienced
a business cycle peak in August 2008, fully eight months after the nation peaked as a
whole. The index also indicates that the State recession ended in December 2009,
implying a six-month lag, and that the State recession was just a bit shorter than the
national downturn. Between January and October 2013, the index accelerated 1.6 percent
from the same period in 2012, and down slightly from the 2.0 percent observed for all of
2012. Based on the leading index, State economic activity is projected to grow 1.7
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percent in 2014. This pace of growth compares favorably with prior expansions, and as
indicated in Figure 42, with the pace of national economic growth as well.

New York State is home to the world’s financial capital, and while that status confers
many benefits, it also imparts a high degree of employment and wage volatility. State
wages fell 7.2 percent in 2009, the largest wage decline in the almost 30-year history of
the Quarterly Census of Employment and Wage (QCEW) data, the most accurate source
of State-level data available. Immediately thereafter, the implementation of the Troubled
Asset Relief Program (TARP), combined with the Federal Reserve’s historically
expansive monetary policy both during and after the recession, dramatically reduced
finance industry borrowing costs and put equity markets on a path to recovery. These
developments resulted in finance and insurance sector bonus growth of 23.8 percent for
2010 and overall wage growth of 4.4 percent. However, since then, equity market
volatility and the evolving regulatory environment have altered the pattern of risk-taking
behavior by Wall Street firms, with negative impacts on both employment and wage
growth in that sector. Thus, the State economy appears to be undergoing a period of
adjustment, one symptom of which is healthy, above average private sector job growth,
combined with below average rates of wage growth and a more diversified wage base.

BOX 3
NEW YORK STATE INDICES OF COINCIDENT AND LEADING ECONOMIC INDICATORS

In the absence of an official mechanism for dating business cycles at the sub-national level, DOB staff
constructed a New York State Index of Coincident Economic Indicators measuring overall economic
conditions for New York.! The methodology used to construct the index is based on the Stock and Watson
methodology and rests on the notion that co-movements in many macroeconomic time series can be
captured by a single unobserved variable representing the overall state of the economy.” Four State data
series — private sector employment, hours worked in the manufacturing sector, the unemployment rate,
and sales tax receipts (as a proxy for retail sales) — are combined into a single index using the Kalman
filter, a common approach to the estimation of unobserved variables. Based on the DOB Coincident Index,
six business cycles have been identified for New York since the early 1970s, as reported in the table
below. A recession is judged to have begun if the DOB Coincident Index sustains three to five consecutive
declines of significant depth. A similar approach is used to date business cycle troughs. The last column
of the table below reports the number of private sector jobs lost due to the recession, although labor
market cycles do not always coincide precisely with the technical business cycle dates.

NEW YORK STATE BUSINESS CYCLES

Recession
Length Private Sector
Peak Date Trough Date (in months) Job Losses
October 1973 November 1975 25 384,800
February 1980 September 1980 7 54,800
August 1981 February 1983 18 76,600
June 1989 November 1992 41 551,700
December 2000  August 2003 32 329,300
August 2008 December 2009 16 352,700

Source: DOB staff estimates.

(continued on next page)
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(continued from previous page)

In order to gauge the future direction of the State economy, the Budget Division produces the New
York State Index of Leading Economic Indicators, which yields a forecast for the Coincident Index up to
12 months ahead. The forecasting model includes the following five leading economic variables in a vector
autoregressive framework: the U.S. Index of Leading Economic Indicators (excluding stock prices and the
interest rate spread), New York housing permits, New York initial unemployment insurance claims, stock
prices, and the spread between the 10-year and one-year U.S. Treasury rates.

Variables Used in New York Index of Leading Indicators
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The long lag with which the New York economy entered the last recession contrasts sharply with the
experience of the prior five downturns. As illustrated in Figure 42 on page 77, the State entered three of
the five prior recessions earlier than the nation as a whole, and entered the remaining two only one month
later. The State’s estimated business cycle trough date is December 2009, which implies that New York’s
recession was two months shorter than that of the nation as a whole.

1 R. Megna and Q. Xu (2003). “Forecasting the New York State Economy: The Coincident and Leading Indicators
Approach,” International Journal of Forecasting, Vol 19, pages 701-713.

2 J.H. Stock and M.W. Watson (1991), “A Probability Model of the Coincident Economic Indicators,” in K. Lahiri and
G. H. Moore (eds.), Leading Economic Indicators: New Approaches and Forecasting Records, New York: Cambridge
University Press, pages 63-85.

Outlook for Employment

Since the end of the recession, the New York State labor market has enjoyed strong
private sector job growth. Table 5 presents a current profile of the State job market by
comparing year-ago growth rates for the second quarter of 2013, the most recent quarter
for which detailed QCEW data are available, against U.S. employment for the same
period. Because the national labor market took much longer to generate the momentum
exhibited by the State labor market as early as 2011, national private employment growth
was 0.2 percentage point higher than for New York by 2013Q2. Table 5 reveals
additional trends that differentiate New York from the nation. In the second quarter of
2013, New York led the nation in three sectors: leisure, hospitality and other services;
construction; and educational services. The growth in the first sector confirms New York
City’s status as a shopping and tourist destination that was surely aided by a weaker
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dollar. Job growth in the construction industry benefited from a strong real estate market,
particularly in New York City. In contrast, the State’s utilities, manufacturing and
mining, and finance and insurance sectors all experienced declines despite nationwide
growth.

TABLE 5
YEAR-AGO PERCENT CHANGE IN EMPLOYMENT FOR 2013Q2: NYS v. US

NYS us

Total Private 18 2.0
Utilities 1.7) 0.7
Construction 3.8 31
Manufacturing and Mining (0.8) 0.4
Wholesale Trade 0.0 1.4
Retail Trade 1.2 18
Transportation and Warehousing 0.0 16
Information (0.0 0.5
Finance and Insurance (0.9) 1.2
Real Estate and Rental and Leasing 1.2 1.8
Professional, Scientific, and Technical Services 23 3.1
Management, Administrative, and Support Services 3.6 3.6
Educational Services 0.6 0.5
Healthcare & Social Assistance Services 1.8 2.1
Leisure, Hospitality and Other Services 3.4 2.4
Government (1.0) (0.3)
Total 13 16

Note: Management, and administration and support services includes NAICS sectors 55
and 56; sum of sectors may not match the total due to the exclusion of unclassified.

Source: NYS Department of Labor; DOB staff estimates.

Going forward, the Budget Division projects total State employment growth of 1.2
percent for 2014, following growth of about the same for 2013. Private sector job growth
of 1.5 percent is projected for 2014, after growth of 1.7 percent in 2013. The State’s
maturing labor market recovery compares to overall national job growth for 2014 of 1.7
percent and private growth of 2.1 percent. Table 6 shows projected changes in
employment for 2014 by sector. Construction employment is expected to see strong
growth of 2.5 percent based on projected continued strong growth in the housing market.
An accelerating national economy will continue to increase demand for New York’s large
business service sector and thus professional and business services will continue to be a
growth engine. Tourism will continue to be a key source of strength, supporting strong
job growth in leisure and hospitality sector.

The Budget Division projects that the finance and insurance sector will continue to be
a drag on State labor market trends since New York tends to be much more negatively
affected than the nation as a whole by the fallout from job and income losses in that
sector. There has been a large degree of consolidation in the banking sector since the
financial crisis. Based on Federal Deposit Insurance Corporation data as of June 30,
2013, the top five commercial banks and savings institutions had 37.5 percent of all
deposits, while the top 10 had 46.5 percent. These compare to 27.2 percent 36.2 percent,
respectively, as of June 30, 2007, before the financial crisis. Consolidation of this
magnitude creates the risk of worker layoffs, although that risk could be a positive one in
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the long-run if national assets are consolidated within New York. The government sector
is also expected to continue losing jobs until the end of 2014.

TABLE 6
CHANGE IN NEW YORK STATE EMPLOYMENT FOR 2014

Percent Levels

Total Private 15 110,940
Utilities 1.2) (430)
Construction 2.5 8,050
Manufacturing and Mining 0.2) (1,070)
Wholesale Trade 0.6 1,960
Retail Trade 1.2 10,650
Transportation and Warehousing 1.0 2,250
Information 0.4 1,120
Finance and Insurance 0.3) (1,230)
Real Estate and Rental and Leasing 1.0 1,820
Professional, Scientific, and Technical Services 2.0 11,940
Management, Administrative, and Support Services 2.4 14,390
Educational Services 2.5 8,070
Healthcare & Social Assistance Services 1.7 23,150
Leisure, Hospitality and Other Services 2.6 30,260
Government (0.3) (3,770)
Total 1.2 107,160

Note: Management, and administration and support services includes NAICS sectors
55 and 56; sum of sectors may not match the total due to the exclusion of
unclassified.

Source: NYS Department of Labor; DOB staff estimates.

The Continuing Transformation of the Securities Industry

The historic transformation of the securities industry that was spurred by the events of
2007 and 2008 and culminated in the fall of two of the industry’s largest investment
banks continues to have a significant impact on Wall Street profitability, employee
compensation, and State revenues. Figure 43 shows the unprecedented degree of
volatility exhibited by securities industry profits in recent years, as represented by those
of New York Stock Exchange member firms. Some of this volatility is evident in two
important drivers of industry revenues and profits: initial public offerings (IPOs) and
corporate debt underwriting. While debt underwriting is closely linked to interest rates
and the overall level of economic activity, IPOs tend to rise and fall with the secondary
equity market. The spikes that appear in Figure 44 correspond to the historically large
offerings that have gained much attention in recent years, such as the $15.8 billion
General Motors IPO in November 2010, the notorious Facebook offering in May 2012,
and most recently, the public sale of Twitter in November 2013. Both debt underwriting
and IPOs show upward momentum since the low in 2009. Indeed, 2013 was the best year
for the U.S. IPO market since 2000. In contrast, industry profits have largely been
lackluster, exhibiting a definitive downward trend since 2009.
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Figure 43
Securities Industry Profits
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Figure 44
Major Drivers of Financial Market Activity
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Figure 45 shows New York Stock Exchange member firm revenues before and after
subtracting interest costs. With the major drivers on the rise, aided by a soaring equity
market toward the end of the year, total revenues are projected to rise 10.4 percent in
2013, following two consecutive years of decline. More generally, total revenues have
been deteriorating after 2009. Estimated revenues for 2013 remain 13.2 percent below
their 2009 levels and 54.3 percent below 2007 levels. Table 7 lists the primary sources of
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revenue and expenses for NYSE member firms for the last seven years. Clearly the two
greatest areas of improvement in industry balance sheets after 2008 are the decline in
interest expenses, due to historically low interest rates, and increasing gains from equity
underwriting, including IPOs. With rising equity markets and continued low interest
rates, 222 companies went public and raised $55 billion in 2013.

Figure 45
NYSE Member Firm Revenues
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Source: SIFMA; NYSE Euronext.
TABLE 7
NYSE MEMBER FIRM FINANCIAL RESULTS
($ Billions)
2007 2008 2009 2010 2011 2012 2013*
Revenues 352.0 178.1 185.3 159.8 147.3 145.7 160.8
Commissions 28.8 30.2 26.5 25.0 25.7 19.4 231
Trading Gain (Loss) (10.3) (71.8) 28.4 16.7 15 14.0 10.9
Underw riting Revenue 23.2 16.5 19.6 20.3 18.3 20.8 24.4
All Other 310.4 203.2 123.5 97.7 101.8 91.5 102.4
Expenses 363.4 220.7 126.7 134.7 139.5 123.6 142.8
Total Compensation 69.6 59.8 61.3 66.9 68.0 60.2 715
Interest Expense 249.8 114.5 18.6 19.6 18.7 17.3 14.2
All Other Expenses 44.0 46.3 46.7 48.2 52.8 46.1 57.1
Pre Tax Net Income (11.3) (42.6) 58.6 25.1 7.7 22.1 18.0
* Estimate for 2013 is based on three quarters of actual data and one quarter estimated.
Source: SIFMA.

Although several of the major drivers of Wall Street revenues have been trending
upward, revenues have been generally trending downward. The estimated rise for 2013
is based largely on fourth quarter year-ago growth of 62 percent, largely due to the
impact of a surging equity market and the resulting increase in financial market activity.
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However, based on the three quarters of revenue data currently available, revenues are
virtually flat (down 0.2 percent).

One of sources of this general weakening in securities industry revenues is
highlighted in Table 7, which lists the major sources of securities industry revenues and
expenses. Industry trading gains have been falling off since 2009, marred by equity
market volatility from repeated cycles of panic in response to sovereign debt concerns
both here and in the euro-zone. The changing regulatory environment has further
impacted trading gains. Since the president signed the Dodd-Frank Wall Street Reform
and Consumer Protection Act into law in July 2010, the details of its implementation
have been a work in progress. Box 4 outlines many of the key provisions of the Dodd-
Frank reform and summarizes regulations recently proposed by the Federal Reserve that,
consistent with the new regulatory framework, strengthen bank capital requirements and
seek to limit counterparty risk, and, ultimately, systemic risk. The Volker Rule, which
limits proprietary trading on own-account, was formally adopted in December, yet
elements of its implementation are still being negotiated. Nevertheless, the anticipation
of the finalization of the reform has had a large impact in the way Wall Street does
business, based on the results presented in Table 7.

In addition to Dodd-Frank, implementation of Basel Ill, the third incarnation of the
Basel Accords, which established global regulatory standards for managing bank risk
began on January 1, 2013. Basel 111 specifically aims at improving the ability of banks to
withstand periods of systemic economic and financial stress through more stringent
capital and liquidity requirements. But these strengthened requirements will tend to put
further pressure on revenue-generating activity and bank profitability by reducing
leverage ratios, thus intensifying the pressure that already exists in the current
environment of low long-term interest rates.

While much room remains left for interpretation, evidence suggests that the new
regulatory environment is altering bank business practices in two fundamental ways.
First, the composition of executive compensation appears to be evolving away from cash
in favor of deferred compensation and stock grants, more closely tying pay to the long-
term performance of the firm. As a result, the revenue growth estimated for 2013, may
not translated into an equivalent rise in taxable bonus pay for the current 2013-14 bonus
season. The deferral of compensation will tend to smooth out bonus payments, as the
cash portion of current-year compensation packages combines with the deferred portions
of prior years. And second, to reinforce such long-term incentives, packages include
claw-back provisions that allow firms to take back a portion of bonus pay if actions taken
by an employee are ultimately judged to have been too risky. One large Wall Street
investment bank is delaying its cash bonuses by an entire quarter to further disincentivize
risky behavior. Consistent with that principle, firms are expected to continue to alter
their business practices in favor of less risky behavior both by reducing leverage and by
engaging in fewer risky trades. The revelation that risky trades engaged in by another
major Wall Street bank resulted in $5.8 billion in losses during a single quarter served to
reinforce the urgency surrounding regulatory reform.
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BOX 4
THE DODD-FRANK WALL STREET REFORM AND CONSUMER PROTECTION ACT
KEY PROVISIONS

On July 21, 2010, the President signed into law the long awaited financial reform package hammered
out by the Congress in the preceding months. The purpose of the Act is to prohibit banking entities from
assuming excessive risk, but the two provisions that appear to be having the most immediate effects on
Wall Street behavior are those related to executive compensation and the so-called “Volker Rule,” which
limits the volume of proprietary trading a bank is allowed to engage in.

Executive compensation

Shareholders get the right to a nonbinding vote on executive pay and “golden parachute” packages;
compensation committees for firms listed on stock exchanges must have independent directors and can
hire their own compensation experts; the Securities and Exchange Commission (SEC) gets enhanced
regulatory authority.

Derivatives

The Act establishes Federal oversight of the derivatives markets, with the SEC and Commodity Futures
Trading Commission (CFTC) given authority to regulate over-the-counter derivatives; a greater role is
created for third-party clearinghouses; foreign-exchange swaps are to be regulated.

Hedge funds

Hedge funds and private-equity advisers will be required to register with the SEC as investment advisers
and provide information about their trades and portfolios as needed to assess systemic risk; asset
threshold of investment advisers subject to federal regulation raised to $100 million from the current $30
million.

Bank regulation (the “Volker Rule”)

Banks are prohibited from proprietary trading, i.e., using their own money to place directional market bets
that are unrelated to serving clients, although certain asset classes are exempt, including U.S. Treasury
bonds, agency bonds and municipal obligations; bank ownership in hedge funds and private equity funds is
capped at three percent.

Federal Reserve reform

Federal Reserve’s emergency lending authority is restricted to broad-based programs; counterparties and
information about amounts and terms and conditions of emergency and discount-window lending and
open-market transactions to be disclosed on a delayed basis.

Systemic risk

The Act creates a 16-member Financial Stability Oversight Council empowered to 1) recommend rules to
the Federal Reserve on capital, leverage, liquidity and risk management as firms grow in size and
complexity; 2) require by a 2/3 vote the Fed to regulate a nonbank holding company if it believes that the
company could pose a risk to financial stability in the U.S.; approve by 2/3 vote a Fed decision to breakup
large complex companies if they pose “grave threats” to financial stability as a last resort.

“Too big to fail”

Taxpayers are not responsible for saving failing financial companies or cover the costs of liquidation;
requires large, complex financial companies to submit plans for their rapid and orderly shutdown; penalties
imposed if the plans are inadequate; creates an orderly liquidation mechanism for the FDIC to use to
unwind failing systemically important financial firms that forces shareholders and unsecured creditors to
bear the losses; establishes that most large financial firms that fail will be resolved through bankruptcy.

(continued on next page)
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(continued from previous page)
Mortgage reform

The Act requires that institutions ensure that borrowers can repay the loans they take out; prohibits
financial incentives for certain subprime loans to be made; prohibits prepayment penalties; lenders must
disclose the maximum a borrower could pay on variable-rate mortgages and that payments will vary based
on interest-rate changes; requires companies that sell products like mortgage-back securities to retain at
least five percent of the credit risk unless the underlying loans meet standards that reduce riskiness.

Other provisions

The Act creates a Consumer Financial Protection Bureau, a Federal Insurance Office in the Department of
the Treasury, and an Office of Credit Ratings within the SEC.

Regulations Proposed by the Federal Reserve

On December, 2011, the Federal Reserve proposed rules tied to the Dodd-Frank regulatory framework
that would require large U.S. banks to hold more capital and to keep it more easily accessible. Banks are
also required to have plans for a quick and orderly shutdown in the event that they become insolvent. To
guard against risks that affect the entire financial industry, the act created the Financial Stability Oversight
Council chaired by the Treasury secretary, and has nine members including the Federal Reserve, the
Securities and Exchange Commission and the new Consumer Financial Protection Bureau. It also
oversees non-bank financial firms like hedge funds. The central bank also proposed formal limits on the
amount of credit exposure that a bank holding company can have to any single major borrower, be it
another bank or a corporation

Further, banks with more than $50 billion in assets would be required to maintain a cushion equal to 5
percent instead of 4 percent of assets. For the roughly 30 banks in the United States with more than $50
billion in assets, the new requirements would limit their credit exposure to a single counterparty to 25
percent of the bank's regulatory capital. The very largest banks would face stricter limits: 10 percent of
capital for credit exposure between two banks with more than $500 billion in total consolidated assets, or
between one bank of that size and a large nonbank financial company.

The Federal Reserve will also be requiring banks to adhere to significantly stricter international
requirements, known as the Basel Il accord, which was scheduled to be implemented starting in January
2013. The core of the accord is to have banks finance their operation with more capital and less borrowed
money. The total capital requirement will be at 8 percent plus a capital conservation buffer of 2.5 percent.

Outlook for State Income

Total personal income growth of 5.2 is projected for 2014, following 1.9 percent
growth in 2013. These growth rates are driven largely by growth in wages, which is the
largest component of personal income. Wage growth of 1.6 percent and 5.4 percent
growth are estimated for 2013 and 2014, respectively. The wage forecast assumes that
firms shifted approximately $6 billion of their cash bonus payouts from the first quarter
of 2013 to the end of 2012 to allow their employees to take advantage of the lower
income tax rates that were scheduled to expire for high-income earners. Absent this
shifting, we estimate that wages would have grown 3.9 percent for 2013, implying
projected growth of 4.2 percent for 2014. The wage outlook for 2014 reflects solid 7.8
percent growth in finance and insurance sector bonuses for the 2013-14 bonus season,
gradually improving global growth, which creates demand for the State’s relatively high-
wage business services, and improved prospects for public sector wages. Private sector
wages are projected to grow 5.9 percent for 2014, following growth of 1.8 percent for
2013, while government sector wage growth is projected to improve from 1.0 percent in
2013 to 2.3 percent in 2014. Again, projected private sector wage growth for 2014 is
elevated due to income shifting.
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BOX5
THE CONSTRUCTION OF NEW YORK STATE WAGES
AND THE ESTIMATION OF VARIABLE INCOME

Trends in State wages are critical to an accurate analysis and forecast of personal income tax liability
and collections. To improve the link between the economic and tax variables on a quarterly basis, the
Division of the Budget (DOB) constructs its own wage series from the available primary data sources. This
series differs from the data published by the U.S. Bureau of Economic Analysis (BEA).

The DOB uses only New York data to construct its State wage series. The primary source is data
collected under the Quarterly Census of Employment and Wages (QCEW) program. In contrast, the BEA
uses national information to adjust the quarterly values for seasonal variation, as well as to ensure that
state level wages add up to national estimates. The consequence is often a significant difference between
the two series in both the quarterly pattern and the annualized growth rates. For example, according to
staff estimates based on the QCEW data, wage growth rates for the first and second quarters of 2000, on
a year-ago percent-change basis, were 18.3 percent and 8.5 percent, respectively. The comparable
growth rates originally published by the BEA were 2.4 percent and 5.4 percent. These estimates have
since been revised up to 7.5 percent and 9.1 percent, respectively. However, the lack of timeliness in the
revision process limits the usefulness of BEA data for state forecasting purposes.

A comparison with yet another source of wage data also demonstrates the greater accuracy of the
QCEW data. Since the amount of wages withheld for personal income tax purposes varies systematically
with wages itself, withholding data provide a useful guide for estimating State wage growth. For example,
wages withheld during the first quarter of 2000 were 18.6 percent above withholding for the same quarter
of the previous year. This estimate is much more consistent with the growth rate derived from the QCEW
data than with the BEA'’s estimate of 2.4 percent.

Once an entire year of QCEW data becomes available, the BEA revises its state level wage data to be
more consistent with that data source. For this reason, DOB’s method performs well in anticipating the
BEA'’s revised estimates of annual growth in New York wages. To make the actual magnitudes of the
Division’s wage series more strictly comparable to the BEA wage series, noncovered and unreported legal
wages must be added to wages taken directly from the QCEW data. The addition of these components
typically changes the annual growth rate for State wages by no more than two tenths of one percentage
point.

An increasing portion of New York State wages has been paid on a variable basis, in the form of either
bonus payments or proceeds derived from the exercise of stock options. Because no government agency
collects data on variable income as distinct from ordinary wages, it must be estimated. DOB derives its
bonus estimate from firm level data collected under the QCEW program. This method allows a large
degree of flexibility as to when individual firms actually make variable income payments. However, as with
any estimation method, some simplifying restrictions are necessary. DOB’s method incorporates the
assumption that each establishment makes variable income payments during at most two quarters of the
year. However, the determination as to which quarters contain these payments is made at the firm level.

Firms report their wages to the QCEW program on a quarterly basis. A firm’s average wage per
employee is calculated for each quarter. The average over the two quarters with the lowest average
wages is assumed to reflect the firm’s base pay, that is, wages excluding variable pay. If the average
wage for either of the remaining quarters is significantly above the base wage, then that quarter is
assumed to contain variable income.® The average variable payment is then defined as total average
wage minus the base average wage, after allowing for an inflation adjustment to base wages. Total
variable pay is then calculated by multiplying the average bonus payment by the total number of firm
employees. It is assumed that only private sector employees earn variable pay.

! The threshold adopted for this purpose was 25 percent. However, the variable income estimates are fairly robust to
even a five-percentage-point swing in this criterion.

Because the state-level wage data published by the U.S. Bureau of Economic
Analysis have proven unsatisfactory for the purpose of forecasting State tax liability, the
Budget Division constructs its own wage and personal income series based on Quarterly
Census of Employment and Wages (QCEW) data. Moreover, because of the importance
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of trends in variable income — composed of stock-related incentive income and other one-
time bonus payments — to the understanding of trends in State wages overall, the Budget
Division has developed a methodology for decomposing wages into bonus and nonbonus
series. For a detailed discussion, see Box 5. The Budget Division’s outlook for State
income is based on these constructed series.

Figure 46

New York State Wage Growth
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Figure 47
Finance and Insurance Sector Employment and
Wages as Share of State Total
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New York State employment and incomes are profoundly affected by the fortunes of
the financial markets. Figure 46 shows how much faster wages grew in the finance
insurance sector compared to the nonfinancial sectors for most of history. However, this
trend is now much more muted, as the chart makes clear, with projected rates of finance
insurance sector wage growth averaging only 1.1 percentage point above that for the
remaining sectors. Figure 47 shows how the substantially higher wage growth in the
finance and insurance sector increased its share of State total wages over time on a State
fiscal year basis to a peak of 22.1 percent in 2006-07, but it has since fallen and is
unlikely to revisit that peak in the near future. The industry’s employment share is
substantially lower than its wage share at only 5.8 percent of total State employment in
2012-13 and is expected to continue its downward trend going forward because of
ongoing downsizing.

While we expect finance and insurance sector bonus growth to gradually improve
going forward and hence wages to increase, we expect them to remain well below
historical average growth rates as the restructuring of the insurance and finance industry
increasingly moves compensation out of wages and bonuses into non-wage income. This
trend may accelerate if laid off workers from the banking sector are finding new homes in
private equity firms and hedge funds where compensation comes in the form of carried
interest, dividends, and capital gains. As a result, financial sector wage growth is
expected to be much more in line with nonfinancial wage growth and the industry’s share
of total wages is not projected to reach its prior 2006-07 peak at any point over the entire
forecast horizon.

TABLE 8

State Wage Contribution of Growth By Sectors

Non-Recession
Year Mean

(FY2001-FY2011) FY 2013

Total Private 94.6% 98.2%
Utilities 0.3% 0.5%
Construction 3.6% 2.6%
Manufacturing and Mining 1.3% 2.5%
Wholesale Trade 4.9% 7.4%
Retail Trade 5.0% 7.2%
Transportation and Warehousing 1.5% 1.7%
Information 5.1% 8.8%
Finance and Insurance 26.4% 6.3%
Real Estate and Rental and Leasing 2.5% 3.1%
Professional, Scientific, and Technical Services 15.3% 21.3%
Management, Administrative, and Support Services 7.9% 8.8%
Educational Services 3.4% 4.9%
Healthcare & Social Assistance Services 10.2% 12.0%
Leisure, Hospitality and Other Services 6.9% 10.4%
Non-classified 0.3% 0.6%
Government 5.4% 1.8%
Total 100.0% 100.0%

One consequence of the finance and insurance sector’s recent declining share of both
employment and wages has been the diversification of the State’s wage base. Table 8
shows how the contribution to overall State wage growth by each industry has changed in
recent years by comparing the FY 2013 profile with the average over the non-recession

89



ECONOMIC BACKDROP

years from FY 2001 through FY 2011, which excludes 2008-09 and 2009-10. Most
notably, the contributions of both the government and the finance and insurance sectors
have fallen dramatically. In the meantime, the contributions of both the information
sector, which includes communications and social media, and the professional, scientific
and technical services sector increased significantly.

Despite recent declines, finance sector workers continue to be, on average, very
highly compensated. Even after falling to $174,000 in 2008-09 in the wake of the
financial crisis, finance and insurance sector average wages were still 247 percent higher
than the average wage for the rest of the State economy. By 2014-15, the industry
average wage is projected to rise to about $223,000, which due to wage increases in other
sectors, is only 237 percent above that of the remaining sectors. Thus financial market
wages have an important effect on employment and income in New York City and its
surrounding suburbs, both directly — through compensation paid to finance sector workers
and purchases made by finance sector firms, and indirectly — as finance sector workers
spend their incomes on housing, entertainment, and other goods and services.

Variable Income Growth

Variable income is defined as that portion of wages derived primarily from bonus
payments, stock incentive income, and other one-time payments. As performance
incentives for a given calendar year, firms tend to grant employee bonus “packages”
during either the fourth quarter of that year or the first quarter of the following year.
Although the cash component of bonus income is unambiguously counted (and taxes
withheld) in the quarter in which it was granted by the firm, stock incentive income
typically is not. Stock grants do not appear in the wage data until they are vested.
Nevertheless, variable income payments are sufficiently concentrated in the fourth and
first calendar-year quarters to make the State fiscal year a logical period of analysis for
discussing the determinants of variable income growth.'

Figure 48 portrays how variable income paid to employees in the finance and
insurance industry has grown dramatically since the early 1990s. An incentive-based
payment structure allows employers to share with employees the risks of doing business
and is particularly attractive to the securities industry, given the degree of volatility in
industry profits. The Budget Division projects total State variable income to rise 6.2
percent in the current fiscal year, followed by an increase of 5.8 percent for 2014-15, led
primarily by the finance and insurance sector. The cash portion of finance and insurance
sector bonuses is estimated to rise 7.8 percent for the current 2013-14 bonus season,
resulting in a payout of $39.1 billion, $2.9 billion above 2012-13. For calendar year
2013, the finance industry benefited from the strong stock market as seen in a 19 percent
increase of the Standard & Poor 500 index, as well as low interest rates, although with the
rise in mortgage rates as a result of speculation surrounding Federal Reserve tapering, a
fall-off in mortgage related business was felt industry-wide. Equity market growth is
projected to be slower in 2014, as suggested by the Shiller adjusted price-to-earnings
ratio discussed above, while interest rates are expected to continue creep up as central
bank tapering proceeds. The Budget Division projects more modest growth of

19 See Box 5 on page 87 for a more detailed discussion of bonus estimation.

90



ECONOMIC BACKDROP

6.8 percent for finance and insurance sector bonuses in 2014-15, representing a payout of
$41.7 billion.

Figure 48
New York State Finance and Insurance Sector Bonuses
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The Budget Division model for finance and insurance sector bonuses is based on an
underlying volume of revenue-generating activity that includes corporate equity and debt
underwriting. As indicated in Figure 44 on page 82, the most recent available data
suggest that year 2013 has been the best year for IPOs since 2000. However, the debt
underwriting volumes remained below the average over the last ten years. Growth both
here and abroad should increase the demand for debt underwriting, mitigated somewhat
by rising interest rates. However, the volume of equity underwriting activity, which is
typically closely correlated with growth in the secondary market for equities, is not
expected to repeat its 2013 performance.

Given the pressures to re-incentivize and cap employee compensation, the income
outlook for the finance industry is highly uncertain at present, producing a high degree of
risk to the outlook for bonuses. Historically, there has been a close relationship between
New York Stock Exchange (NYSE) member-firm revenues and finance and insurance
sector bonus payouts. Though bonus payouts in the past have been evenly split between
cash and stock incentive payments, the split has recently become more heavily weighted
toward stocks as firms seek to reconstruct their compensation packages, with large
portions of the total bonus package deferred over a multi-year period. This trend is
expected to continue going forward, having substantial implications for Federal, State,
and local tax revenue, since income derived from stock grants is not taxed until the stocks
vest. In addition, with new regulations being developed pursuant to the Dodd-Frank Act,
the business model that earned large profits from highly-leveraged assets is being
transformed. This change appears to already be resulting in lower revenues for the
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industry and creates a substantial degree of uncertainty surrounding the Budget Division
outlook.

Nonbonus Wages

Unlike the variable component of income, nonbonus wages are driven by changes in
employment and the nonbonus average wage and are therefore relatively more stable.
After adjusting for inflation, the nonbonus average wage for each of the State’s industrial
sectors is believed to have a stable long-run relationship with the real U.S. average wage,
which in turn is determined by labor productivity. However, State real average wages
can deviate from their long-run trend due to short-term fluctuations related to business
cycles, shocks to the regional economy, or shocks to a specific industrial sector that is
relatively more important to the State economy, such as finance and insurance.
Nonbonus average wages are projected to rise 2.8 percent for the 2014 calendar year,
following an estimated increase of 2.0 percent for 2013. With the unemployment rate
declining from 8.5 percent in 2012 to 7.7 percent in 2013, and further down to a projected
rate of 7.5 percent in 2014, total nonbonus wages are projected to grow 4.1 percent for
2014, following an increase of 3.3 percent for 2013.

Average Total Wages and Inflation

Average total wages are projected to increase 4.1 percent for 2014, following a much
smaller estimated increase of 0.4 percent for 2013, which was largely the result of an
11.8 percent decline in finance and insurance sector bonuses for the calendar year and the
income shift from 2013 into 2012. Average total wage growth without the income shift is
projected to be 3.0 percent in 2014, following 2.6 percent growth in 2013. The Budget
Division projects growth in the composite CPI for New York of 1.7 percent for 2014,
following the same growth for 2013. Projected 2014 inflation for New York is consistent
with that for the nation.

Nonwage Income

The Division of the Budget projects a 5.1 percent increase in the nonwage
components of State personal income for 2014, following an increase of 2.1 percent for
2013. Explosive growth in equity markets, growing corporate profitability and the
resurgence of profitable sales by private equity firm have boosted U.S. dividend income
2013 and are expected to continue to do so in 2014. The Budget Division expects U.S.
dividend income to grow 9.5 percent in 2014. Dividends are a large component of
property income. Based on strong US dividend income growth, the New York property
income is projected to grow 6.2 percent in 2014 following 3.6 percent growth in 2013.
The 2013 growth in dividend income is depressed, and the 2014 growth correspondingly
elevated, by the acceleration of dividend payouts from 2013 into 2012 in advance of the
Federal tax hike.

As the traditional banking sector continues to downsize, and a portion of these laid
off workers are absorbed by private equity firms and hedge funds, forms of non-wage
income such as proprietors’ income and dividends could rise at the expense of wage
income. Proprietors’ income is projected to rise 6.1 percent in 2014, following similar
growth of 6.2 percent in 2013. Some of this income could also be earned as capital gains,
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which are not counted in the BEA definition of personal income. Recent reporting
suggests that private equity payouts exceeded $100 billion in both 2012 and 2013, up
from $80 billion in 2007 and $25 billion in 2009. It is believed that most of this income
is reported as realized capital gains.

The Budget Division’s forecast for 2013 shows 30.8 percent growth in employee
contribution to Social Security following 2.3 percent growth in 2012 as the two-year
payroll tax holiday expired on December 31, 2012. 2014 growth is expected to be at 6.8
percent. In contrast, extended unemployment insurance benefits were allowed for one
more year, contributing to growth in transfer payments of 3.4 percent in 2013, following
growth of 1.1 percent in 2012. Transfer income is projected to grow 4.4 percent for 2014.

Housing Market Continues To Improve

New York State’s housing market continues to improve. Figure 49 compares the
recent trends in both housing starts and home prices in New York.** With low mortgage
rates and healthy employment growth, housing starts grew 23 percent for the first 11
months of 2013 over the same period year ago, after growing of 5.1 percent in 2012.
State housing starts are projected to grow 7.6 percent in 2014. The strong 2013
performance was the result of strong growth in both single-family and multifamily units
(see. Figure 50). In the wake of Superstorm Sandy, about 300,000 claims were filed by
homeowners whose homes were either damaged or destroyed by the storm. The
rebuilding and replacement of these homes contributed to the growth in housing starts in
2013. The near-term forecast for continued growth is supported by both exceptionally
low, albeit rising, mortgage interest rates and the continued strength of the rental market
in the New York City metro area, although credit conditions remain tight by recent
historical standards. Despite double-digit growth in 2013 and continued healthy growth
projected for 2014, housing starts remain at historically low levels.

As for the nation, prospects for the State’s residential housing market also depend on
the outlook for prices. New York State’s average single family home price is expected to
rise 3.1 percent in 2014, following growth of 2.5 percent in 2013. The good news is that
because New York’s residential housing sector experienced less of a price and
construction bubble than many other states, there was less of an overhang to unwind and
thus New York’s foreclosure rate since the house-price collapse in 2006 has been
consistently lower than the nation’s. However, the State’s foreclosure rate of 0.87
percent of all loans serviced during the third quarter of 2013, the most recent period
available, was above the national rate of 0.61.

1 A trough in the State housing starts series is hard to pinpoint due to a change in New York City building
codes that took effect on July 1, 2008, requiring developers to add features such as sprinklers, smoke
detectors, fire-resistant stairways, and on-site safety managers or coordinators for buildings larger than 10
stories. The change produced a rush to obtain building permits and start work in June of that year and
resulted in growth of 11.2 percent multi-family starts in 2008.
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Figure 49
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Figure 50
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If the yardstick is the number of homes in a state of delinquency then New York’s
percentage is higher than the nation as well. Figure 51 displays the percentage of total
mortgage debt outstanding that is seriously delinquent, defined as mortgage debt that is
either more than 90 days past due or in foreclosure. Based on the most recent data, New
York looks worse not only than the nation, but also worse than two of the states hit
hardest by the housing market collapse, Arizona and California. The buildup of
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homeowners in foreclosure or “pre-foreclosure” status in New York may be
representative of the long length of the foreclosure process here and in other states
commonly referred to as “judicial states,” where a lender must file a lawsuit in order to
initiate a foreclosure. Additional “judicial states” appearing in Figure 51 are Florida and
New Jersey. This build-up could delay a full recovery of New York’s housing market.

Figure 51
Percent of Seriously Delinquent Mortgage Debt
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Source: Moody’s Analytics.

Figure 51’s focus on statewide data masks the regional disparity in foreclosure
activity within the State. On average, price declines have been greater in the State’s
downstate counties than Upstate, where home values tend to be much lower (see Figure
52). With so many high-value homes well below their values at the height of the bubble
and many likely underwater, it is no surprise that that the delinquency rate among high-
value homes exceeds that of low-value homes and likely accounts for these regional
imbalances. Therefore, the loss of wealth from the decline in home prices and the risk
from large numbers of foreclosures is likely much greater in some parts of the State than
others.

One area of the State housing market not covered by the single family home data is
the luxury apartment market in New York City. This market segment has been doing
quite well, as significant support has come from foreign buyers attracted by low
borrowing rates, the relatively cheap dollar, and the uniqueness of City real estate.
Condo and co-op purchases rose 27 percent in the fourth quarter of 2013 from a year ago
to the highest level in more than 25 years. The median sales price for the fourth quarter
was $855,000, up 2.1 percent from 2012Q4. The increase was led by condominiums -
Iargell% accounting for the new developments that are the preferred choice of international
buys.

12 See < http://www.millersamuel.com/files/2014/01/Manhattan_4Q_2013.pdf >, viewed January 19, 2014.
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Figure 52
Home Values in Many Areas Still Well below Their Peaks

014 1

Growth

B Lessthan -16.1%
0-161% to -14.3%
0-142% to  56%
[] Greaterthan  5.6%

Statewide: -19.0 %

Source: Moody's Economy.com

New York State Labor Market Dynamics

Figure 53 below summarizes the State’s private labor-market dynamics from 1993 to
2013. When the State’s economy was booming during the early part of the period, the
gross number of jobs created well exceeded the gross number destroyed. However, the
tide turned in 2001 with the onset of the 2001 national recession. Thus, the State labor
market was already losing momentum when the September 11 attacks occurred. The full
impact of that tragedy on an already weakened economy is seen during the first quarter of
2002, when the gap between the gross rates of job destruction and job creation was at its
widest. The job gap began to close soon afterward, though pausing in early 2003,
perhaps indicating the impact of the Iraq war on the business sector outlook. By late
2003, the economic stimulus provided by the expanding national economy was enough to
bring the State’s 2001-2003 recession to an end.
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Figure 53
NYS Private Sector Employment Dynamics
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A strong U.S. economy combined with strong global growth helped to keep the
State’s net job creation index above 100 percent from the first quarter of 2004 through
the third quarter of 2008. Because a significant portion of the State economy is export-
oriented, particularly the manufacturing sector, there is a strong association between State
export growth and private-sector job growth. But by the first quarter of 2008, a loss of
momentum is discernible. Figure 53 shows the gross rate of job creation starting to fall
in the first quarter of 2008 and the gross rate of job destruction rising by the following
period. The third quarter of 2009 represents a peak in the rate of job destruction and a
trough in the rate of job creation. From that point on, however, the State labor market
shows improvement. The 1.8 percent rate of net job creation in the second quarter of
2013 is consistent with the Budget Division’s 1.7 percent estimate for private sector job
growth in 2013, followed by a slower 1.5 percent increase in 2014.
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BOX 6
ANALYZING PRIVATE SECTOR EMPLOYMENT DYNAMICS AT THE ESTABLISHMENT LEVEL

The expansion or contraction of an industry over time is usually measured by the net change or net
growth in jobs. However, a look beneath the net numbers into the mechanics of job creation and
destruction at the establishment level facilitates a deeper understanding of the underlying dynamics.l
During times when State employment is growing slowly, or even falling, an examination of the underlying
dynamics reveals an extremely active labor market — even in the worst of times, new firms are created and
existing firms add jobs. For example, though private sector employment fell 3.3 percent in 2009, about 23
percent of the State’s business establishments created jobs. The data for this study derive from the
Quarterly Census of Employment and Wages (QCEW) program.2 These data include all establishments
subject to Federal unemployment insurance laws and cover approximately 98 percent of all employment.
For the second quarter of 2013, the most recent period for which data are available, the QCEW data
covered 600,653 private sector establishments in New York State and 7,322,060 private sector employees.

Establishment-level data facilitate the investigation of questions that cannot be addressed at the
aggregate level. Such questions include whether the primary source of job creation is new firm startups or
existing firms that have chosen to expand, or whether net employment growth is the result of an increase
in the rate of job creation or a decrease in the rate of job destruction. Two industries may exhibit the same
net change in employment but one may have a high job turnover rate, resulting from high gross rates of
gains and losses, while the other may have a low turnover rate. Previous studies have found that an
increase in the turnover rate tends to be associated with an increase in net growth.® Hence, the underlying
dynamics may give clues as to the near-term direction of the business cycle, and an industry that suddenly
starts to experience an increase in firm startups or gross job creation may turn out to be a leading industry
in the economy’s next growth phase. Moreover, one can also determine whether new jobs are being
created in relatively high-wage or low-wage industries.

Because QCEW data are not seasonally adjusted, comparisons over time should be restricted to the
same quarter of various years. We therefore analyze job growth relative to the same quarter of the
previous year. Comparability across time also requires normalizing by a common base. Because the jobs
that were eliminated between the two quarters are no longer in the 2013 job count, we follow BLS and
define the base as the average of the two quarters.

The gross number of jobs created between the second quarter of 2012 and the second quarter of
2013 is constructed by adding together the number of jobs created by firm startups (firms which existed
during the second quarter of 2013 but did not exist four quarters prior), expanding firms that existed in both
quarters, and firms created through mergers and acquisitions. Between the second quarter of 2011 and
the second quarter of 2013, a total of 960,616 jobs were created from these three sources. Performing this
calculation for the second quarter of 2013 produces the following:

Startup gain + Existing firm gain + M&A gain _ 960,616
Base 7,258,733

Gross rate of job gain = =13.2%

This result indicates that the State’s gross rate of job creation for the second quarter of 2013 is
13.2 percent. An analysis of job creation at the establishment level also confirms the conventional wisdom
that small firms are the State economy’s primary growth engine. For example, of the nearly one million
gross number of jobs created during the second quarter of 2013, 53.4 percent were created by firms with
less than 50 employees. Another 25.2 percent were created by medium sized firms of between 50 and
250 workers, and the remaining 21.4 percent by large firms with workforces exceeding 250.

We similarly construct a gross rate of job destruction by adding together employment at firms that
existed in the second quarter of 2012 but not in the second quarter of 2013, jobs lost from contracting firms
that existed in both quarters, and jobs lost due to a merger or acquisition. We then divide by the State’s
job base (as defined above), which for the second quarter of 2013 yields:

(continued on next page)

! For a similar analysis for the U.S., see U.S. Bureau of Labor Statistics (BLS), “Business Employment Dynamics: First
Quarter 2011,” <http://www.bls.gov/news.release/pdf/cewbd.pdf>.

% For a detailed description of QCEW data, see 2003-04 New York State Executive Budget, Appendix 1, page 100.

% See R. Jason Faberman, “Job Flows and Labor Dynamics in the U.S. Rust Belt.” Monthly Labor Review, September
2002, Vol. 125, No. 9, pages 3-10.
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(continued from previous page)

Startup loss + Existing firm loss + M&A loss _ 833,962
Base 7,258,733

Gross rate of job loss = =11.5%

This result states that the gross rate at which jobs were lost between the two quarters is 11.5 percent.
Thus, for the second quarter of 2013, the gross rate of job creation exceeded the gross rate of job
destruction. A net index of job creation is constructed by dividing the gross rate of job gains by the gross
rate of job losses. For the second quarter of 2013, this calculation yields:

Gross rate of job gain _132%

Net index of job creation = =115.2%

Gross rate of job loss 11.5%

A net index value of exactly 100 percent implies that the gross number of jobs created is entirely offset
by the number of jobs destroyed; a value above 100 percent, as we see above, indicates that employment
is growing; a value below 100 percent indicates a net job loss, implying the presence of a “job gap.”

As illustrated in the table below, two industries can have similar values for the net index but have very
different underlying dynamics. For example, for the second quarter of 2013, the construction sector and
the health and social assistance sector had similar net indices of job creation of 121.8 percent and 118.6
percent, respectively. However, the construction sector has a much higher turnover rate than the
education sector. Understanding these differences has implications for fine-tuning the Budget Division
employment forecast.

Employment Dynamics Comparison: 2013Q2

Gross rate of job Gross rate of job  Net index of job

Sector (NAICS code) creation destruction creation
Construction (23) 21.0% 17.2% 121.8%
Health & Social Asssitance 10.0% 8.5% 118.6%
(62)
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The State’s Employment and Establishment Base

Figure 54 shows the composition of the State’s employment and establishment base
for the second quarter of 2013 by type of establishment. Startups and shutdowns
accounted for 8.4 percent of the establishment base in 2013Q2. Because these firms tend
to be quite small, averaging only about four employees per firm, they accounted for only
3.0 percent of the State’s private sector employment base. Firms that were either
acquired or absorbed by other firms accounted for 0.9 percent of the establishment base.
The average size of these firms was about 25 employees and accounted for 1.9 percent of
employment.

Figure 54
Composition of State’s Employment and Establishment Base
2013Q2
Employment Establishments

Startups/ Startups/Shut
No Change Shutdowns M&As downs

7.3% 3.0% 1.9% 8.4%

No Change
36.3%

Contracting Expanding
39.7% 48.2%

Contracting
26.6%

Source: NYS Department of Labor; DOB staff estimates.

Existing firms are classified according to whether their employment levels (a)
expanded, (b) contracted, or (c) experienced no change relative to the same quarter of the
prior year. Existing firms represent an overwhelming share of both establishments and
employment: 90.7 percent of the State’s establishment base and 95.1 percent of the job
base. As indicated in the right-hand panel of Figure 54, the three types of existing firms
accounted for somewhat similar shares of establishments: 27.7 percent, 26.6 percent and
36.3 percent, respectively. This tends not to be the case for the shares of the total job
base accounted for by expanding, contracting and “no change” firms, which are
48.2 percent, 39.7 percent, and 7.3 percent, respectively. That the job share of expanding
firms is a significantly higher than that of contracting firms is consistent with the healthy
rate of net job creation for the quarter. The average size of existing firms also varies by
firm type, with those firms experiencing no change in employment averaging less than
three employees, expanding firms averaging 21 employees, and contracting firms
averaging 18.
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Manufacturing

The State has been losing manufacturing jobs for nearly 30 years, and now employs
fewer workers in manufacturing than in finance and insurance; professional, scientific,
and technical services; and trade, transportation and utilities.  Nevertheless, the
manufacturing sector is important Upstate, where it still accounts for a significant share
of private employment.

Figure 55
Manufacturing and Service Sector
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The Budget Division’s forecast for the manufacturing and mining sector represents
the continuation of a long-term decline.®* Since the mid-1970s, New York’s comparative
advantage has shifted away from manufacturing in favor of services (see Figure 55), and
the manufacturing sector continues to experience significant job losses. Competitive
pressures arising from increased globalization have resulted in the decline of State
manufacturing employment virtually every year since 1984, with the rate of job loss
accelerating during recessions.

3 The Budget Division combines manufacturing and mining for forecasting purposes. As of the second
quarter of 2013, mining accounted for less than 0.1 percent of total employment in this category and will be
ignored for the remainder of the discussion.
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Figure 57
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The 0.7 percent decline in manufacturing jobs estimated for 2013 would keep sector
employment 60 percent below its 1984 level of about 1.2 million workers. For 2014,
employment is expected to fall 0.2 percent, to approximately 457,300 workers. These
estimates correspond to projected job losses of 1,100 in 2014. Although there has been a
modestly positive impact from the comeback of the nation’s auto industry, the State’s
manufacturing sector continues to be negatively affected by the less-than-robust national
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economic recovery, the continued globalization of production, and risks associated with
the European debt crisis and the global slowdown more generally. Figure 56 suggests
that slower growth in demand for State exports is likely to result in less demand for New
York State manufacturing workers, with a pick-up expected in 2015 as global growth
improves. Moreover, Figure 57 indicates that the demand for State exports is sensitive to
the value of the U.S. dollar. Consequently, the recent strengthening of the U.S. dollar,
particularly against the Canadian dollar poses a risk to the State’s manufacturing sector in
2014.

Figure 58
Mining and Manufacturing
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In the wake of the 2001-03 State recession, job creation began to rise and job
destruction continued to fall, leading to a net index of job creation of almost 90 percent
by the end of 2004 (see Figure 58). The net index dropped back down to about 82
percent by the second quarter of 2007, consistent with the slowdown in manufacturing
nationwide, in advance of the “official” start of the national recession in December 2007.
Those losses accelerated starting in 2008 due to an increasing rate of job destruction and
a falling job creation rate. Losses continued in 2009, as net creation index reached just
33 percent by the third quarter of 2009, resulting in a decline of 10.9 percent for the year,
the largest in the history of the series. After a brief period of very low growth, the sector
is expected to go back to declines, with a 0.2 percent employment decline in 2014.
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Construction and Real Estate

Despite the fact that New York’s residential housing market experienced less of the
bubble than the rest of the nation, the impact on the labor market was nonetheless severe.
Commercial real estate was also hard hit in the last recession. As a result, the
construction sector was the second hardest-hit during the downturn, after manufacturing.
However, the Budget Division is projecting an increase in construction employment of
2.5 percent for 2014, after a 3.4 percent increase in 2013. Meanwhile, employment in the
real estate, and rental and leasing sector is projected to increase 1.0 percent again in 2014
after an increase of about the same in 2013.

Figure 59
Construction & Real Estate
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Underlying labor market dynamics indicate that the construction and real estate
sectors started to weaken in the second quarter of 2008 with a decline in the rate of job
creation that continued right through the fourth quarter of 2009 (see Figure 59). The rate
of job destruction started to tick up in the second quarter of 2008 and continued unabated
until 2009Q4, when it rate began to fall. Year-ago growth in State construction
employment peaked in the first quarter of 2008, held up by strong levels of activity in the
commercial building sector in 2007, particularly Downstate. Otherwise, construction
employment in the State might have peaked earlier, as it did in the nation.

However, the credit crisis started just as new office space was coming online,
resulting in increased office vacancy rates. For example, office vacancy rates for both
downtown and midtown Manhattan turned upward starting in the first quarter of 2008,
though they were still well below national office vacancy rates (see Figure 60). After
increasing at the end of 2009 and 2010, Manhattan office vacancy rates started to come
down in 2011.
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Figure 60
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The Budget Division outlook for modest construction employment growth in 2013 is
supported by activity already in the pipeline, such as the ongoing reconstruction of the
World Trade Center, a multi-year subway project, and the rebuilding after Superstorm
Sandy. Projects financed by the waning American Recovery and Reconstruction Act
may also help reduce net job losses. Finally, Figure 60 indicates that office vacancy rates
may be leveling off. However, the overhang created by the high volume of activity that
preceded the downturn remains a major source of risk to the recovery of the downstate
real estate market.

Regional data indicate that the housing sector growth has positively impacted
construction employment in most of the State’s regions, with these regions reporting
higher employment in the first of half of 2013 compared to the same period in 2012. The
greatest construction employment increases occurred in the Long Island (6.0 percent),
New York City (3.2 percent), Central New York (2.5 percent) and Hudson Valley (2.0
percent).
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Trade, Transportation, and Warehousing

The Budget Division projects this sector will gain about 15,000 jobs in 2014, for an
increase of 1.0 percent, after 0.8 percent growth in 2013. The retail trade, wholesale
trade, and transportation and warehousing segments are among the more cyclically
sensitive industrial sectors, and were hit hard by the recent recession. As Figure 61
shows, this sector experienced large “job gaps” in both State recessions of 2001-2003 and
September 2008-December 2009. In the more recent recession the sector lost jobs for six
consecutive quarters, from the fourth quarter of 2008 through the first quarter of 2010.
Although the gross job destruction rate took a huge dive during the first quarter of 2010,
the net index turned positive in the following quarter. Growth did pick up over the
course of 2010, reaching a 1.9 increase during the first quarter of 2011, later tailing off.

For 2014, the Budget Division projects increases of 0.6 percent for wholesale trade,
1.2 percent for retail trade and 1.0 percent for transportation and warehousing. These
increases represent a stronger growth from what each subsector posted in 2013 and are
consistent with both higher national and State income growth and the anticipated growth
in international trade.

Figure 61
Trade, Transportation, and Warehousing
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Information (Media and Communications)

The information sector, which includes publishing, motion pictures, broadcasting, and
telecommunications, is the most regionally concentrated industrial sector with almost 60
percent of State employment located in New York City. The information sector is
estimated to have gained about 460 jobs in 2013, after experiencing an impressive
increase in 2012. The relatively outsized gains in 2012 appear to be related to the
penetration of the New York City market by the social media industry and are not
expected to be repeated at that scale going forward. Job gains of only 1,120, or 0.4
percent, are expected in 2014.

The information sector was among the hardest hit in the State during the 2001-2003
recession and was extremely negatively affected by the collapse of the internet/high-tech
bubble. Employment in the sector, which reached its most recent peak in 2001, has to
date failed to recover to that level, and had been trending downward even before the
2008-2009 State recession hit. In addition, this sector was once one of the most dynamic
sectors in the State, exhibiting gross rates of job creation and destruction generally well
above statewide averages, but this dynamism has waned with the contraction of the
industry (see Figure 62).

Figure 62
Information
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Finance and Insurance

Another volatile year in the financial markets has had its impact on employment in
one of the State’s leading sectors, finance and insurance. The Budget Division estimates
that this sector lost 3,700 jobs in 2013, for a 0.7 percent annual decline. Job cuts are
expected to continue with a loss of 1,230 jobs in 2014, a 0.3 percent decline. As has been
the case in the past, it could take many years before Wall Street fully recovers from one
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of the most cataclysmic periods in its history. For example, after the stock market crash
of 1987 and the national recession of 1990-91, it took ten years for the securities industry
to recover its previous employment peak; this time it could take longer. The Budget
Division does not project that the finance and insurance sector will reach its pre-recession
2007Q3 peak of 547,000 jobs before the end of the forecast horizon in 2022. As might
be expected, most of the sector’s losses from 2008-2010 period occurred in New York
City, and that is expected to be the case in 2014 as well.

Figure 63
Finance and Insurance
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During the middle of the past decade, the finance and insurance sector had been a
bright spot for the State’s economy (see Figure 63). The jobs lost during the 2001-2003
recession lowered industry compensation costs and helped Wall Street firms to increase
profits significantly by 2003. After three years of job losses, strong revenue and profit
performances resulted in the sector’s net job creation index rising above 100 in 2004; it
remained there through 2007. During these years, employees received record salaries and
bonuses and State personal income tax revenues soared. In addition, both job creation
and job destruction rates climbed to about 20 percent in 2005, proving this sector to be
one of the State’s most dynamic. Between the middle of 2005 and the end of 2007 the
rates of job creation and destruction moved in parallel, with the latter remaining above
the former, implying net job growth.

With the start of the credit crisis that began during the summer of 2007, the finance
and insurance sector’s rate of job creation began to fall, with the net creation index falling
below 100 by the first quarter of 2008. The sector’s rate of job destruction took a sharp
upward turn in the fourth quarter of that year, coinciding with the shock to the global
financial sector generated by the fall of Lehman Brothers. The sector lost 9,500 jobs in
2008, and a record 38,300 jobs were lost in 2009. During this period, the sector was
facing the most severe downturn since the Great Depression. However the job
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destruction index started to decline at the end of 2009 and continued to do so until the
second quarter of 2011. On the other hand, the job creation index started to increase
during 2010, with the net index turning positive at the end of that year. Job losses faded
to 9,200 during 2010. While the new recruitment efforts of early 2011 kept the net index
positive during the first half of the year, it is estimated to have turned negative by the
fourth quarter, with the layoffs continuing to be announced by Wall Street’s largest firms.

Professional and Business Services

This sector is expected to help lead State employment gains in 2014. It includes two
groups of industries: the professional, scientific, and technical services sector (PST),
which encompasses legal, accounting, architectural, engineering, advertising, and
technical services; and the management, administrative, and other business support
services group. The Budget Division estimates that the PST subsector saw an estimated
gain of 2.3 percent, or 13,940 jobs, in 2013, to be followed by a gain of 2.0 percent, or
11,940 jobs, in 2014. The management, administrative, and support services sector is
expected to follow a similar trend with a 2014 gain of 14,390 jobs, or 2.4 percent, after a
2013 gain of 18,640 jobs, or 3.3 percent. This sector includes temporary help services,
which helps to explain its earlier recovery.

Figure 64
Professional and Business Services
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Temporary help services are one of the first employment classes to grow following a
downturn, consistent with the substantial improvement in this sector coming out of
recessions. Many firms hire temporary workers in the early months following a
recession, being uncertain as to whether an increase in the demand for their products will
be sustained. This contributes to the high job turnover rate in this sector, as well as to its
cyclical sensitivity.
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Meanwhile, in the PST subsector, the most recent recession led to a dramatic increase
in the job destruction index, and decrease in job creation index, which in turn pushed
down the net creation index down to a level even worse than in the 2001-2003 State
recession (see Figure 64). Since the second quarter of 2010, the trends in those two
indexes have reversed, leading to the highest rate of net job creation since the 2007 peak
level by the second quarter of 2011. The State’s PST sector serves both a national and an
international customer base; thus, growth in U.S. corporate profits and an improving
global economy imply growth in this sector going forward in 2014.

Education and Health Care
The private education and healthcare and social assistance sectors have exhibited
consistent strength and remain the brightest spots in the employment forecast (see Figure

65). Together, these two sectors are expected to add about 31,220 new jobs in 2014 for
growth of 1.9 percent.

Figure 65
Education, Health Care, and Social Assistance
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The health care industry is the larger of the two, employing an estimated total of
almost 1.3 million workers in 2013. The private education sector is estimated to employ
only about 317,100, as it excludes more than 600,000 workers employed at public
educational institutions. Typically, neither of these sectors exhibits a significant degree
of cyclical sensitivity. Although there is the pressure on public sector spending, an
important funding source for the private health care sector, State health industry
employment saw some growth in the history of the QCEW series in 2013. The demand
for jobs within the health care and social assistance sector is expected strengthen further
with the aging of the State’s population going forward. Private education employment is
projected to rise 2.5 percent for 2014, following estimated growth of 1.4 percent for
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2013. Healthcare and social assistance employment is also projected to rise 1.7 percent
in 2014, following estimated growth of 1.6 percent for 2013.

Leisure, Hospitality, and Other Services

The Budget Division expects leisure, hospitality, and other services employment to
increase by 2.6 percent in 2014, following an increase of 3.3 percent in 2013. The
national and global recessions had a severe impact on this sector, particularly in the arts,
entertainment, and other tourism-related industries, not unlike the impact of the
September 11 attacks (see Figure 66). In that case, the gross rate of job destruction
increased considerably during the fourth quarter of 2001 and the first quarter of 2002,
although the sector began to bounce back soon thereafter.

During the more recent State recession, the net index started falling in the first quarter
of 2008 and was below 100 by the first quarter of 2009. The sector’s rate of job
destruction peaked early, in the second quarter of 2009, and the sector has been
improving since, experiencing net growth by the first quarter of 2010. Since then this
sector has experienced strong growth, mainly due to the improvement of the job
destruction index, which led to the highest net creation index since 2001 in the first
quarter of 2011. This sector is estimated to have added almost 36,930 jobs in 2013, and
IS expected to add another 30,260 jobs in 2014, with the gradual strengthening of the
national and global economies favoring tourism.

Figure 66
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Regional Job Growth Disparity

Figure 67 indicates that since the start of the last State recovery in late 2003,
employment growth has been quite variable across the State’s regions. Between October
2003 and October 2008 the State’s private sector added 338,400 jobs, a 4.8 percent
increase. Fully 74.7 percent of these jobs were added in New York City, which saw a
private sector increase of 252,700, or 8.4 percent. This strong growth is no surprise given
the robust performance of the City’s services industries, because their market is not just
national but global. Employment growth in the downstate region excluding New York
City was weaker, at 2.6 percent, a gain of 38,500 jobs. However, growth in the upstate
region was still weaker, with the private sector adding only about 47,200 jobs during the
period, for growth of 1.9 percent.

By the middle of 2008, the national recession and the housing market contraction
began to hit New York. As shown in Figure 67, the downstate region outside of New
York City was the first to be affected. But the New York City labor market took a big hit
when the credit crisis intensified with the fall of Lehman Brothers in September 2008.
Most of the job losses in the financial and business services sectors were in the City. In
addition, the synchronized global economic recession put significant downward pressure
on the City’s tourism-related establishments, including airlines, hotels, and restaurants,
resulting in severe job losses.

Figure 67
NYS Private Sector Employment by Region
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Note: Upstate is defined as the State total minus the ten downstate counties.
Source: NYS Department of Labor (CES).

Meanwhile, the upstate economy’s continued relative dependence on manufacturing,
in particular the auto, machinery and equipment industries, meant that the weakening
demand for cars and light trucks, and investment goods more generally, resulted in
extensive layoffs, especially in the western part of the State. But as Figure 67 also
shows, job losses turned to growth in 2010, starting in New York City and spreading to
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the remainder of the State later in the year, consistent with the beginning of recovery in
January 2010. Job growth in the rest of downstate began to deteriorate close to the
beginning of 2011, presumably negatively affected by the many setbacks that plagued the
economy that year, particularly in the finance sector. By the end of the year, the region
was experiencing either slow or no growth on a year-ago basis. Those same setbacks
caused job growth in New York City to decelerate by the middle of the year. However,
jobs in upstate are less concentrated in the financial sectors and thus kept growing in
2011. That trend reversed itself in 2012 with the intensification of the global slowdown.
With upstate and rest of downstate employment growth decelerating, only New York
City’s labor market appeared to be strengthening over the course of 2012. However, both
New York City and the rest of Downstate experienced job losses in November in the
wake of Superstorm Sandy, losses which turned out to be temporary. The job market in
these areas started to pick up in 2013.

Figure 68 compares the relative performance of New York’s 10 regions between the
first half of 2012 and the first half of 2013, the most recent period for which the most
accurate data — Quarterly Census of Employment and Wages (QCEW) data — are
available. These data indicate that job growth over the period, was broad-based. Private-
sector employment for the State as a whole grew 1.6 percent over the period, with the
downstate regions showing faster growth of 2.1 percent. Meantime, the upstate region
grew 0.3 percent. A more detailed analysis of regional employment trends can be found
in Table 9 through Table 12 on pages 116-117.

Figure 68
Regional Employment Growth: 2012H1-2013H1
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Risks to the New York Forecast

All of the risks to the U.S. forecast apply to the State forecast as well, although as the
nation’s financial capital, developments that have an impact on credit markets, such as
rising interest rates and equity market gyrations, pose a particularly large degree of risk
for New York. As demonstrated above, the surge in equity markets during the second
half of last year put prices at historic highs relative to earnings, creating the risk of an
even greater dose of volatility than usual. That volatility can be quite destabilizing to the
financial sector and ultimately bonuses and State wages overall. These risks are
compounded by the uncertainty surrounding the implementation of financial reform,
which is already altering the composition of bonus packages in favor of stock grants with
long-term payouts and claw-back provisions, thus affecting the forecast for taxable
wages. As financial regulations evolve, it is becoming increasingly uncertain as whether
finance sector revenue generating activities such as trading, lending, and underwriting
will ever return to pre-crisis levels, resulting in additional risk to the forecasts for bonuses
and personal capital gains.

There are, however, some upside risks to DOB’s New York economic outlook as
well. A stronger national or global economy than projected could increase the demand
for New York goods and services, resulting in stronger job growth than projected. Such
an outcome could lead to stronger levels of business activity and income growth than
anticipated. If corporate earnings surprise to the upside, a stronger and earlier upturn in
stock prices could result, stimulating additional financial market activity, and producing
higher wage and bonus growth than currently projected. Of course, a stronger national
economy could force the Federal Reserve to raise interest rates earlier or more rapidly
than projected, which could negatively affect the State economy and the financial sector
in particular. The Federal Reserve is in uncharted waters as it plans its exit from an
extraordinary period in the history of monetary policy. The risks associated with the
execution of that plan are particularly acute for New York.
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BOX7
THE NEW YORK STATE DIVISION OF THE BUDGET
NEW YORK MACROECONOMIC MODEL

DOB’s New York Macroeconomic model (DOB/N.Y.) attempts to capture the fundamental linkages
between the New York and the national economies.” Clearly, New York’s economy depends on economic
developments in the U.S. economy, usually expanding when the national economy is growing and
contracting when the nation is in recession. However, this relationship is neither simple nor static. The
growth rate of the State’s economy can vary substantially in comparison to the nation. For example, during
the 1990-91 national recession, the State’s recession began noticeably earlier and ended significantly later
than for the nation as a whole. Alternatively, during the early 1980s recession, the State’s economy fared
better than the nation.

The objective of DOB/N.Y. is to quantify the linkages between the national and State economies within
an econometric modeling framework. DOB/N.Y. is a structural time series model with most of the
exogenous variables derived from DOB/U.S. In general, the long-run equilibrium relationships between
State and national economic variables are captured by a cointegration/error-correction specification, while
the State’s specific dynamics are modeled using a restricted vector autoregressive (RVAR) framework.
DOB/N.Y. has four major components: a nonfarm payroll employment segment, a real nonbonus average
wage segment, a bonus payment segment, and a nhonwage income segment.

Employment

The national economy affects New York employment through two channels. First, if State employment
growth for a specific sector is related to the growth of the U.S. employment in the same sector, U.S.
employment for that sector is specified as an exogenous variable in the equation. Second, overall U.S.
economic conditions, as measured by the growth of real U.S. GDP, is included either directly in the
employment equations for some sectors or indirectly through the VAR relationships.

Intra-sectoral relationships for New York employment can be different from those for the nation as a
whole. These relationships are captured in a restricted VAR model where the impact of one sector on
other sectors is explicitly specified.

Average Real Nonbonus Wages

Our analysis suggests the existence of a long-run equilibrium relationship between real nonbonus
average wage for most New York sectors and the national real average wage. Thus, the State average
real nonbonus wage by sector is modeled in a cointegration/error-correction framework. This modeling
approach is based on the belief that, since both labor and capital are free to move in a market economy,
regional differences in labor costs tend to converge toward their long-run equilibrium values, though this
process may take quite a long time. This formulation allows for short-run adjustments towards equilibrium,
which describe the short-run dynamics of State-specific economic conditions.

Bonus Income

The DOB model for finance and insurance bonus income incorporates those factors that drive Wall
Street profits: merger and acquisition activity, IPOs, and the volume of debt underwriting. Our analysis
shows that bonuses paid in the State’s other economic sectors tend to have long-term equilibrium
relationships with those paid in the finance and insurance sectors; more technically, bonus payments in the
financial services sector are cointegrated with bonuses paid in most other sectors. Consequently, the
results from the finance and insurance sector bonus model are used to estimate bonuses paid in other
sectors.

Nonwage Incomes and Other Variables

The New York nonwage components, except for the residence adjustment, are all driven by their
national counterparts. The relationship is modeled as a change in the New York variable, as a function of
a change in the U.S. nonwage counterpart, along with lags of the independent and dependent variables as
appropriate to account for short-term fluctuations.

! For more information, see New York State Economic, Revenue and Spending Methodologies, November,
2011, <http://www.budget.ny.gov/pubs/supporting/MethodologyBook.pdf>.
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TABLE 9
NEW YORK STATE PRIVATE EMPLOYMENT BY INDUSTRY
Employment in Thousands Percent Change
INDUSTRY 2009 2010 2011 2012* 2013 2009 2010 2011 2012*
Mining and Manufacturing 479.0 4605 4615 461.6 456.4 (10.9) (3.9 0.2 0.0
Construction and Real Estate 501.7 4819 4836 4915 489.8 (7.9) 4.0 0.4 1.6
Trade, Trans., and Warehousing  1,408.6 1,413.5 14389 1,464.5 1,456.0 4.6) 0.3 1.8 1.8
Information 2515 2513 2545 2583 256.6 @0 (01 13 15
Finance and Insurance 4963 4871 4974  496.2 490.0 (7.2) (1.9 2.1 0.2)
Business and Professional Svs. 1,094.2 1,0959 1,131.0 1,166.6 1,181.2 (5.1) 0.2 3.2 31
Education and Health Care 1,549.0 1,579.9 16042 1,627.9 1,653.1 1.7 2.0 15 15
Leisure, Hospitality, and Other Sve 1,028.4 1,052.7 1,092.0 1,135.0 1,145.7 (L1) 24 3.7 3.9
Other ** 84.2 84.2 86.2 81.9 87.1 6.1 (0.0) 24 (5.0)
Statewide 6,892.9 6,906.9 7,049.3 71834 7,215.9 (3.6) 0.2 21 1.9

* Levels for 2013 are based on the first two quarters of the year; 2013 growth rates are relative to the same period in 2012.
** Includes agriculture, utilities, and unclassified firms.

TABLE 10
NEW YORK STATE PRIVATE EMPLOYMENT BY REGION
Employment in Thousands Percent Change
REGION 2009 2010 2011 2012* 2013 2009 2010 2011 2012*
New York City 3,015.9 3,042.8 3,1304 3,217.8 3,267.9 (3.4 0.9 2.9 2.8
Long Island 9919 9955 10115 11,0273 1,029.6 (4.0 0.4 1.6 1.6
Hudson Valley 699.6 697.7 709.8 716.4 712.6 (4.2) 0.3) 17 0.9
Capital District 3781 3749  380.1 387.3 385.1 2.9 0.9 14 1.9
Mohawk Valley 127.7 1267  126.2 126.4 124.0 (2.8) 0.8) 0.4 0.2
North Country 1047 1046  104.0 104.1 102.4 (3.5 0.1) (0.6) 0.1
Central New York 2752 2726 2749 2759 273.4 (3.9 (1.0 0.9 0.4
Southern Tier 2284 2274 2287 230.2 228.1 4.4) (0.5) 0.6 0.6
Western New York 498.6 4988 504.6 508.6 504.4 (3.5 0.0 1.2 0.8
Finger Lakes 4426 4428 449.6 4533 4483 (3.4 0.0 15 0.8
Unclassified 130.1 1231 1295 136.1 140.1 2.9 (5.4) 5.2 5.1

* Levels for 2013 are based on the first two quarters of the year; 2013 growth rates are relative to the same period in 2012.

TABLE 11

REGIONAL EMPLOYMENT SHARES BY INDUSTRY
Constr. Trade, Educ. & Leisure,
Mining/ &Real Trans. & Finance and Bus. & Health  Hosp. &
REGION Manuf. Estate ~ Wareh. Info.  Insurance Prof. Svs. Care Other Svs.
New York City 2.3 7.1 17.3 5.0 9.5 18.6 23.2 16.1
Long Island 7.1 7.6 24.1 2.2 5.1 15.3 219 15.6
Mid Hudson 6.6 7.6 234 24 41 13.6 24.2 16.6
Capital Region 83 6.4 216 2.4 5.6 14.6 23.3 16.6
Mohawk Valley 13.0 4.4 24.7 1.9 5.5 8.0 26.6 14.9
North Country 10.4 6.5 25.9 17 23 6.9 24.1 19.2
Central New York 11.1 6.3 23.8 1.7 4.7 12.7 21.2 16.2
Southern Tier 16.1 4.9 20.3 17 3.6 9.9 26.6 15.3
Western New York 13.2 5.5 21.8 1.6 5.2 14.8 19.9 17.1
Finger Lakes 14.8 5.8 19.5 2.0 34 14.5 23.3 14.9
Statewide 6.3 6.9 203 3.6 6.8 16.3 226 15.9

Note: Shares are based on the period from 2012Q3 through 2013Q2.
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TABLE 12
REGIONAL EMPLOYMENT TRENDS: 2009-2013
Region Employment (000's) Percent Change
2009 2010 2011 2012* 2013 2009 2010 2011 2012* 2013
Manufacturing and Mining
New York City 81.6 76.3 74.8 76.0 75.0 (14.4) 6.5) (1.9) 1.6 (1.0
Long Island 74.4 72.7 72.7 73.4 73.0 (8.0) (2.3) 0.1) 1.1 0.2)
Hudson Valley 51.8 49.8 48.7 47.9 47.6 9.5) 4.0) 2.1) (1.6) (0.6)
Capital District 29.4 28.9 30.2 31.5 32.4 (8.9) (1.6) 4.4 4.3 4.3
Mohawk Valley 17.0 16.7 16.5 16.5 16.3 9.5) (2.1) (1.3) 0.3 (1.4)
North Country 11.9 11.4 10.9 10.8 10.8 (12.5) 4.9) 3.7) 0.9) 0.9
Central New York 33.5 32.3 32.3 30.9 30.4 (11.1) (3.6) 0.2) 4.2) (2.0
Southern Tier 40.0 38.0 38.1 37.6 36.6 (11.3) (5.2) 0.5 (1.3) (2.7)
Western New York 67.3 65.8 67.7 67.7 66.8 12.1) 2.2) 2.8 0.1 (1.0)
Finger Lakes 70.4 67.7 68.5 68.0 66.2 9.9) (3.9) 1.2 0.8) (2.6)
Unclassified 1.4 0.9 1.1 1.1 1.4 (9.6) (38.7) 21.3 5.7 22.4
Statewide 479.0 460.5 4615 461.6 456.4 (10.9) (3.9) 0.2 0.0 (0.8)
Construction and Real Estate
New York City 233.1 2253 2243 2288 2322 6.1) (3.3) 0.4) 2.0 3.2
Long Island 79.0 74.9 74.4 76.3 78.4 (10.0) (5.2) (0.6) 2.5 6.0
Hudson Valley 57.7 53.5 54.5 53.9 53.7 (12.8) (7.2) 1.7 (1.0) 2.0
Capital District 25.2 24.2 24.4 24.8 23.9 (7.0) 4.2) 0.9 1.7 0.6
Mohawk Valley 6.0 5.7 5.5 5.5 51 (7.3) (4.6) (2.4) 0.7) (0.3)
North Country 7.6 7.3 6.9 6.8 6.2 (5.7) 4.0) (5.0) (1.5) (0.8)
Central New York 17.3 16.9 16.6 17.2 16.5 (7.3) (2.5) (1.6) 3.8 2.5
Southern Tier 11.3 11.2 11.4 11.5 10.7 (5.6) (1.2) 1.8 0.9 (1.9)
Western New York 28.3 27.7 28.4 28.1 26.4 (5.6) (2.0) 2.6 (1.0) (1.8)
Finger Lakes 25.4 25.1 25.4 26.3 25.1 6.7) (1.2) 0.9 3.8 0.8
Unclassified 10.9 10.1 11.8 12.2 11.5 (16.4) (7.0) 16.5 3.5 (1.3)
Statewide 501.7 4819 483.6 4915 48938 (7.9) 4.0) 0.4 1.6 2.6
Trade, Transportation, and Warehousing
New York City 519.3 529.1 544.1 559.0 561.8 4.2) 19 2.8 2.7 1.7
Long Island 2446 2443 2458 249.2 2481 (5.8) 0.1) 0.6 1.4 0.3
Hudson Valley 163.2 162.2 165.9 168.1 166.2 (5.0) (0.6) 2.3 1.4 0.3)
Capital District 82.9 82.1 82.8 84.0 82.6 (3.5) (1.0 0.8 1.5 0.4)
Mohawk Valley 32.1 31.4 31.3 31.3 30.7 (3.4) (2.1) 0.4) 0.1 0.9)
North Country 27.9 27.7 27.3 27.1 26.5 (2.6) 0.5) (1.5) 0.8) (0.5)
Central New York 64.8 64.0 64.9 66.0 65.1 @4.2) 1.3) 1.4 17 0.4)
Southern Tier 454 45,5 46.3 47.0 46.0 4.6) 0.1 1.7 1.6 (1.1)
Western New York 108.9 108.5 109.9 111.4  109.3 4.9) 0.3) 1.2 1.4 (0.6)
Finger Lakes 87.7 88.3 88.9 89.2 86.9 4.0) 0.6 0.7 0.3 (1.5)
Unclassified 31.8 30.3 31.8 32.1 32.6 (6.0) 4.6) 49 0.8 4.0
Statewide 1,408.6 1,413.5 1,4389 1,464.5 1,456.0 4.6) 0.3 1.8 1.8 0.5
Information

New York City 148.4 149.8 157.3 161.5 161.2 (5.4) 0.9 5.0 2.7 0.2
Long Island 26.2 24.0 23.4 23.1 23.0 2.0 8.1) (2.6) 1.2) 0.5)
Hudson Valley 19.0 18.5 17.7 17.8 16.9 (9.6) (2.6) 4.3) 0.7 6.9)
Capital District 10.5 10.0 9.8 9.6 9.4 (2.3) 4.8) (2.0 (1.9 2.7
Mohawk Valley 3.0 2.8 2.6 2.5 2.3 4.8) 6.1) (8.5) (5.5) 6.5)
North Country 1.9 19 1.8 1.8 1.8 (3.6) (3.3) (1.8) (2.0 (2.6)
Central New York 5.3 5.1 5.1 4.9 47 (8.8) (3.8) (1.8) (3.9) 4.3)
Southern Tier 4.1 3.9 39 3.9 4.0 6.9) (3.9 0.6) 0.1) 3.5
Western New York 8.9 8.5 8.4 8.4 8.3 3.4 4.6) 1.1) 0.0) 2.5)
Finger Lakes 9.9 9.4 9.2 8.8 8.8 (5.0) (5.1) 3.0) 4.1) 2.4
Unclassified 14.3 17.3 15.4 16.1 16.2 11.9 21.3 (11.0) 4.2 6.8
Statewide 251.5 251.3 2545 258.3  256.6 4.0) (0.1) 1.3 1.5 0.2)

(Cont'd on next page)
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REGIONAL EMPLOYMENT TRENDS: 2009-2013 (cont'd)

Region Employment (000's) Percent Change

2009 2010 2011 2012* 2013 2009 2010 2011 2012*
Finance and Insurance

New York City 310.3 305.8 3157 3134 3075 8.1) (1.4) 3.2 0.7)
Long Island 52.1 52.1 52.2 52.5 52.5 (7.9 0.1 0.1 0.7
Hudson Valley 30.4 29.7 30.0 29.4 29.2 6.4) (2.5 1.0 (1.9
Capital District 21.6 21.3 214 21.5 21.6 (2.3) (1.4) 0.3 0.8
Mohawk Valley 7.2 7.1 7.1 7.0 7.0 (5.5) (1.9) 0.8 (1.8)
North Country 25 2.5 2.5 2.5 2.3 (2.3) (0.5) 0.0 (0.9)
Central New York 13.9 13.5 13.6 13.3 12.9 (5.1) (2.5) 0.6 (1.9)
Southern Tier 8.8 8.7 8.7 8.5 83 (3.5) (1.9) 0.1 (2.6)
Western New York 26.4 25.6 26.0 26.5 26.3 @a.7) (2.8) 1.7 1.6
Finger Lakes 14.7 14.6 14.9 15.1 15.3 (3.9 0.9) 2.4 1.6
Unclassified 8.4 6.3 5.3 6.5 7.2 4.00 (25.7) (149 21.5
Statewide 496.3 487.1 497.4 4962  490.0 (7.2) (1.9) 2.1 0.2)
Professional and Business Services
New York City 549.4 553.8 573.1 5940 606.8 (5.5) 0.8 3.5 3.6
Long Island 147.6 1467 1517 156.8 157.3 (5.8) (0.6) 34 33
Hudson Valley 91.4 91.8 94.5 97.1 96.8 4.9) 0.5 2.9 2.7
Capital District 56.4 54.9 55.6 56.9 56.5 (5.6) (2.6) 1.2 23
Mohawk Valley 10.0 9.9 9.9 10.2 9.9 (6.1) 0.7) 0.5 3.1
North Country 7.1 7.1 7.0 7.0 7.2 (9.6) (0.3) (0.9) 0.7
Central New York 35.5 34.7 35.2 35.0 34.7 (3.5) 2.2) 13 (0.5)
Southern Tier 211 21.7 21.9 224 23.0 8.5 2.9 1.1 2.2
Western New York 72.6 74.0 74.3 75.0 74.5 (2.1) 19 0.4 0.8
Finger Lakes 60.1 60.9 63.0 65.5 65.6 (5.0 14 3.5 3.8
Unclassified 43.1 40.4 44.6 46.7 48.8 1.7) 6.2) 10.3 47
Statewide 1,094.2 1,0959 1,131.0 1,166.6 1,181.2 (5.1) 0.2 3.2 3.1
Education, Health Care, and Social Assistance
New York City 7015 7144 7273 7460 766.8 1.9 1.8 1.8 2.6
Long Island 212.2 222.1 226.7 2268 2274 1.7 4.6 2.1 0.0
Hudson Valley 167.3 170.7 173.0 173.4 174.5 1.5 2.0 13 0.2
Capital District 86.2 87.4 88.9 90.3 91.1 1.2 13 1.7 1.6
Mohawk Valley 333 335 33.6 335 335 2.9 0.8 0.3 0.3)
North Country 24.5 25.0 25.2 25.1 25.3 14 2.1 0.6 0.2)
Central New York 56.2 56.6 57.3 58.3 58.7 0.3 0.8 1.2 1.6
Southern Tier 60.4 60.9 60.7 61.1 61.4 0.3 0.8 (0.4) 0.7
Western New York 99.0 100.3 100.6 101.2 1015 2.2 13 0.3 0.6
Finger Lakes 1024 1041 1052 1053 106.0 17 17 1.0 0.1
Unclassified 5.9 4.8 5.7 6.9 6.8 12.6 (19.6) 19.8 21.7
Statewide 1,549.0 1,579.9 1,604.2 1,627.9 1,653.1 1.7 2.0 15 15
Leisure, Hospitality, and Other Services
New York City 4450 460.3 4846 5127 526.6 0.7) 34 5.3 5.8
Long Island 1450 1479 153.7 1589 15838 (1.8) 2.0 3.9 34
Hudson Valley 107.7 110.3 114.3 117.9 116.7 (2.3) 24 3.6 31
Capital District 61.4 61.6 62.6 64.1 63.0 0.9) 0.3 17 2.3
Mohawk Valley 18.0 18.4 18.4 18.7 18.2 (0.6) 2.3 0.2 15
North Country 18.5 18.9 19.5 20.0 19.2 (2.5) 2.5 3.1 2.6
Central New York 42.9 43.4 44.0 44.4 44.5 (1.4) 1.1 1.4 0.9
Southern Tier 33.7 34.2 34.4 34.9 34.7 (0.3) 1.6 0.5 15
Western New York 82.2 83.4 84.4 85.7 86.6 0.2) 14 1.2 15
Finger Lakes 63.4 64.3 66.0 66.9 66.7 0.2) 15 2.7 13
Unclassified 10.8 9.9 9.9 10.8 10.7 (10.2) (7.9) 0.5 8.8
Statewide 1,028.4 1,052.7 1,092.0 1,135.0 1,145.7 1.1 2.4 3.7 3.9

2013
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0.1
15

0.8
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4.2
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1.2
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2.3
31
1.7
6.6
3.2

* Levels for 2013 are based on the first two quarters of the year; 2013 growth rates are relative to the same period in 2012.

Source: NYS Department of Labor.
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NEW YORK STATE ADJUSTED GROSS INCOME

Receipts from the personal income tax account for almost 60 percent of the State’s
total tax revenue stream. New York State adjusted gross income (NYSAGI) is the
measure of taxable income from which taxpayers’ personal income tax liability is
computed in conformity with New York State tax laws.* Detailed knowledge of the
composition of this personal income tax base and its determinants is critical to accurately
projecting New York’s largest revenue source. At the aggregate level, the components of
NYSAGI such as dividend income or capital gains income vary with State and Federal
economic indicators. The Budget Division’s forecast of the components of personal
income forecast will thus depend on the linkages between NYSAGI and the outlook for
both the national and State economies.

NYSAGI growth coming out of the recession has been volatile and relatively low in
accordance with a sustained but slow recovery at the State and national levels, robust
equity market growth and, as will be discussed later in more detail, income shifting.
NYSAGI growth fell to 2.9 percent in 2011 after 7.1 percent growth in 2010 largely
because taxpayers realized capital gains early and employers distributed dividends and
bonuses early in anticipation of the expiration of lower tax rate at the end of 2010 that
never materialized after a last-minute political effort to postpone the sunset of the Bush
tax cuts (see Figure 69). A pick-up in the recovery and income shifting in response to the
sunset of the Bush tax cuts at the end of 2012 is estimated to have accelerated taxable
income growth to 8.8 percent in 2012. Despite the increased strength of the economy and
very bullish equity markets, the Budget Division expects much weaker 2.0 percent
taxable income growth in 2013, mainly due to the income shifting (see Table 13).

Figure 69
The Indicators of New York State’s Tax Base
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Source: NYS Department of Taxation and Finance; Moody's Analytics; DOB staff estimates.

1 Box 8 on page 130 discusses in detail the relationship between three important indicators of the size of
the State’s personal income tax base, personal income tax liability, NYSAGI, and state personal income.
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The Major Components of NYSAGI

Budget Division forecasts for the components of NYSAGI are based on detailed
historical tax return data from samples of State taxpayers through the 2011 tax year,
made available by the New York State Department of Taxation and Finance. For 2012,
preliminary processing data based on the entire population of tax returns are used to
construct estimates for all of the income components.

Although the measure of taxable wages derived from State tax returns does not
precisely match the dollar amount derived from Quarterly Census Employment and
Wages (QCEW) data, they tend to follow a similar trend. Therefore, projected growth
rates for taxable wages from 2012 onward are based on the forecast of growth for total
State wages derived from the Budget Division New York macroeconomic forecast, which
is based on QCEW data.

TABLE 13
CHANGES IN NYSAGIAND ITS MAJOR COMPONENTS

2008 2009 2010 2011 2012* 2013 2014 2015

Actual Estimated ---------------

NYSAGI

Level ($ Billions) 662.1 596.5 638.9 657.3 715.0 729.6 771.3 809.8

Change ($ Billions) (63.2) (65.6) 42.4 18.4 57.7 14.6 41.6 38.6

% Change 8.7) 9.9 7.1 29 8.8 2.0 5.7 5.0
Wages

Level ($ Billions) 492.9 463.9 482.4 499.4 516.9 525.4 553.6 578.8

Change ($ Billions) 7.3 (29.0) 18.5 17.0 17.4 8.5 28.2 25.2

% Change 1.5 (5.9) 4.0 35 35 1.6 5.4 4.6
Capital Gains

Level ($ Billions) 57.0 33.9 48.7 52.8 80.5 78.4 82.5 86.6

Change (4 Billions) (61.3) (23.1) 14.9 4.1 27.7 2.1) 4.1 4.1

% Change (51.8) (40.6) 43.8 8.4 525 (2.6) 5.2 5.0
Partnership/S Corporation

Level ($ Billions) 75.8 70.4 71.0 71.5 77.2 83.4 89.4 97.3

Change ($ Billions) 5.1 (5.4) 0.6 0.5 5.7 6.2 6.0 7.9

% Change 7.2 (7.1) 0.9 0.7 8.0 8.0 7.2 8.8

Source: NYS Department of Taxation and Finance; DOB staff estimates.

* 2012 Estimates are based on processing data except for wages.

Positive Capital Gains Realizations

The fate of NYSAGI is closely linked to the fate of capital gains realizations, both
because of the relatively large share of income from positive capital gains realizations
and because of the highly volatile nature of this income component. New York taxpayers
lost a combined $84.4 billion in capital gains realizations between 2007 and 2009, falling
51.8 percent in 2008 and another 40.6 percent in 2009 (see Table 13). At its peak in
2007, positive capital gains realizations had contributed 16.3 percent to NYSAGI, a share
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that fell to as low as 5.7 percent by 2009. In 2010, capital gains realizations experienced
strong growth of 43.8 percent, followed by much lower 8.4 percent growth in 2011. The
Budget Division’s forecast implies 52.5 percent growth for 2012, followed by a
2.6 percent decline for 2013 and slow growth of 5.2 percent growth in 2014 and
5.0 percent in 2015.

The Budget Division’s forecasting model attempts to capture the inherent volatility in
capital gains income by incorporating those factors that are most likely to influence
realization behavior, such as expected and actual tax law changes, financial market
activity, and real estate market activity."> Federal and state taxes on capital gains income
constitute a cost associated with the buying and selling of capital assets and, therefore,
can greatly affect realization behavior. Taxpayers may decide to realize capital gains
earlier than planned if they expect taxes on capital gains to increase. The federal tax rate
on capital gains income was originally scheduled to increase from 15.0 percent to
20.0 percent at the end of 2010 with the expiration of tax cuts established under the
Economic Growth and Tax Relief Reconciliation Act of 2001. Negotiations late in 2010
led to a two-year extension of the lower tax rate. While economic factors influencing
capital gains realizations were also more favorable in 2010, part of the strong 2010
growth and the much smaller 2011 growth is likely the result of strategic behavior by
taxpayers who realized long-term gains early to avoid the anticipated higher capital gains
tax rate in 2011.

Negotiations were still under way as 2012 came to an end, but it was highly
anticipated that the tax cuts would be allowed to expire at least for higher-income
taxpayers who account for most of the capital gains. Additionally, pursuant to a
provision of the Affordable Care Act of 2010, a Medicare tax surcharge on investment
income took effect in 2013, further raising the federal tax on capital gains realization by
3.8 percent. Capital gains realizations are expected to have increased by $27.7 billion in
2012, a growth rate of 52.5 percent, as taxpayers realized gains early. Despite
considerable underlying strength in 2013, the Budget Division forecasts a decline in
capital gains realization for 2013 on account of this shift.

Figure 70 clearly shows how fluctuations in equity markets, as measured by the
Standard & Poor 500 index, and real estate markets, as measured by State real estate
transfer tax collections, help explain the magnitude of the fluctuations in capital gains
realizations. Both markets grew strongly between 2003 and 2007, and both markets
experienced precipitous declines in 2008 and 2009. While the declines in the S&P 500 in
2008 and 2009 were similar in magnitude to those experienced in the 2001-02 recession,
the declines in capital gains realizations in 2001 and 2002 pale in comparison to those
experienced in 2008 and 2009. The concurrent collapse of the real estate market clearly
contributed to the unprecedented collapse in capital gains realizations.

1> For a discussion of the Budget Division’s traditional approach to modeling capital gains realizations, see
L. Holland, H. Kayser, R. Megna and Q. Xu “The Volatility of Capital Gains Realizations in New York
State: A Monte Carlo Study,” Proceedings, 94th Annual Conference on Taxation, National Tax
Association, Washington, DC, 2002, pages 172-183.
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Figure 70
Capital Gains Realizations, Real Estate Transfer Taxes and
S&P 500 Index
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Source: Moody’s Economy.com; NYS Department of Taxation and Finance; DOB staff
estimates.

Equity markets have experienced solid annual average growth, from a very low base,
of 20.3 percent in 2010, 11.4 percent in 2011, 8.7 percent in 2012, contributing to the
growth in capital gains realizations over those years. Equity market prices as represented
by the S&P 500 grew a very strong 18.9 percent in 2013, contributing greatly to
offsetting the expected decline in capital gains realizations resulting from the income
shift in response to the anticipated tax rate change. The Budget Division forecast
incorporates underlying capital gains realization growth that exceeds the strong equity
market growth. As equity markets rallied, transactions resulted from investors seeking to
become part of this rally and thereby fueling the fire. Thus, despite continued, though
slower, annual average growth in the S&P 500 index we anticipate below-average capital
gains realizations growth over the next two years.

The health of the real estate market also plays a critical role in determining capital
gains realizations. Gains from both residential and commercial real estate transactions
are taxable, though gains earned from the sale of a primary home are exempt up to a
certain limit, for example, up to $500,000 for married couples filing jointly.*® California
data show that in 2009, 11.3 percent of positive capital gains realizations were generated
by real estate transactions. That share has fluctuated from a low of 6.2 percent in 2010,
to a high of 32.4 percent in 1990. A study based on national data indicates that in 1993,
22 percent of net capital gains realizations in the U.S. were generated by real estate
transactions.’

18 Taxpayers can claim this exclusion if they have lived in their home for a total of two years within the 5-
year period ending on the date they sold or exchanged their home and if they have not sold or exchanged
another home within the 2-year period ending on the date they sold or exchanged their home.

L. E. Burman and P. R. Ricoy, “Capital Gains and the People Who Realize Them,” National Tax Journal
50(3), September 1997, pages 427-451.
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State real estate transfer tax (RETT) data provide a timely indicator of the strength of
real estate sales and therefore of the possible impact of the real estate market on taxable
gains. After a two-year drop of $598 million from the 2007 record level of $1,054
million, real estate transfer tax receipts rebounded with strong 23.3 percent growth in
2010, 14.2 percent in 2011, 11.6 percent growth in 2012, and 17.3 percent in 2013
(see Figure 70). After four years of growth, however, real estate transfer tax collections
are still $172 million below their 2007 peak. The Budget Division expects the real estate
market to continue improving, albeit at a slower pace, as home prices are continuing to
increase but higher long-term interest rates make financing more expensive.

Figure 71 shows that while changes in the median sales price of existing single-
family homes in New York State between the third quarter of 2013 and the end of the
recession in late 2009 differ markedly across New York counties, growth over the four
years has been remarkably low with only a couple of exceptions. Only seven counties,
largely in Western New York, show an annual average growth rates that exceeds 2.5
percent, and most of them just barely. Statewide, annual average growth were below
one-and-a-half percent per year, and three counties faced median home sales prices in the
third quarter of 2013 that were even lower than they were at the end of the recession. In
general, the recovery appears to have been most sluggish where higher home prices make
it more likely that a sale will generate sufficient capital gains to surpass the exemption
threshold.  Thus, the residential housing market’s contributions to capital gains
realization in the most recent year were most likely not substantial.

Fluctuating levels of private equity and hedge fund activity and profitability
contribute to capital gains realizations. Private equity firms own stakes in companies that
are not listed on a public stock exchange and generally receive a return on their
investment through a sale or merger of the company, a recapitalization, or by selling
shares back to the public through an initial public offering (IPO). The returns on private
equity investments are often not realized for several years, but the rate of return is
generally high relative to returns on publicly held stocks to compensate for the higher
degree of risk and the value added through the extraction of operating efficiencies.
Though related to the performance of equity markets and real estate markets, capital
gains from private equity funds exhibit their own dynamics.

Private equity funds were hit hard times by the recent recession, but 2013 is expected
to have been an exceptionally prosperous year for private equity stakeholders. Federal
Reserve Board policy that has kept interest rates low and is considered to have boosted
equity prices and other asset prices, has greatly benefited private equity funds in the
recent past. Higher valuations of companies to above what was paid for them in the 2007
industry peak have facilitated sales or IPOs for many of the deals, reducing the overhang
of deals and generating revenues to investors in private equity funds. Additionally, as
rising stock prices result in profits in a given fund that exceed certain levels, private
equity executives are entitled to a share of these profits, referred to as carried interest.
For the growing number of private equity firms that are publicly traded, shareholders are
entitled to a share of such profits. Shareholders also benefit from large dividend payout
following high profits from sales, or exits, by publicly traded private equity investments.
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Figure 71
Growth in Median Sales Price of Existing Single-Family Homes
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At the end of 2013, private equity firms were holding $789 billion in unspent
commitments, also known as ‘dry powder’, according to the research group Preqin, an
increase of 12 percent over December 2012. Recent higher returns have resulted in
increased fundraising by private equity funds while the deal volume decreased in 2013.
A large amount of dry powder at a time of relatively low deal volume could pose
problems. If private equity firms cannot invest funds in the 5-7 year investment window
specified, they need to return the capital to the investors. A considerable share of the dry
powder is reaching the end of the investment window. There is concern among analysts
that the high volume of dry powder chasing lucrative investment options will result in a
sellers’ market and lower returns to private equity in the near future. The Budget
Division therefore does not expect the same positive impact of private equity investment
returns on capital gains realizations in 2014 or 2015.

Hedge fund performance depends on relatively easy access to borrowed funds with
which to leverage and on healthy financial institutions with which to trade.
Consequently, these entities experienced serious difficulties when counterparty risk and
the seize-up of financial markets made borrowing and leveraging those borrowed funds
all but impossible in 2008. Additionally, few financial institutions have been hit as hard
by the onslaught of new global regulation since 2008 as hedge funds. According to a
survey by professional services company KPMG, hedge funds had spent $3 billion
meeting compliance costs associated with new regulations since 2008 — equating to,
roughly, a 10 percent increase in their annual operating costs.®* Consequently, this once
extremely lucrative industry has yet to outperform equity markets ever since posting

8 http://www.kpmg.com/global/en/issuesandinsights/articlespublications/press-releases/pages/hedge-fund-
managers.aspx
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unprecedented losses in 2008, leading investors to withdraw a record $155 billion worth
of investments and causing a large number of fund liquidations. Hedge fund returns of
11.2 percent in 2013 were shy of the S&P 500 growth of 18.9 percent.

There are both downside and upside risks to the forecast for capital gains realizations.
If less of the strong capital gains growth in 2012 is due to the income shifting that
allowed taxpayers to avoid higher 2013 tax rates and more to the strength of the private
equity sector in 2012, or if returns from private equity funds to New York State taxpayers
are higher than anticipated, then 2013 capital gains realizations could be higher than
predicted. Likewise, continuing strength in this sector rather than a leveling off in returns
pose the largest upside risk to our out-year capital gains forecast. On the other hand, if
the magnitude of capital gains realized early to avoid the higher tax rate in 2013 exceeds
our expectations, we could see a larger decline in capital gains. Currently, other states as
well as the Congressional Budget Office have capital gains forecasts with larger declines
for 2013 based on a larger implied income shift. An undetermined risk to the capital
gains forecast is the unusually low volume of transactions at U.S. equity markets.
Though stock prices have continued to grow despite the low trading volume, the long-
term implications of such low trading volume are not well understood.

Rent, Royalty, Partnership, and S Corporation Gains

Partnership and S corporation income vies with capital gains income for the second
largest income component after wages, however with considerably less volatility than
capital gains.  Historically growing at 10.5 percent annually, partnership and S
corporation income have performed poorly in the more recent past, growing at an annual
average rate of 6.0 percent between 2001 and 2011. Partnership and S corporation had its
largest decline ever in 2009, declining 7.1 percent. After growing a disappointing
0.9 percent and 0.7 percent in 2010 and 2011, respectively, partnership and S corporation
income is expected to grow by 8.0 percent in 2012, consistent with an economy on the
rebound, an upswing in equity and housing markets, and some income shifting in the
effort to avoid higher marginal taxes in 2013. The Budget Division predicts 8.0 percent
growth for 2013, 7.2 percent for 2014 and 8.8 percent for 2015.

The largest contributor to this component is partnership income, much of which
originates within the finance and real estate industries. A second large contributor is
income from S corporation ownership. Selection of S corporation status allows firms to
pass earnings through to a limited number of shareholders and to avoid corporate taxation
while still enjoying limited liability as afforded by corporate status.

New York State taxable partnership and S corporation average annual income growth
of 10.5 percent is faster than the average annual rate of 7.6 percent for New York
proprietors’ income, as defined under NIPA and which includes partnership, S
corporation, and sole proprietorship income. At the Federal level, partnerships and S
corporations are the first and second fastest growing business entity forms, according to
IRS Statistics of Income (SOI) data. Between 1998 and 2010, the latest year for which
SOl data are available, the number of S corporations grew 59.5 percent while the number
of partnerships grew 75.1 percent compared to 32.1 percent growth in non-farm sole
proprietorships and a 18.4 percent decline in C corporations over the same twelve years.
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Growth in income from partnership and S corporations is linked to both the economy
and financial markets. Partnership and S corporation income gains and losses tend to rise
and fall together, suggesting that the growth rates are linked at least in part to births and
deaths of partnership and S corporations. When equity markets fell, the economy
contracted, and credit markets froze in 2008 and 2009, growth in partnership and
S corporation gains first slowed and then fell. Partnership and S corporation income
continued to perform poorly in 2010 and 2011 despite signs of strength in equity markets
and slow growth in GDP. Processing data for 2012 suggest rather strong 8.0 percent
growth in 2012 which we attribute in part to an incentive for partnerships and S
corporations to shift income payouts from 2013 to 2012 in an effort to avoid the higher
marginal tax rates for 2013. The Budget Division predicts equally strong 8.0 percent
growth for 2013 despite this income shift because of stronger underlying growth for
2013. Both the strength of the equity markets and the strength of private equity firms,
many of which are organized as partnership, suggest that 2013 was a strong year for
partnership income. As we expect returns from equity markets and private equity funds
to taper, we also predict somewhat lower growth of 7.2 percent for 2014. Economic
growth as measured by real GDP is predicted to gain speed in 2015, resulting in larger
8.8 percent growth forecast for 2015.

The Budget Division’s partnership and S corporation income forecast contains both
upside and downside risks. The real estate market is not captured independently in the
forecast model. Since there is a high concentration of real estate partnerships in New
York State, a better than predicted real estate market as the employment situation
improves and foreclosures start winding down could lead to higher than expected
partnership and S corporation gains. Like capital gains income, partnership and S
corporation income is also sensitive to the performance of the private equity sector.

Dividend Income

Taxable dividend income in New York has been particularly volatile over the past
few years. After a 28.7 percent decline in 2009, dividend income rebounded nicely with
19.3 percent growth in 2010 before leveling off to 2.6 percent growth in 2011. The
Budget Division expects this volatility to continue with a forecast of 24.6 percent growth
for 2012 followed by a slower 9.5 percent growth in 2013, 7.8 percent in 2014 and
4.6 percent in 2015.

Taxable dividend income is expected to rise and fall with U.S. dividend income, a
component of the NIPA definition of U.S. personal income, long-term interest rates as
represented by the 10-year Treasury yield, and the performance of equity markets, with
these fluctuations becoming exaggerated when the State is in a recession. Fluctuations in
New York State taxpayers’ dividend income have ranged from an estimated decline of
32.0 percent in 2009 to an increase of 28.7 percent in 2009. Taxable dividends thus
prove even more variable than U.S. dividend income. State taxable dividend income
grew at an average annual rate of 6.1 percent, with a standard deviation of
12.7 percentage points between 1976 and 2011, while U.S. dividend income grew an
average 9.3 percent annually, with a standard deviation of only 10.4 percentage points
over the same period.
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Declines in dividend income for 2008 and 2009 are consistent with the reduction or
cancellation of dividend payouts by many struggling corporations during the long and
severe recession. Firms started paying dividends again in 2010 as corporate profits and
equity gains soared. Also adding to the large growth in dividend income was a shift in
dividend payouts from 2011 to 2010 in response to the possibility that the top marginal
tax rate of 15 percent enacted with the Growth and Tax Relief Reconciliation Act of 2001
would be allowed to sunset in 2010 and dividend income would again be taxed at the
much higher rate of ordinary income. Because of this shift, dividend income is estimated
to have leveled off in 2011. The Budget Division’s forecast for 2012 and 2013 is based
on the widely publicized spin-up of dividend payouts from 2013 into 2012, as well as the
payout of special dividends, enabling high-income shareholders to avoid higher 2013 tax
rates. The dividend tax rate in 2013 is 8.8 percentage points higher than the rate in 2012
due to an increase in the rate from 15.0 percent to 20.0 percent starting in 2013 and the
onset of the 3.8 percent Medicare tax surcharge on investment income enacted with the
Affordable Care Act of 2010. Despite the relatively large income shift, 2013 dividend
payouts are expected to show some additional growth over 2012 based on sizeable
dividend payouts from publicly traded private equity firms and other firms whose
valuation improved greatly with the recent surge in the equity markets. As these
conditions are not expected to prevail, growth forecasts for 2014 and 2015 are
considerably more moderate.

Risks to the dividend income forecast are closely linked to the risks embedded in the
U.S. equity markets, corporate profitability and the performance of publicly traded
private equity firms.

Interest Income

Taxable interest income has been declining for the past four years and is expected to
remain essentially unchanged in 2012 with expected growth of only 0.7 percent. With
improving US and State economies and slowly rising interest rates in the forecast, we
expect interest income to increase moderately by 7.3 percent in 2013, followed by
7.6 percent and 7.8 percent growth in 2014 and 2015, respectively.

For a given amount of assets, an increase in interest rates will increase interest
income. In addition, New York property income, a component of the NIPA definition of
state personal income that includes interest income, is found to be a good indicator of the
trend in taxable interest income for New York, although it is much less volatile. Taxable
interest income for New York is also much more volatile than U.S. interest income, a
component of the NIPA definition of U.S. personal income (see Figure 72). For the
period from 1977 to 2011, the average growth rate for New York property income was
6.8 percent, with a standard deviation of 7.8 percentage points, and the average growth
rate for U.S. interest income was 6.0 percent, with a standard deviation of 8.1 percentage
points. In contrast, State taxable interest income averaged 4.1 percent growth over the
same period, with a standard deviation of 18.3 percentage points. The additional
volatility in this component of NYSAGI could be related to the behavioral response of
State taxpayers to past changes in the tax law.

In response to the conditions wrought by the Great Recession, the Federal Reserve
ushered in a round of interest rate cuts starting in the second half of 2009. As the federal
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funds rate fell to close to zero and stayed low from 2009 to the present, taxable interest
income for the four years from 2008 to 2011 experienced large declines followed by
essentially no growth in 2012. Though the Budget Division expects the Federal Reserve
to keep rates low until the beginning of 2015, the continued moderate growth of New
York property income is expected to foster moderate growth in taxable interest income
for 2013 and 2014. With an increase in the federal funds rate starting in 2015, DOB
predicts stronger growth in interest income for that year.

Figure 72
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Small Business and Farm Income

Small business and farm income combines income reported as a result of operating a
business, practicing a profession as a sole proprietor, or operating a farm. Such income is
expected to vary with the overall strength of the national and State economies. After a
rather large decline of 6.2 percent in 2008 and business income growth has been sluggish
between 2009 and 2011. However, business income is expected to have grown 6.8
percent in 2012, helped in part by income shifting, followed by predicted 6.8 percent
growth in 2013, 7.4 percent in 2014 and 7.3 percent in 2015, in line with improving
economic conditions for small businesses.

The ongoing recovery of the national and State economies, and the gradual
normalization of credit markets are expected to foster improvements in taxable small
business income. The contraction of credit as a result of the financial crisis was
particularly hard for small businesses for which credit is particularly critical. Because
small businesses historically have a higher failure rate, small-business lending is the
highest-risk lending for banks and thus the first to go as economic conditions worsen. In
an environment of tight credit, obtaining loans to maintain or grow activity had been
difficult for many small businesses. As credit has become and continues to become more
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available in a slow but sustained economic recovery, the business and farm income
growth has been picking up speed.

Small business and farm income growth and volatility has shrunk over the years.
This component of taxable income grew at an annual average rate of 11.5 percent from
1980 to 1990 with a standard deviation of 10.8 percent but, between 1991 and 2011,
small business income has only grown at an annual average rate of 4.2 percent and a
standard deviation of 4.9 percent.  Proprietors’ income, as defined under NIPA,
experienced similar changes in growth, falling from 10.7 percent growth and a standard
deviation of 8.1 percent to annual average growth of 4.1 percent and a standard deviation
of 7.7 percent thereafter.

Risks to the forecast of business income are closely linked to the risks to the overall
economic forecast as sole proprietors’ income is particularly responsive to the progress of
the business cycle.

Pension Income

Pension income is estimated to have grown 5.9 percent in 2012, followed by 4.8
percent in 2013, 3.6 percent in 2014 and 4.6 percent in 2015. Pension income includes
payments from retirement plans, life insurance annuity contracts, profit-sharing plans,
military retirement pay, and employee savings plans. Pension income is linked to prior
year long-term interest rates, suggesting that firms base the level of pension and life-
insurance benefits they offer to employees on their expectations of future profitability,
which is in turn tied to the future strength of the economy. Pension income has grown
steadily over the years, although the growth rate has declined considerably over time.
The average annual growth rate between 1980 and 1990 was 12.6 percent, but it fell to
6.5 percent between 1991 and 2011. This coincides with a decline in the average 10-year
Treasury yield from 10.5 percent in the former period to 5.7 percent in the latter. Both
declines are likely the result of lower inflation rates in the later period.

Long-term Treasury yields have been at exceptionally low levels and have fallen
continuously from a local high of 4.8 percent in 2006 to 1.8 percent in 2012 as a result of
exceptionally low federal funds rates, the Federal Reserve’s long-term asset purchasing
program or quantitative easing, and the flight to safety engendered by the financial crises
and subsequent sovereign debt. Long-term Treasury yields are expected to continue their
gradual rise over the course of 2014 and to increase to 4.3 percent by then end of 2015.
The risks to the forecast for pension income are related mainly to the risks to long-term
interest rates. If the Federal Reserve Board maintains its quantitative easing program for
longer than anticipated, pension income will likely be lower as well.
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BOX 8
INCOME TAX LIABILITY AND ALTERNATIVE MEASURES OF INCOME

A major focus of the Budget Division’s forecasting effort is an accurate projection of personal income
tax receipts. This requires estimates of income tax liability, which depends on taxpayer income. New York
State tax law determines the components of income to be taxed and the corresponding tax rates.

Personal income tax liability is the amount which State taxpayers actually owe for a given tax year and
thus measures the State’s tax base.” Personal income tax liability is derived from taxpayers’ New York
State adjusted gross income (NYSAGI), in conformity with State tax law. A measure that is closely related
to NYSAGI is State personal income, a U.S. Bureau of Economic Analysis national income and product
accounts (NIPA) concept that measures income derived from value added to current production.2 This
widely available data source is often used as a proxy for NYSAGI. The relative volatility of personal
income tax liability, NYSAGI, and State personal income, is presented in Figure 69 on page 119. For
example in 2010, personal income grew 4.0 percent, while NYSAGI grew a stronger 7.1 percent and
personal income tax liability at constant law grew an even stronger 11.8 percent.

Economists use the concept of elasticity to measure the sensitivity of one economic indicator to
another. Elasticity is defined as the percentage change in one economic indicator when another changes
by one percent. Since tax revenues tend to vary with the business cycle, we are often interested in the
elasticity of the tax base with respect to a broad measure of economic conditions, such as GDP. The more
sensitive a particular tax base measure is to a change in GDP, the higher the elasticity.

Typically, the elasticity of NYSAGI tends to be higher than that of personal income because NYSAGI
measures the taxable components of income, which include realized capital gains and losses. Gains and
losses earned on changes in asset prices are not included in the NIPA concept of personal income since
they do not represent changes to the value of current production.3 Unlike the primary drivers of personal
income — employment and wages, which have relatively stable bases — income from capital gains
realizations can rise and fall dramatically. In an asset market downturn such as in 2008, for example,
taxpayers can refrain from selling, causing a 51.8 percent decline in capital gains realizations. In addition
to behavioral responses to changes in market conditions, NYSAGI fluctuations can result from statutory
changes and taxpayers’ strategic responses to such changes. We expect taxpayers to realize capital
gains and pay compensation early to avoid higher tax rates in 2013, shifting taxable income from 2013 to
2012.

Personal income tax liability is even more elastic than NYSAGI, primarily because of the progressivity
of the State tax system. The volatile components of taxable income, such as bonuses and capital gains
realizations, tend to be concentrated among the State’s high-income taxpayers, who are also taxed at the
highest marginal tax rate. As the more volatile income components respond strongly to changing
economic conditions, the effective or average tax rate changes. Furthermore, as incomes rise, some
taxpayers move into higher income tax brackets, increasing the effective tax rate and the amount of liability
generated from a given amount of adjusted gross income. The opposite occurs as incomes fall. For
example, the average effective tax rate fell from a high of 4.81 percent in 2000 to a low of 4.51 percent in
2002 without any significant changes in tax law. This impact is exacerbated in New York by provisions in
State laws that recapture the benefits of portions of income being taxed at lower rates for high income
taxpayers.

The fact that the most volatile components of income can and have accounted for a large portion of
the change in NYSAGI poses significant risks to the Division of the Budget’s personal income tax forecast.*
Therefore, the Budget Division has consistently maintained that a cautious approach to projecting these
components is warranted.

! For a detailed discussion of personal income tax liability, see Tax Receipt Section “Personal Income Tax.”

2 For a detailed explanation of how the Budget Division constructs State personal income, see Box 5 on page 87.

% However, any transaction cost generated by such a sale would add value to current production and would therefore be
included in personal income.

* For a detailed explanation of the Budget Division’s use of fan charts to compute prediction intervals around forecasts,
see New York State Economic, Revenue and Spending Methodologies, November 2012, pp. 63-67, <
http://www.budget.state.ny.us/pubs/supporting/MethodologyBook.pdf>.
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Changes in the State Distribution of Income and Revenue Risk

As indicated in Figure 69 on page 119, NYSAGI exhibits more volatility than other
indicators of the State’s tax base, such as State personal income, while tax liability is
more volatile still. Box 8 compares these three important indicators of the size of the
State’s personal income tax base and discusses their respective volatilities. The most
volatile components of taxable income, such as bonuses and capital gains realizations, are
highly concentrated among the State’s highest-income taxpayers. While the top one
percent of taxpayers, as determined by their NYSAGI, accounted for 40.1 percent of
adjusted gross income in 2010, they accounted for fully 79.7 percent of capital gains
realizations (see Figure 73). Since the income of wealthy taxpayers is taxed at the
highest rate, an accurate projection of these income components is critical to an accurate
projection of personal income tax liability.

Figure 73

Income Shares of the Top One Percent Taxpayers
AGI and Capital Gains Realizations
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Note: For nonresident taxpayers, shares are based on total income; Source: NYS
Department of Taxation and Finance; DOB staff estimates.

Between 1985 and 2007, the number of returns generated by high-income taxpayers —
those reporting NYSAGI of $200,000 or more — grew substantially at an average annual
rate of 12.8 percent. During the same period, the liability generated by these taxpayers
grew more rapidly at an annual average rate of 14.2 percent (see Figure 74). While the
number of returns of high-income taxpayers fell 10.8 percent between 2007 and 2009,
their liability fell by 18.7 percent and would have fallen 34.8 percent if not for a
temporary surcharge that added two more tax brackets for wealthier taxpayers, raising the
State’s top income tax rate from 6.85 percent to 8.97 percent for tax years 2009 to 2011."°
With the economic recovery, returns and tax liability for wealthier taxpayers rebounded,
again showing a faster growth of 34.0 percent for liability compared to 30.4 percent
growth for the number of returns between 2009 and 2012. The large decline in capital

9 See the “Personal Income Tax” section for more detail on the temporary income brackets and tax rates
and the tax reform of 2011.
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gains realizations and thus NYSAGI temporarily unwound some of the concentration of
income. However, after the share of returns filed by high income taxpayers had dropped
from 4.2 percent in 2007 to 3.9 percent in 2009, high-income taxpayers’ share of returns
surpassed its prior peak with an estimated value of 4.8 percent in 2012. High-income
taxpayers slowly rebounded from the drop in their liability share from 63.2 percent in
2007 to 57.9 percent in 2009 in 2010 and 2011, and are expected to exceed the 2007 peak
by 2012, in part due to the income shifting that fell disproportionately onto the higher
income taxpayers and helped by new high top marginal tax rates of 8.82 percent starting
with the implementation of the tax reform in 2012 (see Figure 75). Without surcharges or
tax reform rate increases, high income taxpayers’ share of liability would not exceed the
2007 peak until 2015.

Figure 74
New York State High-Income Tax Returns

600 4 Forecast [ 30
V 4
—~ — =Total returns s =
» 500 - ” , 2582
= L ~ N
= —Total liability (right scale) ” / —
» \ , // . Ve g—)
€ 400 - — Total liability without tax RAN Pid - 20 2
=2 reform (right scale =
) ( 19 ) ) - K4 _ / <
- 7 s B
© 300 | ./ % L 15 @
8 /: S -7 g
g s 7 N 4 2
2 200 - 2, N L 10=
7z o v
7 s
<,
N\ - < -
100 - \//___,’ L' 5
S e
0 T T T T T T T T T T T T T T 0

1990 1993 1996 1999 2002 2005 2008 2011 2014

Note: High-income taxpayers are those reporting NYSAGI of $200,000 or more.
Source: NYS Department of Taxation and Finance; DOB staff estimates.
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Figure 75

High-Income Taxpayers as Percent

of Total Returns and Liability
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Note: High-income taxpayers are those reporting NYSAGI of $200,000 or more.

Source: NYS Department of Taxation and Finance; DOB staff estimates.

TABLE 14

THE CONCENTRATION OF STATE INCOME AND LIABILITY
2001, 2007, and 2011

Number of Gross
Returns Income
2001

Total ($in millions) 8,860,413 $517,885
Share: Top 1% — 25.0
Share: Top 5% - 40.5
Share: Top 10% — 51.0
Share: Top 25% — 71.0
2007

Total ($millions) 9,700,043 $778,402
Share: Top 1% — 344
Share: Top 5% - 49.7
Share: Top 10% - 59.2
Share: Top 25% — 76.7
2011

Total ($in millions) 9,849,174 $714,182
Share: Top 1% — 274
Share: Top 5% - 43.7
Share: Top 10% — 54.7
Share: Top 25% - 75.1

Wage Nonw age
Income Income
$376,158 $141,727
17.7 44.2
32.7 61.0
44.1 69.1
66.6 82.8
$485,565 $292,837
19.5 59.2
35.4 73.3
46.7 79.8
68.5 90.4
$499,425 $214,757
17.2 51.1
34.0 66.3
46.2 74.6
69.1 89.2

- 80

- 70

60

50

40

30

(1usouad) Aujiger

20

10
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$22,406

35.0
54.9
66.5
85.1

$35,217

46.4
65.1
75.2
90.2

$36,307

43.8
63.0
73.6
89.7

Note: Returns are ranked on the basis of gross income and based on a w eighted statistical sample

of all tax returns in the State.

Source: NYS Department of Taxation and Finance; DOB staff estimates.
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Table 14 shows the changes in the concentration of income and liability over the ten-
year span from 2001 to 2011. The share of nonwage income accruing to the top
25 percent of taxpayers had increased by 7.6 percentage points between 2000 and 2007
but grew only 6.4 percentage points over the decade as recent gains have only partially
offset the substantial declines in 2008 and 2009 of capital gains realizations and
partnership and S corporation income, which tend to accrue primarily to high-income
filers. For wage income, which is more evenly distributed across taxpayers, the share of
the top 25 percent of taxpayers increased 1.9 percentage points between 2000 and 2007,
and 2.5 percentage points over the decade.

Figure 76 and Figure 77 display the actual composition of NYSAGI for the 2007 peak
year and the 2009 trough year, as well as the projected composition for 2012, both for all
taxpayers and for high-income taxpayers, defined here as those reporting NYSAGI of
$200,000 or more. The figures show a substantial decline between 2007 and 2009 in the
share of net capital gains realizations and an increase in the share of wages and
partnership and S corporation income for both groups, as capital gains realizations
experienced considerably larger declines than other income components. Three years
after the trough in the State’s personal income tax base, the share of wages and
partnership and S corporation income declined somewhat while the share of capital gains
income increased, yet for all taxpayers and for high-income taxpayers alike, their taxable
income is still less reliant on capital gains income than it was in 2007.

Figure 76
Composition of NYSAGI for All Taxpayers
(percent)
80 A 77.8
2007
60 | 2007 B2009 w2012 NYSAGI: $725,245 M
2009
NYSAGI: $596,471M
40 + 2012

NYSAGI: $714,996M

Wages Int & Div Bus/Farm Net Cap Partner/S Other
Gains Corp
Note: Both capital gains and partnership/S corporation gains income are net of losses.
2012 numbers are projections.
Source: NYS Department of Taxation and Finance; DOB staff estimates.
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Figure 77
Composition of NYSAGI for High-Income Taxpayers
(percent)
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Note: Both capital gains and partnership/S corporation gains income are net of losses.
High-income taxpayers are those reporting NYSAGI of $200,000 or more. All 2012
numbers are projections.

Source: NYS Department of Taxation and Finance; DOB staff estimates.

Summary

The Budget Division’s forecast for the personal income tax provides a balanced
picture of upside and downside risks, particularly with respect to its most volatile
components. As forecasts of the components of New York State’s adjusted gross income
are consistent with economic indicator variables from the Budget Divisions
macroeconomic forecasting models, much of the risk to the personal income tax are the
same as the risks to the New York and national economies. However, because of the
prominence of bonus income and capital gains realizations in taxable income, the risks
and uncertainties are heightened and, as a consequence of the progressive tax system,
even more so for personal income tax revenues.
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SELECTED ECONOMIC INDICATORS
(Calendar Year)

2012 2013 2014 2015 2016 2017 1977-2012
(actual’) (estimate)  (forecast) (forecast) (forecast) (forecast) Average’
U.S. Indicators®
Gross Domestic Product 4.6 3.3 4.2 4.7 5.1 5.3 6.3
(current dollars)
Gross Domestic Product 2.8 19 2.7 2.9 2.9 2.8 2.8
Consumption 2.2 2.0 2.9 3.1 3.1 2.9 3.1
Residential Fixed Investment 12.9 131 9.5 10.1 7.3 55 12
Nonresidential Fixed Investment 7.3 2.6 4.2 4.5 4.6 4.7 4.4
Change in Inventories (dollars) 57.6 74.0 46.9 39.5 40.3 38.6 28.8
Exports 35 2.6 6.3 6.2 6.5 6.6 5.9
Imports 2.2 1.6 4.6 5.9 6.3 5.9 6.0
Government Spending (1.0) (2.0) (0.1) 0.3 0.2 0.2 2.0
Corporate Profits* 7.0 4.4 6.3 5.7 6.3 6.4 7.6
Personal Income 4.2 2.9 43 53 53 5.1 6.5
Wages 4.3 3.1 45 5.6 5.4 4.9 5.9
Nonagricultural Employment 1.7 1.6 1.7 2.0 1.9 1.7 15
Unemployment Rate (percent) 8.1 7.4 6.8 6.3 5.9 5.7 6.4
S&P 500 Stock Price Index 8.7 19.0 11.0 3.9 4.4 4.5 8.4
Federal Funds Rate 0.1 0.1 0.1 0.9 2.9 4.3 5.9
10-year Treasury Yield 1.8 3.3 3.2 4.0 4.9 5.6 7.1
Consumer Price Index 2.1 1.5 1.6 2.0 2.3 2.4 4.0
New York State Indicators
Personal Income® 3.1 1.9 5.2 4.9 5.0 5.1 6.0
Wages and Salaries®
Total 2.9 1.6 5.4 4.6 4.6 4.6 55
Without Bonus® 2.9 3.3 4.1 4.4 4.4 4.3 5.2
Bonus® 3.2 (9.0) 14.9 5.8 6.0 6.2 9.7
Finance and Insurance Bonuses® (0.9) (11.8) 20.0 6.8 7.0 7.4 15.1
Wage Per Employee 15 0.4 4.1 3.3 3.3 3.4 4.8
Property Income 4.8 3.6 6.2 5.7 5.7 5.8 6.8
Proprietors' Income 4.1 6.2 6.1 6.6 6.8 6.7 7.3
Transfer Income 1.1 3.4 4.4 5.0 4.6 4.9 6.4
Nonfarm Employment®
Total 13 1.2 1.2 1.2 12 11 0.7
Private 1.9 17 15 15 14 13 0.7
Unemployment Rate (percent) 8.5 7.7 7.5 6.8 6.2 5.8 6.6
Composite CP1 of New York® 2.0 1.7 1.7 2.1 2.4 2.5 4.1
New York State Adjusted Gross
Income (NYSAGI)
Capital Gains 52.5 (2.6) 5.2 5.0 7.6 5.1 155
Partnership/ S Corporation Gains 8.0 8.0 7.2 8.8 8.8 7.3 10.5
Business and Farm Income 6.8 6.8 7.4 7.3 7.3 7.2 6.5
Interest Income 0.7 7.3 7.6 7.8 12.5 9.6 4.1
Dividends 24.6 9.5 7.8 4.6 7.0 7.4 6.1
Total NYSAGI 8.8 2.0 5.7 5.0 5.4 5.0 55

! For NYSAGI variables, 2012 is an estimate.

2 Averages for NYSAGI variables are based on data through 2011. Partnership and Scorporation gains data start in 1978, NYSAGI and Business and Farm
data in 1980.

® All indicators are percent changes except change in inventories, the unemployment rate, and interest rates; all GDP components refer to chained 2009
dollars, unless otherwise noted.

* Includes inventory valuation and capital consumption adjustments.

® Nonagricultural employment, wage, and personal income numbers are based on QCEW data.

® Series created by the Division of the Budget.

Source: Moody's Analytics; NYS Department of Labor; NYS Department of Taxation and Finance; DOB staff estimates.
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SELECTED ECONOMIC INDICATORS
(State Fiscal Year)

2012-13 2013-14 2014-15 2015-16 2016-17 2017-18 1977-78 - 2012-13
(actual) (estimate) (forecast) (forecast) (forecast) (forecast) Average
U.S. Indicators®
Gross Domestic Product 4.0 3.6 4.2 4.8 51 53 6.2
(current dollars)
Gross Domestic Product 23 2.2 2.7 2.9 2.8 2.8 2.8
Consumption 21 2.2 3.0 31 3.0 2.9 3.0
Residential Fixed Investment 13.4 12.3 9.6 9.6 6.6 55 11
Nonresidential Fixed Investment 53 3.1 4.2 45 4.6 4.7 4.4
Change in Inventories (dollars) 45.9 78.0 42.3 39.1 40.0 38.6 29.2
Exports 2.6 3.9 6.2 6.2 6.6 6.6 5.9
Imports 15 2.7 4.8 6.1 6.2 5.9 5.9
Government Spending (1.0) (1.6) 0.0 0.3 0.2 0.3 2.0
Corporate Profits® 4.4 5.9 5.7 5.8 6.4 6.4 7.6
Personal Income 3.9 3.2 4.6 5.4 5.2 5.2 6.4
Wages 4.0 33 4.9 57 5.2 4.8 5.9
Nonagricultural Employment 1.6 1.7 1.8 2.0 1.9 1.7 15
Unemployment Rate (percent) 7.9 7.2 6.7 6.2 5.9 5.7 6.4
S&P 500 Stock Price Index 11.0 20.5 7.3 41 4.4 45 8.3
Federal Funds Rate 0.2 0.1 0.1 14 33 4.4 5.8
10-year Treasury Yield 1.8 2.6 3.4 4.2 5.1 5.7 7.1
Consumer Price Index 1.8 1.3 1.7 21 2.3 2.4 4.0
New York State Indicators
Personal Income® 2.9 33 4.8 4.9 5.0 5.1 6.1
Wages and Salaries®
Total 3.0 3.6 4.4 4.6 4.6 4.6 5.6
Without Bonus* 2.8 3.2 4.2 4.4 4.4 43 5.3
Bonus* 4.4 6.2 5.8 5.9 6.2 6.3 9.7
Finance and Insurance Bonuses* 8.2 7.8 6.8 6.8 7.3 7.6 15.7
Wage Per Employee 1.7 2.3 3.2 33 3.4 34 4.9
Property Income 4.2 4.8 5.8 5.7 5.7 5.8 6.7
Proprietors' Income 4.4 6.0 6.5 6.7 6.8 6.6 75
Transfer Income 1.8 34 4.8 4.9 4.6 5.1 6.5
Nonfarm Employment®
Total 1.2 1.3 1.2 1.2 1.2 11 0.6
Private 1.7 1.7 1.5 1.5 1.4 1.3 0.7
Unemployment Rate (percent) 8.4 7.6 7.3 6.6 6.1 5.8 6.6
Composite CPl of New York* 1.9 15 1.9 2.2 24 25 4.1

 Allindicators are percent changes except change in inventories, the unemployment rate, and interest rates; all GDP components refer to chained 2009
dollars, unless otherw ise noted.

2 Includes inventory valuation and capital consumption adjustments.

% Nonagricultural employment, w age, and personal income numbers are based on QCEW data.
“ Series created by the Division of the Budget.

Source: Moody's Analytics; NYS Department of Labor; DOB staff estimates.
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COMPARISON OF NEW YORK STATE TAX
STRUCTURE WITH OTHER STATES

An important consideration in tax policy decisions in New York State, and by extension
in setting Budget priorities, is the position of the State in terms of state and local tax rates and
bases relative to other states.

An emphasis on tax reduction in New York over much of the past thirty years has
modestly reduced the disparity between New York State tax rates and burdens and those of the
rest of the nation. However, local taxes in New York State remain very high relative to other
states.

The data presented here suggest there is pressure on states to remain competitive with
respect to tax policy. This is evidenced by the gradual clustering over time of states around the
national average tax-to-income ratio. However, there is also a strong tendency for a state tax
position to be highly persistent over time; this means movements towards the average have been
slow. The persistence most probably reflects a combination of localized spending pressures and
priorities and different state and regional attitudes towards tax policy.

Several important points on comparative tax structures can be seen by examining the
accompanying tables.

TOTAL STATE AND LOCAL TAXES

» Overall, state and local tax structures are broadly similar in both the taxes imposed
and the rates applied. Average rates measured by the tax-to-income ratios are also
roughly equivalent across states, especially when aggregating both state and local
taxes together.

> The variability across states within each category of tax (e.g., income, sales, or
property taxes examined in isolation) is greater than the dispersion for taxes when
examined in the aggregate (all state and local taxes added together). For example, a
fairly large number of states have excluded the personal income tax from their fiscal
policy mix; a smaller subset has excluded corporate taxes, and a few impose no
appreciable sales tax.

> In general, it appears that the spread of state and local tax burdens across states has
been narrowing over time. This may reflect both competitive pressures to keep taxes
in line with other states, and the more widespread use of income taxes nationwide.

» The national average state and local tax-to-income ratio has remained remarkably
stable over time and significantly below that of New York.
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» The state and local tax-to-income ratio for New York exceeded the national average
by $4.96 per $100 of personal income, or 47.1 percent in 1977, ranking New York
second nationally. In 2011, the gap was $4.10 (40.2 percent) above the national
average, ranking New York third nationally. In 2010, New York ranked second.

State Taxes

» New York’s tax-to-personal income ratio is inherently overstated. The numerator
includes all personal income tax receipts, whether from residents or non-residents.
The denominator, as calculated by the U.S. Bureau of Economic Analysis, excludes
the personal income of non-N.Y. residents.

> New York is a moderately above-average tax state when looking only at state taxes.

> New York’s tax burden, as measured by taxes per $100 of personal income, was 39
cents (6.2 percent) above the national average of $6.32 in 2011.

> New York taxes per $100 of personal income actually declined from $7.39 in 1977 to
$6.71 in 2011.

> New York’s state tax rank declined from tenth highest in 1977, to fifteenth highest in
2011. In 2010, New York ranked twelfth.

» Legislation included with this Budget that would reduce corporate and estate taxes
would serve to lower New York’s ranking further in future years if enacted.

Local Taxes

> At least a portion of New York’s significant local tax burden is due to the large
portion of sales tax retained by New York localities. This contrasts sharply with
other states and reflects, at least in part, the need at the local level in New York for
receipts to pay for the local share of Medicaid.

» New York City uniquely imposes taxes which comprise a large portion of New
York’s total local burden. In 2011, nearly $1.43 of New York’s local burden of $7.58
per $100 of state personal income was due to New York City (NYC) personal and
corporate income taxes. This accounted for approximately 18.9 percent of the total
local burden.

Property Taxes in New York State
> Higher than average property taxes as a share of income (50.8 percent above the 2011

national average) in New York are tied, for the most part, to the rapid escalation in
school property taxes and local Medicaid costs through 2011.
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Significant disparities exist within New York with respect to the property tax burden.

Property tax burdens as a percent of median home value are felt most heavily in
Upstate counties due to relative weakness in home value appreciation and other
demographic factors. In fact, seven of the top ten highest property tax counties in the
nation (and 12 of the top 20) in 2011 were in Upstate New York as measured by
property taxes paid on the median-valued home in that county.!

Long Island and suburban counties near NYC (Westchester, Rockland, Putnam and
Orange) experienced high property taxes as a percent of each county’s respective
median household income in 2011. Using this metric, four of the ten highest property
tax counties in the nation in 2011 were clustered Downstate. At least in part, this is a
housing supply issue that characterizes Downstate and that disproportionately affects
the elderly and middle class.

Noticeably, the five counties of New York City did not have relatively high
residential property tax burdens in 2011 when compared to other New York counties.
This is the result of the more diverse tax structure in the City and a large and valuable
commercial property tax base.

Chapter 97 of the Laws of 2011 generally imposed a growth cap of 2 percent on the
annual property tax levy of local taxing jurisdictions. Although data for 2012 are not
yet available, it is expected that the cap will reduce property tax growth with respect
to its average of 5.3 percent annually from 2000 to 2010.

Legislation included with this Budget that would (1) provide a permanent real
property tax credit to taxpayers whose local jurisdictions remain under the
aforementioned property tax cap and (2) provide a two-year property tax freeze tax
credit to taxpayers whose local jurisdictions remain under the property tax cap and
agree to implement a shared services or administrative consolidation plan would
serve to reduce average property taxes in New York and improve New York’s
ranking in the future if enacted.

TABLE CONSTRUCTION

This section compares the state and local tax structure in New York State with other
states. Table 1 reports tax rates for the major tax sources utilized by state and local governments.
The first and second data columns of the table show the top personal income tax rate by state,
and the income level at which the top rate takes effect; the third column lists top corporate tax
rates (most state corporate tax structures have relatively flat rate structures, so the rate reported
often applies to all corporate income subject to tax); the fourth column reports state sales tax
rates; and the final column reports the average combined state and local sales tax rates imposed
by the various jurisdictions within such state. The rates are those in effect as of 2013. The

! Source: Moodysanalytics.com; DOB Staff Estimates
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income and corporate tax rates reported exclude local rates. This exclusion is important since
New York is one of only a handful of states where significant local personal income and
corporate taxes are imposed, as in New York City.

Tables 2 and 3 report state taxes collected by source divided by state personal income for
1977 and for 2011, respectively. The New York rank in terms of state taxes fell from tenth
highest to twelfth highest over this period.

Tables 4 and 5 report local taxes as a share of state personal income by state in 1977 and
in 2011. In 2011, New York had the highest local tax burden using this measure. New York fell
from $4.13 above the mean local tax burden in 1977 to $3.71 in 2011, but some of this decrease
is captured in the general decrease in variation amongst local taxes across states. The above-
average local tax burden is caused by relatively high property taxes, the large sales tax burden
imposed at the local level, and the high ratio in the other category that picks up the income and
corporate taxes imposed by New York City.

Tables 6a, 6b and 7 report state and locally imposed taxes as a percentage of state
personal income. The data used in the calculations are for fiscal years ending in 1977 and 2011,
the latest year for which complete state and local tax information are available. The tax-to-
income ratios included on table 7 are: state and local income taxes, state and local corporate
taxes, state and local sales taxes, local property taxes, all other state and local taxes, and finally
combined state and local taxes. Table 8a reports changes in only the state tax to income ratio
over the 1977-2011 period. During this time, New York’s state tax burden fell relative to the
mean, and has been below the mean for all but five of the last seventeen recorded years. In three
of those instances (2009-11) New York had a temporary personal income tax surcharge in effect
on high income taxpayers. Table 8b reports changes in the state and local tax-to-income ratio
over the 1977-2011 period. In 1977 New York State and local taxes as a percent of personal
income were 4.96 percentage points above the national average. In 2011, New York was 4.10
percentage points above the national average. The average state and local tax-to-income ratio
has remained relatively constant nationwide over the thirty-one year period, while the New York
ratio has declined overall and should continue to decline in the years ahead due to the property
tax cap noted earlier. In every year since 1977, New York has been at least 2.74 percentage
points above the mean.

The bottom of tables 1-7 report the mean for each tax category, as well as the standard
deviation and the Coefficient of Variation (CV). Additionally, the difference between the
national average and New York values is reported. While the standard deviation provides a
sense of how the data are dispersed around the average value for all states, the CV allows
comparisons of spread for data with different averages and is defined simply as the standard
deviation divided by the average and is reported as a percentage. It essentially provides a
normalized, unit-free measure of dispersion.

Table 9 reports U.S. Census Bureau data on county-level property tax collections on

owner-occupied housing for the 39 New York State counties, out of a total of 806 U.S. counties,
that had populations of at least 65,000 as of July 1, 2011. The data has been compiled and
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calculated by DOB based on the methodology used by the Tax Foundation in prior years’
reports. Table 9 is sorted by county, in descending order of median property taxes paid on homes
in that county as a percentage of the same county's median home value. Median values report
the data point for which half of the data set values are higher and half lower. They differ from
mean values (the sum of all observations divided by the number of observations) in that outlying
values, such as particularly expensive homes, do not skew the computation. The rankings
reported indicate the relative ordering of the counties with respect to the 806 U.S. counties
covered, and are not relative solely to the counties of New York State.

The Tax-to-Income Percentage

The tax-to-personal-income percentage offers one simple and commonly used way of
comparing states with respect to relative tax burdens. It must be noted that the real effort of tax
burden analysis should be to determine who actually faces the economic consequences of a tax,
not who is legally required to pay the tax. All simple measures of tax burden across states are
inadequate from this perspective. In general, any single indicator of burden will necessarily be
limited in value. The following three additional issues should be taken into consideration when
relying on this measure:

Tax Exportation

In using taxes per dollar of personal income as a measure of tax burden it must be noted
that for many states a significant portion of the tax base is “exported” or paid by out-of-state
taxpayers.

For example, in New York, a large number of workers from New Jersey and Connecticut
pay tax on New York source income and on taxable sales while in New York. This means that,
unless a portion of Connecticut’s and New Jersey’s personal income is also shifted to New York
State; the actual burden on New Jersey residents will appear to be a burden on New York
residents.

Another example of tax exportation can be seen in states with a large tourism economy.
These states will realize increases in their sales tax collections and other excise taxes that may
overstate the tax burden actually paid by their citizens.

Finally, methods used to apportion corporate taxable income are neither consistent across
states, nor are they necessarily representative of actual activity. For example, some states use a
three-factor allocation formula that takes into account the percentage of a taxpayer’s property,
payroll and receipts amounts in the state compared to those amounts everywhere. Other states
use different formulas. These differences in allocation formulas could result in either tax
importation or exportation, again distorting this measure as a method of comparison of true tax
burden imposed on each state’s residents.
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Overall, it would seem likely that New York State is a net exporter of tax burdens relative
to other states. This serves to bias the tax-to-income percentage for New York upward — making
burdens in New York appear too high using this measure.

Income Adjustments

Given two states with identical marginal tax rate structures, differences in the incomes of
individuals could yield different tax-to-income percentage results. For example, if New York
State and Alabama had identical progressive income brackets built into their respective tax
codes, the higher average personal incomes of New York State residents would tend to lead to
higher taxes per dollar of personal income due to the nature of the income tax.

Particularly important is the distinction between the National Income and Product
Account (NIPA) measure of personal income as defined by the Bureau of Economic Analysis
(BEA), and taxable personal income as defined by each state’s respective tax code. For example,
the NIPA personal income measure does not include capital gains (by the definition of personal
income). However, capital gains are a component of New York Adjusted Gross Income
(NYAGI) that contributes significantly to personal income tax receipts in New York State.
States with high income individuals, like New York, would be more likely to have the tax-to-
income percentage distorted upward. In the gains example, the percentage of personal income
used in Table 2 will be influenced because the numerator will include taxes on capital gains
income that is not included in the denominator, effectively overstating the tax burden relative to
other states since New York has a disproportionate share of taxpayers with large capital gains
incomes.

Federal Offsets

The Federal tax structure allows for the deductibility of certain state and local taxes. As a
result, residents of states with relatively higher state income, property and corporate tax burdens,
such as New York State, receive a larger deduction, thereby offsetting a portion of the
individual’s total tax burden. Again, this is not reflected in the tax-to-income percentage
reported here. So again, it would appear this biases the measure in a way that makes New York
look like a relatively higher tax state than is actually the case.

With all three issues, the tax-to-income percentage calculation likely biases the tax
burden in New York upward.
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Table 1 Comparison of 2013 State Top Rates

Highest Tax
Bracket
(Married Combined Sales
State Top PIT Rate Filing Joint) Top Corp. Rate  State Sales Rate Tax Rate’

Alabama 5 $6,000 6.5 4 8.45
Alaska 0 NA 9.4 0 1.69
Arizona 4.54 $300,000 6.968 6.6 9.16
Arkansas 7 $33,999 6.5 6 8.61
California 13.3 $1,000,000 8.84 7.5 8.38
Colorado 4.63 Flat Rate 4.63 2.9 7.39
Connecticut 6.7 $500,000 9 6.35 6.35
Delaware 6.75 $60,000 8.7 0 0
Florida 0 NA 5.5 6 6.62
Georgia 6 $10,000 6 4 6.99
Hawaii 11 $400,000 6.4 4 4.35
Idaho 7.4 $20,700 7.4 6 6.02
Illinois 5 Flat Rate 9.5 6.25 8.13
Indiana 3.4 Flat Rate 8 7 7
Iowa 8.98 $67,230 12 6 6.82
Kansas 4.9 $30,000 7 6.3 8.25
Kentucky 6 $75,000 6 6 6
Louisiana 6 $100,000 8 4 8.87
Maine 7.95 $41,850 8.93 5 5
Maryland 5.75 $300,000 8.25 6 6
Massachusetts 5.25 Flat Rate 8 6.25 6.25
Michigan 4.25 Flat Rate 6 6 6
Minnesota 7.85 $140,960 9.8 6.875 7.16
Mississippi 5 $10,000 5 7 7
Missouri 6 $9,000 6.25 4.225 7.46
Montana 6.9 $16,400 6.75 0 0
Nebraska 6.84 $54,000 7.81 5.5 6.78
Nevada 0 NA 0 6.85 7.93
New Hampshire State Income tax limited to Interest

Income and Dividends only 8.5 0 0
New Jersey 8.97 $500,000 9 7 6.97
New Mexico 4.9 $24,000 7.6 5.125 7.26
New York 8.82 $2,058,550 7.1 4 8.48
North Carolina 7.75 $100,000 6.9 4.75 6.87
North Dakota 3.99 $398,350 5.15 5 6.52
Ohio 5.925 $204,200 - 5.5 6.8
Oklahoma 5.25 $15,000 6 4.5 8.67
Oregon 9.9 $250,000 7.6 0 0
Pennsylvania 3.07 Flat Rate 9.99 6 6.34
Rhode Island 5.99 $133,250 9 7 7
South Carolina 7 $14,250 5 6 7.08
South Dakota 0 NA 0 4 5.82
Tennessee State Income tax Ilvrr?lted to Interest 6.5 7 0.44

Income and Dividends only
Texas 0 NA - 6.25 8.14
Utah 5 Flat Rate 5 5.95 6.67
Vermont 8.95 $398,350 8.5 6 6.14
Virginia 5.75 $17,000 6 5 5
Washington 0 NA - 6.5 8.86
West Virginia 6.5 $60,000 7 6 6.04
Wisconsin 7.75 $315,460 7.9 5 5.43
Wyoming 0 NA 0 4 5.3
Mean Values 5.58 6.93 5.09 6.39
Standard Deviation 2.98 2.37 1.97 2.30
Coefficient of Variation 53.36 34.19 38.65 36.06

ISource: Tax Foundation.

Reflects combined state and average local rate for each state.
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Table 2 - 1977 Components and Percentage of Total State Tax Burden per $100 Personal Income

Total
State Percent| Sales Percent Percent Percent
State Taxes Rank| PIT Rank of Total |and Use Rank of Total | Corporate Rank of Total | Other Rank of Total

Alabama 6.41 26 | 1.10 34 17.2 3.25 21 50.7 0.35 38 5.4 1.71 16 26.7
Alaska 15.69 1 4.27 1 27.2 0.68 50 44 0.73 9 4.6 10.01 1 63.8
Arizona 7.21 11 1.19 29 16.4 3.66 17 50.7 0.32 40 4.5 2.05 10 28.4
Arkansas 6.43 25 131 26 20.4 3.81 11 59.2 0.54 18 8.4 0.78 41 121
California 6.57 23 | 1.89 15 28.8 2.49 38 37.9 0.86 4 13.0 134 22 20.4
Colorado 530 43 | 1.67 19 315 1.59 46 30.1 0.40 29 7.5 1.64 18 31.0
Connecticut 543 41 | 0.22 41 4.1 3.92 9 72.3 0.75 6 139 0.53 46 9.8
Delaware 8.32 3 3.37 2 40.5 1.46 47 17.6 0.62 12 7.4 2.87 5 34.5
Florida 5.28 44 0.00 45 0.0 3.49 19 66.2 0.31 41 5.9 1.47 20 27.9
Georgia 590 33 | 153 22 26.0 2.96 28 50.1 0.53 22 9.0 0.88 33 14.9
Hawaii 8.96 2 2.65 7 29.6 5.59 1 62.3 0.36 36 4.0 0.36 50 4.1
Idaho 6.44 24 1.97 13 30.6 3.05 26 47.5 0.54 19 8.4 0.87 35 13.5
lllinois 5.57 39 1.48 23 26.6 2.50 36 44.9 0.40 30 7.2 1.19 26 21.3
Indiana 5.59 38 1.15 30 20.5 3.69 15 66.1 0.22 44 4.0 0.52 47 9.3
Iowa 6.11 31 2.12 12 34.6 2.70 33 441 0.43 27 7.1 0.87 36 14.2
Kansas 5.74 34 1.24 28 21.6 2.92 30 50.9 0.73 10 12.7 0.85 37 14.8
Kentucky 7.19 12 0.95 36 13.3 3.75 12 52.2 0.60 14 8.4 1.88 14 26.2
Louisiana 7.00 16 0.54 38 7.8 1.97 40 28.2 0.39 32 5.5 4.09 2 58.5
Maine 6.92 19 | 1.11 33 16.0 4.37 6 63.2 0.52 23 7.5 0.92 32 13.3
Maryland 620 29 | 125 27 20.1 2.68 34 433 0.34 39 5.4 1.93 13 31.2
Massachusetts 670 20 | 2.72 6 40.6 2.68 35 40.1 0.91 2 13.5 0.39 49 5.8
Michigan 6.65 21 | 1.75 17 26.4 2.93 29 44.1 1.08 1 16.3 0.88 34 13.3
Minnesota 8.29 4 3.19 4 38.5 3.21 22 38.7 0.86 5 10.4 1.03 29 12.4
Mississippi 7.53 9 1.02 35 13.6 5.36 3 71.2 0.36 37 4.7 0.79 39 10.5
Missouri 472 47 | 0.90 37 19.0 1.95 41 41.3 0.31 42 6.6 1.56 19 331
Montana 6.12 30 | 2.19 11 35.8 1.63 45 26.6 0.49 26 8.0 1.81 15 29.6
Nebraska 5.67 37 | 1.58 20 27.8 2.92 31 51.6 0.39 33 6.8 0.78 42 13.7
Nevada 5.69 36 | 0.00 46 0.0 3.68 16 64.8 0.00 47 0.0 2.00 11 35.2
New Hampshire 3.34 50 | 0.12 42 3.5 1.90 42 56.9 0.54 20 16.3 0.78 43 23.3
New Jersey 501 46 | 1.14 32 22.9 2.02 39 40.4 0.54 21 10.7 130 24 26.0
New Mexico 8.04 5 0.36 40 4.5 4.85 4 60.3 0.40 31 4.9 2.44 8 30.3
New York 7.39 10 | 2.20 10 29.7 1.22 48 16.5 0.89 3 12.1 3.09 4 41.7
North Carolina 6.97 17 | 2.28 9 32.8 2.89 32 41.5 0.60 15 8.6 1.19 27 17.1
North Dakota 7.12 14 | 1.32 25 18.6 3.94 8 55.4 0.52 24 7.4 1.33 23 18.7
Ohio 442 49 | 0.08 43 1.7 2.50 37 56.6 0.39 34 8.8 1.45 21 32.8
Oklahoma 6.04 32 | 1.15 31 19.0 1.80 44 29.7 0.37 35 6.2 2.72 6 45.0
Oregon 530 42 | 3.06 5 57.7 0.75 49 14.2 0.50 25 9.4 099 30 18.7
Pennsylvania 6.29 28 | 0.47 39 7.5 3.12 23 49.6 0.75 7 11.9 1.95 12 31.0
Rhode Island 6.58 22 | 156 21 23.7 3.82 10 58.1 0.61 13 9.3 0.59 45 9.0
South Carolina 7.01 15 | 1.71 18 24.5 4.19 7 59.8 0.63 11 9.0 047 48 6.8
South Dakota 458 48 | 0.00 47 0.0 3.74 13 81.6 0.06 46 1.3 0.79 40 17.1
Tennessee 5.71 35 | 0.08 44 1.5 3.34 20 58.5 0.58 16 10.2 1.71 17 29.9
Texas 5.18 45 | 0.00 48 0.0 3.01 27 58.2 0.00 48 0.0 2.17 9 41.8
Utah 6.36 27 | 1.89 16 29.8 3.12 24 49.1 0.30 43 4.7 1.04 28 16.4
Vermont 7.59 8 2.32 8 30.6 3.73 14 49.1 0.56 17 7.4 098 31 12.9
Virginia 548 40 | 1.91 14 34.8 1.86 43 33.9 0.42 28 7.8 1.29 25 23.6
Washington 7.13 13 | 0.00 49 0.0 4.65 5 65.3 0.00 49 0.0 2.48 7 347
West Virginia 7.86 7 143 24 18.2 5.58 2 71.0 0.20 45 2.6 0.65 44 8.2
Wisconsin 8.01 6 3.35 3 41.9 3.08 25 38.5 0.74 8 9.2 0.84 38 10.5
Wyoming 6.95 18 | 0.00 50 0.0 3.61 18 52.0 0.00 50 0.0 3.34 3 48.0
Mean 6.56 1.42 20.7 3.07 48.3 0.48 7.5 1.59 23.5
Standard Deviation 1.71 1.02 1.12 0.24 1.45

Coefficient of Variation | 26.08 72.06 36.56 50.75 91.14

NYS Diff. from Mean 0.83 0.78 92.0 (1.85) (31.8) 0.41 4.6 1.50 18.2

Sources: Moodysanalytics.com, DOB Staff Estimates
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Table 3 - 2011 Components and Percentage of Total State Tax Burden per $100 Personal Income

Total
State Percent| Sales Percent Percent Percent
State Taxes Rank| PIT Rank of Total |and Use Rank of Total | Corporate Rank of Total | Other Rank of Total

Alabama 515 39 | 167 35 324 2.73 29 53.0 0.18 39 3.5 0.57 29 11.2
Alaska 1590 1 0.00 44 0.0 0.74 50 4.6 2.07 1 13.0 13.10 1 82.4
Arizona 535 35 ] 125 41 233 3.33 16 62.2 0.24 31 4.6 0.53 32 9.9
Arkansas 7.95 8 227 14 28.5 3.88 6 48.7 0.38 15 4.7 1.43 8 18.0
California 6.93 11 | 3.00 7 43.3 2.68 31 38.7 0.57 4 8.2 0.68 21 9.8
Colorado 419 47 | 201 27 48.0 1.68 44 40.1 0.17 40 4.1 0.33 43 7.9
Connecticut 6.47 17 | 3.12 4 48.2 2.67 32 41.2 0.32 21 5.0 0.36 40 5.5
Delaware 8.39 5 3.03 6 36.1 1.27 48 15.1 0.88 3 10.5 3.21 5 38.3
Florida 428 46 | 0.00 44 0.0 3.57 11 83.4 0.25 30 5.7 0.46 36 10.9
Georgia 448 44 | 215 23 47.9 1.99 42 444 0.19 38 4.2 0.16 50 35
Hawaii 8.08 7 2.08 25 25.7 5.55 1 68.7 0.11 43 1.4 0.34 41 43
Idaho 616 24 | 221 19 35.8 3.05 22 49.6 0.32 22 5.2 0.58 27 9.4
Illinois 540 34 ] 198 29 36.7 2.40 37 44.5 0.53 6 9.9 0.48 35 9.0
Indiana 630 20 | 194 31 30.7 3.73 7 59.2 0.30 27 4.8 0.33 44 5.2
Iowa 556 321219 20 39.4 2.56 33 46.0 0.19 37 35 0.62 25 11.2
Kansas 563 30 | 223 17 39.6 2.76 28 49.0 0.20 34 3.6 0.44 37 7.8
Kentucky 6.76 13 | 227 15 335 3.24 18 48.0 0.34 19 5.1 0.91 16 13.4
Louisiana 502 40 | 136 39 27.1 2.90 25 57.9 0.11 44 2.2 0.64 23 12.8
Maine 712 10 | 275 10 38.7 3.26 17 45.8 0.40 12 5.7 0.70 20 9.9
Maryland 524 37 1217 21 41.5 2.17 40 41.5 0.25 29 4.8 0.64 24 12.2
Massachusetts 6.17 23 | 3.24 3 52.5 1.98 43 32.2 0.54 5 8.7 0.41 39 6.6
Michigan 6.43 18 | 1.75 34 27.2 3.53 13 54.9 0.20 35 31 0.96 14 14.9
Minnesota 7.85 9 3.10 5 39.5 3.41 14 43.5 0.42 11 5.3 0.92 15 11.8
Mississippi 6.83 12 | 146 38 21.3 4.40 4 64.4 0.36 17 53 0.61 26 9.0
Missouri 443 45 1199 28 44.9 2.03 41 45.8 0.14 41 3.2 0.27 48 6.2
Montana 629 21 | 222 18 353 1.46 46 23.2 0.34 20 5.4 2.28 6 36.2
Nebraska 516 38 | 214 24 41.5 2.53 36 48.9 0.19 36 3.7 0.30 47 5.9
Nevada 6.23 22 | 000 44 0.0 4.61 3 74.1 0.00 47 0.0 1.62 7 25.9
New Hampshire 374 49 | 013 42 3.6 1.44 47 38.6 0.93 2 24.9 1.23 10 329
New Jersey 577 27 | 225 16 39.1 2.53 35 439 0.47 9 8.2 0.52 34 8.9
New Mexico 6.76 14 | 1.52 37 22.5 3.58 10 52.9 0.32 24 4.7 1.35 9 19.9
New York 6.71 15 | 3.58 2 53.3 221 38 329 0.40 13 5.9 0.53 33 7.9
North Carolina 6.36 19 | 2.80 8 441 2.82 27 443 0.31 26 4.9 0.43 38 6.7
North Dakota 1182 2 134 40 11.3 3.62 8 30.6 0.50 7 4.2 6.37 2 53.9
Ohio 561 31 ]198 30 353 2.82 26 50.3 0.05 45 0.9 0.76 18 13.5
Oklahoma 527 36 | 162 36 30.7 2.20 39 41.7 0.24 32 4.6 1.22 11 23.0
Oregon 556 33 | 3.76 1 67.7 0.75 49 13.5 0.32 23 5.8 0.73 19 13.1
Pennsylvania 579 26 | 176 33 30.4 3.01 23 51.9 0.35 18 6.1 0.67 22 11.6
Rhode Island 588 25217 22 36.9 3.12 20 53.2 0.32 25 5.4 0.27 49 4.6
South Carolina 481 41 | 182 32 37.8 2.55 34 52.9 0.14 42 2.8 0.31 46 6.5
South Dakota 374 50 | 0.00 44 0.0 3.12 21 83.6 0.04 46 1.1 0.57 30 15.3
Tennessee 472 42 ] 0.08 43 1.7 3.61 9 76.5 0.45 10 9.5 0.58 28 12.3
Texas 410 48 | 0.00 44 0.0 3.21 19 78.3 0.00 47 0.0 0.89 17 21.7
Utah 569 29 ]239 13 42.0 271 30 47.6 0.26 28 4.5 0.34 42 5.9
Vermont 10.00 3 2.07 26 20.7 3.36 15 33.6 0.39 14 3.9 4.18 4 41.8
Virginia 456 43 | 250 12 54.7 1.53 45 336 0.21 33 4.6 0.32 45 7.1
Washington 574 28 | 0.00 44 0.0 4.65 2 81.0 0.00 47 0.0 1.09 13 19.0
West Virginia 8.31 6 266 11 32.0 3.97 5 47.7 0.49 8 5.9 1.20 12 14.4
Wisconsin 6.61 16 | 2.77 9 41.9 2.93 24 444 0.37 16 5.5 0.54 31 8.2
Wyoming 8.82 4 0.00 44 0.0 3.54 12 40.1 0.00 47 0.0 5.28 3 59.9
Mean 6.32 1.85 30.5 2.87 48.0 0.34 5.2 1.26 16.3
Standard Deviation 2.07 1.01 0.96 0.31 2.08

Coefficient of Variation | 32.74 54.58 33.55 93.37 164.73

NYS Diff. from Mean 0.39 1.72 228 (0.66) (15.1) 0.06 0.8 (0.74) (8.5)

Source: U.S. Census Bureau, DOB Staff Estimates
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Table 4 - 1977 Components and Percentage of Total Local Taxes Per $100 of Personal Income
Percent Percent Percent
State Total Rank |Property Rank ofTotal | Sales Rank  of Total | Other Rank  of Total
Alabama 2.16 47 0.87 50 40.6 0.90 4 41.6 0.39 9 17.9
Alaska 3.26 36 2.57 36 78.6 0.65 13 20.0 0.04 45 1.4
Arizona 4.75 14 3.88 18 81.8 0.76 9 16.0 0.11 30 2.3
Arkansas 2.03 48 1.85 44 90.9 0.12 29 6.1 0.06 41 3.0
California 5.89 4 5.02 8 85.2 0.65 14 11.0 0.22 16 3.8
Colorado 5.29 8 4.01 15 75.9 111 3 21.0 0.16 21 31
Connecticut 4.82 13 4.77 10 99.1 0.00 44 0.0 0.04 46 0.9
Delaware 1.96 49 1.67 46 85.0 0.00 42 0.2 0.29 12 14.7
Florida 3.29 35 2.78 31 84.4 0.40 20 121 0.12 28 35
Georgia 3.66 30 2.97 28 81.3 0.56 16 15.2 0.13 26 35
Hawaii 2.44 42 1.95 43 80.1 0.23 24 9.4 0.26 15 10.5
Idaho 3.13 38 3.04 26 97.3 0.02 37 0.8 0.06 40 2.0
Illinois 4.53 15 3.71 20 81.9 0.66 12 14.5 0.16 20 3.6
Indiana 3.34 34 3.22 24 96.6 0.01 41 0.2 0.11 29 33
Iowa 4.13 20 4.00 16 96.9 0.01 39 0.2 0.12 27 29
Kansas 4.27 19 4.02 14 94.1 0.16 27 3.8 0.09 34 21
Kentucky 2.39 43 1.60 47 66.9 0.11 31 4.7 0.68 5 28.5
Louisiana 3.17 37 1.54 49 48.5 1.49 2 47.1 0.14 24 4.4
Maine 3.67 29 3.64 21 99.3 0.00 45 0.0 0.03 50 0.7
Maryland 4.50 16 2.93 29 65.1 0.20 26 4.4 1.37 1 30.4
Massachusetts 6.52 2 6.48 1 99.4 0.00 46 0.0 0.04 49 0.6
Michigan 431 18 3.95 17 91.6 0.04 35 1.0 0.32 11 7.4
Minnesota 3.74 27 3.59 22 96.0 0.07 33 2.0 0.08 36 21
Mississippi 2.29 45 2.17 38 94.5 0.08 32 3.7 0.04 48 1.8
Missouri 3.93 23 2.75 33 69.8 0.80 7 20.2 0.39 8 10.0
Montana 5.28 9 5.08 7 96.1 0.00 47 0.0 0.21 17 3.9
Nebraska 5.62 5 5.24 5 93.3 0.25 22 4.4 0.13 25 2.3
Nevada 4.09 21 2.76 32 67.5 0.76 8 18.7 0.57 6 13.9
New Hampshire 5.45 6 5.35 4 98.1 0.00 48 0.0 0.11 32 1.9
New Jersey 6.10 3 5.50 3 90.2 0.52 17 8.5 0.08 35 13
New Mexico 1.95 50 1.59 48 81.7 0.21 25 11.0 0.14 23 7.4
New York 8.09 1 5.53 2 68.4 151 1 18.7 1.04 3 12.9
North Carolina 2.60 41 2.14 41 82.4 0.40 19 15.5 0.05 42 2.0
North Dakota 3.58 31 3.45 23 96.5 0.02 38 0.6 0.11 31 3.0
Ohio 3.97 22 3.03 27 76.3 0.14 28 3.5 0.81 4 20.3
Oklahoma 291 40 2.04 42 70.0 0.82 6 28.3 0.05 43 1.8
Oregon 5.05 12 4.65 12 92.3 0.11 30 2.3 0.28 13 5.5
Pennsylvania 3.92 24 2.59 35 66.2 0.03 36 0.9 1.29 2 329
Rhode Island 4.46 17 4.42 13 99.1 0.00 49 0.0 0.04 47 0.9
South Carolina 231 44 2.15 40 93.2 0.00 43 0.1 0.15 22 6.7
South Dakota 5.33 7 4.82 9 90.6 0.24 23 4.6 0.26 14 4.9
Tennessee 3.34 33 2.27 37 68.0 0.88 5 26.3 0.19 18 5.8
Texas 3.74 28 3.21 25 85.8 0.46 18 12.2 0.07 37 2.0
Utah 3.55 32 291 30 81.8 0.56 15 15.7 0.09 33 2.6
Vermont 5.26 10 5.19 6 98.7 0.00 50 0.0 0.07 39 13
Virginia 3.78 26 2.60 34 69.0 0.75 10 19.9 0.42 7 111
Washington 3.08 39 2.15 39 70.0 0.74 11 24.2 0.18 19 5.9
West Virginia 2.20 46 1.80 45 81.8 0.06 34 2.8 0.34 10 15.3
Wisconsin 3.88 25 3.83 19 98.7 0.01 40 0.1 0.05 44 1.2
Wyoming 5.10 11 4.69 11 92.0 0.34 21 6.6 0.07 38 1.4
Mean 3.96 3.36 84.8 0.36 9.0 0.24 6.2
Standard Deviation 131 1.30 0.40 0.30
cv 33.18 38.66 111.00 123.72
NYS Diff. from Mean 4.13 2.17 (16.4) 1.15 9.7 0.80 6.7
Sources: Moody's Economy.com, DOB Staff estimates.
Note: "Other” includes NYC imposed taxes and other categories.
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Table 5 - 2011 Components and Percentage of Total Local Taxes Per $100 of Personal Income

Percent Percent Percent
State Total Rank |Property Rank of Total Sales Rank  of Total | Other Rank  of Total

Alabama 3.12 39 1.35 49 433 1.24 7 39.7 0.53 7 17.1
Alaska 5.04 5 3.76 10 74.6 1.19 9 23.5 0.10 32 1.9
Arizona 4.10 24 2.77 28 67.6 1.16 10 28.3 0.17 22 4.1
Arkansas 2.00 49 0.85 50 42.7 1.11 12 55.7 0.03 49 1.6
California 4.07 25 2.99 23 73.4 0.83 18 20.5 0.25 18 6.1
Colorado 5.45 3 3.68 12 67.5 1.48 2 27.2 0.29 16 5.3
Connecticut 4,52 11 4.46 6 98.7 0.00 49 0.0 0.06 45 1.3
Delaware 2.09 48 1.71 45 82.2 0.03 45 1.6 0.34 13 16.2
Florida 4.30 16 341 15 79.3 0.69 21 16.0 0.20 20 4.7
Georgia 4.24 18 2.88 27 67.9 1.26 6 29.7 0.10 30 2.4
Hawaii 2.85 43 2.20 41 77.2 0.33 31 11.5 0.32 15 11.3
Idaho 2.74 47 2.58 34 94.4 0.05 43 1.8 0.11 29 3.9
Illinois 5.10 4 4.25 7 83.3 0.72 20 14.2 0.13 26 2.5
Indiana 3.48 33 2.67 29 76.6 0.07 41 1.9 0.75 6 21.5
Iowa 4.16 21 3.36 17 80.7 0.68 23 16.2 0.13 27 3.0
Kansas 411 22 3.18 19 77.5 0.86 16 20.8 0.07 42 1.7
Kentucky 2.89 41 1.65 46 57.1 0.38 30 13.1 0.86 5 29.8
Louisiana 4.38 14 1.97 43 45.0 2.30 1 52.6 0.11 28 2.5
Maine 4.60 8 4.56 4 99.0 0.01 48 0.3 0.03 50 0.7
Maryland 4.25 17 2.49 36 58.6 0.23 33 5.4 1.53 2 35.9
Massachusetts 3.84 27 3.71 11 96.6 0.07 42 1.7 0.07 44 1.7
Michigan 3.44 34 3.19 18 92.8 0.07 39 2.1 0.17 21 5.0
Minnesota 3.26 37 3.07 20 94.1 0.12 37 3.6 0.08 37 2.3
Mississippi 2.84 44 2.63 33 92.7 0.11 38 3.9 0.10 31 3.4
Missouri 4,18 20 2.56 35 61.4 1.19 8 28.5 0.42 9 10.1
Montana 3.09 40 2.99 22 96.9 0.02 47 0.8 0.07 40 2.4
Nebraska 4.54 9 3.57 13 78.8 0.47 26 10.3 0.49 8 10.9
Nevada 3.82 28 2.65 32 69.3 0.89 15 23.4 0.28 17 7.2
New Hampshire 4.74 7 4.67 3 98.4 0.00 49 0.0 0.08 36 1.6
New Jersey 5.51 2 5.41 1 98.2 0.03 46 0.6 0.07 43 1.2
New Mexico 3.27 36 1.80 44 55.0 1.39 4 42.5 0.08 34 2.5
New York 7.58 1 4.49 5 59.1 1.43 3 18.9 1.66 1 21.9
North Carolina 3.21 38 2.45 37 76.4 0.66 24 20.7 0.09 33 2.9
North Dakota 2.74 46 2.25 39 82.1 0.45 27 16.3 0.04 48 1.6
Ohio 4,51 12 2.95 25 65.4 0.43 28 9.6 1.12 3 24.9
Oklahoma 2.87 42 1.51 48 52.5 1.31 5 457 0.05 46 1.8
Oregon 4.10 23 3.45 14 84.0 0.25 32 6.1 0.41 10 9.9
Pennsylvania 4,19 19 2.97 24 70.7 0.21 34 5.0 1.02 4 24.3
Rhode Island 4.96 6 4.84 2 97.7 0.04 44 0.9 0.07 38 1.5
South Carolina 3.79 29 3.00 21 79.2 0.39 29 10.3 0.40 11 10.5
South Dakota 3.57 32 2.66 30 74.3 0.85 17 23.7 0.07 41 1.9
Tennessee 331 35 2.15 42 64.8 1.00 13 30.3 0.16 23 4.9
Texas 4.52 10 3.76 9 83.1 0.69 22 15.2 0.08 35 1.7
Utah 3.72 30 2.65 31 71.2 0.93 14 24.9 0.14 25 3.9
Vermont 1.68 50 1.56 47 92.9 0.07 40 4.0 0.05 47 3.0
Virginia 3.86 26 2.90 26 75.0 0.63 25 16.3 0.34 14 8.7
Washington 3.63 31 2.25 40 62.0 1.13 11 31.2 0.25 19 6.8
West Virginia 2.81 45 2.27 38 80.6 0.20 35 6.9 0.35 12 124
Wisconsin 4.42 13 4,17 8 94.4 0.18 36 4.0 0.07 39 1.7
Wyoming 4.34 15 3.39 16 78.1 0.79 19 18.3 0.16 24 3.6
Mean 3.88 2.97 76.5 0.61 16.1 0.29 7.4
Standard Deviation 1.00 0.97 0.52 0.36

cv 25.84 32.63 85.68 124.76

NYS Diff. from Mean 3.71 1.51 (17.3) 0.82 2.8 1.37 14.5

Sources: U.S. Census Bureau, DOB Staff Estimates

Note: "Other"includes NYC imposed taxes and all other categories.
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Table 6a - State/Local Split of 1977 Tax-to-Income Ratio
State State Taxes Local Taxes State/Local Total Total Rank

Alabama 6.41 2.16 8.56 48
Alaska 15.69 3.26 18.96 1
Arizona 7.21 4.75 11.97
Arkansas 6.43 2.03 8.47 49
California 6.57 5.89 12.46 5
Colorado 5.30 5.29 10.58 19
Connecticut 5.43 4.82 10.24 22
Delaware 8.32 1.96 10.28 21
Florida 5.28 3.29 8.57 47
Georgia 5.90 3.66 9.56 37
Hawaii 8.96 2.44 11.40 11
Idaho 6.44 3.13 9.56 37
Illinois 5.57 4,53 10.10 27
Indiana 5.59 3.34 8.92 43
Iowa 6.11 413 10.24 22
Kansas 5.74 4.27 10.01 29
Kentucky 7.19 2.39 9.58 35
Louisiana 7.00 3.17 10.17 26
Maine 6.92 3.67 10.59 18
Maryland 6.20 4.50 10.70 16
Massachusetts 6.70 6.52 13.23 3
Michigan 6.65 431 10.96 15
Minnesota 8.29 3.74 12.03 7
Mississippi 7.53 2.29 9.82 33
Missouri 4.72 3.93 8.66 46
Montana 6.12 5.28 11.41 10
Nebraska 5.67 5.62 11.29 12
Nevada 5.69 4.09 9.78 34
New Hampshire 3.34 5.45 8.79 45
New Jersey 5.01 6.10 11.10 13
New Mexico 8.04 1.95 10.00 30
New York 7.39 8.09 15.48 2
North Carolina 6.97 2.60 9.57 36
North Dakota 7.12 3.58 10.70 16
Ohio 4.42 3.97 8.40 50
Oklahoma 6.04 291 8.95 42
Oregon 5.30 5.05 10.34 20
Pennsylvania 6.29 3.92 10.21 24
Rhode Island 6.58 4.46 11.04 14
South Carolina 7.01 2.31 9.31 39
South Dakota 4,58 5.33 9.91 31
Tennessee 5.71 3.34 9.05 41
Texas 5.18 3.74 8.92 43
Utah 6.36 3.55 9.91 31
Vermont 7.59 5.26 12.85 4
Virginia 5.48 3.78 9.26 40
Washington 7.13 3.08 10.21 24
West Virginia 7.86 2.20 10.06 28
Wisconsin 8.01 3.88 11.89 9
Wyoming 6.95 5.10 12.05 6
Mean Values 6.56 3.96 10.52
Standard Deviation 1.71 1.30 1.82
Coefficient of Variation 26.08 32.85 17.34
NYS Diff. from Mean 0.83 4.13 4.96
Sources: Moodysanalytics.com, DOB Staff Estimates
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Table 6b - State/Local Split of 2011 Tax-to-Income Ratio

State State Taxes Local Taxes State/Local Total Total Rank

Alabama 5.15 3.12 8.27 47
Alaska 15.90 5.04 20.94 1
Arizona 5.35 4.10 9.45 34
Arkansas 7.95 2.00 9.95 22
California 6.93 4.07 11.00 11
Colorado 4.19 5.45 9.64 31
Connecticut 6.47 452 10.99 12
Delaware 8.39 2.09 10.48 16
Florida 4.28 4.30 8.57 44
Georgia 4.48 4.24 8.72 40
Hawaii 8.08 2.85 10.94 13
Idaho 6.16 2.74 8.90 39
Illinois 5.40 5.10 10.50 15
Indiana 6.30 3.48 9.78 24
lowa 5.56 4.16 9.72 26
Kansas 5.63 411 9.73 25
Kentucky 6.76 2.89 9.65 30
Louisiana 5.02 4.38 9.40 36
Maine 7.12 4.60 11.72 5
Maryland 5.24 4.25 9.49 33
Massachusetts 6.17 3.84 10.01 20
Michigan 6.43 3.44 9.87 23
Minnesota 7.85 3.26 11.11 9
Mississippi 6.83 2.84 9.67 28
Missouri 443 4.18 8.60 42
Montana 6.29 3.09 9.38 37
Nebraska 5.16 4.54 9.70 27
Nevada 6.23 3.82 10.04 18
New Hampshire 3.74 4.74 8.48 45
New Jersey 5.77 5.51 11.28 7
New Mexico 6.76 3.27 10.03 19
New York 6.71 7.58 14.30 3
North Carolina 6.36 3.21 9.56 32
North Dakota 11.82 2.74 14.57 2
Ohio 5.61 4,51 10.11 17
Oklahoma 5.27 2.87 8.15 48
Oregon 5.56 4.10 9.66 29
Pennsylvania 5.79 4.19 9.99 21
Rhode Island 5.88 4.96 10.84 14
South Carolina 4.81 3.79 8.60 43
South Dakota 3.74 3.57 7.31 50
Tennessee 472 3.31 8.03 49
Texas 4.10 4.52 8.62 41
Utah 5.69 3.72 9.42 35
Vermont 10.00 1.68 11.68 6
Virginia 4.56 3.86 8.42 46
Washington 5.74 3.63 9.37 38
West Virginia 8.31 2.81 11.12 8
Wisconsin 6.61 4.42 11.03 10
Wyoming 8.82 4.34 13.16 4
Mean Values 6.32 3.88 10.20

Standard Deviation 2.07 1.00 2.09

Coefficient of Variation 32.74 25.84 20.48

NYS Diff. from Mean 0.39 3.71 4.10

Sources: U.S. Census Bureau, DOB Staff Estimates
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Table 7 - 2011 Ratios of Tax Collections to Personal Income by Category

State Local Local Total
State State PIT Local PIT Corporate Corporate State Sales Local Sales Property All Other State/Local
Alabama 1.67 0.07 0.18 0.00 2.73 1.24 1.35 1.04 8.27
Alaska 0.00 0.00 2.07 0.00 0.74 1.19 3.76 13.19 20.94
Arizona 1.25 0.00 0.24 0.00 3.33 1.16 2.77 0.70 9.45
Arkansas 2.27 0.00 0.38 0.00 3.88 111 0.85 1.46 9.95
California 3.00 0.00 0.57 0.00 2.68 0.83 2.99 0.93 11.00
Colorado 2.01 0.00 0.17 0.00 1.68 1.48 3.68 0.62 9.64
Connecticut 3.12 0.00 0.32 0.00 2.67 0.00 4.46 0.42 10.99
Delaware 3.03 0.13 0.88 0.01 1.27 0.03 1.71 341 10.48
Florida 0.00 0.00 0.25 0.00 3.57 0.69 341 0.67 8.57
Georgia 2.15 0.00 0.19 0.00 1.99 1.26 2.88 0.26 8.72
Hawaii 2.08 0.00 0.11 0.00 5.55 0.33 2.20 0.67 10.94
Idaho 221 0.00 0.32 0.00 3.05 0.05 2.58 0.68 8.90
Illinois 1.98 0.00 0.53 0.00 2.40 0.72 4.25 0.61 10.50
Indiana 1.94 0.68 0.30 0.00 3.73 0.07 2.67 0.39 9.78
Iowa 2.19 0.07 0.19 0.00 2.56 0.68 3.36 0.68 9.72
Kansas 2.23 0.00 0.20 0.00 2.76 0.86 3.18 0.50 9.73
Kentucky 2.27 0.72 0.34 0.07 3.24 0.38 1.65 0.98 9.65
Louisiana 1.36 0.00 0.11 0.00 2.90 2.30 1.97 0.75 9.40
Maine 2.75 0.00 0.40 0.00 3.26 0.01 4.56 0.73 11.72
Maryland 2.17 1.29 0.25 0.00 2.17 0.23 2.49 0.87 9.49
Massachusetts 3.24 0.00 0.54 0.00 1.98 0.07 371 0.47 10.01
Michigan 1.75 0.11 0.20 0.00 3.53 0.07 3.19 1.02 9.87
Minnesota 3.10 0.00 0.42 0.00 341 0.12 3.07 1.00 11.11
Mississippi 1.46 0.00 0.36 0.00 4.40 0.11 2.63 0.71 9.67
Missouri 1.99 0.13 0.14 0.03 2.03 1.19 2.56 0.54 8.60
Montana 2.22 0.00 0.34 0.00 1.46 0.02 2.99 2.35 9.38
Nebraska 2.14 0.00 0.19 0.00 2.53 0.47 3.57 0.80 9.70
Nevada 0.00 0.00 0.00 0.00 4.61 0.89 2.65 1.89 10.04
New Hampshire 0.13 0.00 0.93 0.00 1.44 0.00 4.67 131 8.48
New Jersey 2.25 0.00 0.47 0.00 2.53 0.03 5.41 0.58 11.28
New Mexico 1.52 0.00 0.32 0.00 3.58 1.39 1.80 1.43 10.03
New York 3.58 0.82 0.40 0.61 2.21 1.43 4.49 0.76 14.30
North Carolina 2.80 0.00 0.31 0.00 2.82 0.66 2.45 0.52 9.56
North Dakota 1.34 0.00 0.50 0.00 3.62 0.45 2.25 6.41 14.57
Ohio 1.98 0.96 0.05 0.02 2.82 0.43 2.95 0.90 10.11
Oklahoma 1.62 0.00 0.24 0.00 2.20 1.31 1.51 1.27 8.15
Oregon 3.76 0.00 0.32 0.03 0.75 0.25 3.45 1.10 9.66
Pennsylvania 1.76 0.73 0.35 0.05 3.01 0.21 2.97 0.90 9.99
Rhode Island 2.17 0.00 0.32 0.00 3.12 0.04 4.84 0.34 10.84
South Carolina 1.82 0.00 0.14 0.00 2.55 0.39 3.00 0.71 8.60
South Dakota 0.00 0.00 0.04 0.00 3.12 0.85 2.66 0.64 7.31
Tennessee 0.08 0.00 0.45 0.00 3.61 1.00 2.15 0.74 8.03
Texas 0.00 0.00 0.00 0.00 3.21 0.69 3.76 0.96 8.62
Utah 2.39 0.00 0.26 0.00 271 0.93 2.65 0.48 9.42
Vermont 2.07 0.00 0.39 0.00 3.36 0.07 1.56 4.23 11.68
Virginia 2.50 0.00 0.21 0.00 1.53 0.63 2.90 0.66 8.42
Washington 0.00 0.00 0.00 0.00 4.65 1.13 2.25 1.34 9.37
West Virginia 2.66 0.00 0.49 0.00 3.97 0.20 2.27 1.54 11.12
Wisconsin 2.77 0.00 0.37 0.00 2.93 0.18 4.17 0.62 11.03
Wyoming 0.00 0.00 0.00 0.00 3.54 0.79 3.39 5.44 13.16
Mean Values 1.85 0.11 0.34 0.02 2.87 0.61 2.97 1.42 10.20
Standard Deviation 1.01 0.29 0.31 0.09 0.96 0.52 0.97 2.07 2.09
Coefficient of Variation  54.58 252.77 93.37 515.11 33.55 85.68 32.63 145.02 20.48
NYS Diff. from Mean 1.72 0.71 0.06 0.59 (0.66) 0.82 1.51 (0.66) 4.10
Sources: U.S. Census Bureau, DOB Staff Estimates
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Table 8a - State Tax Burdens as a Pct. Of Personal Inc., 1977 - 2011
Standard Coefficient of NY difference
Year Mean NYS Deviation Variation from mean
1977 6.56 7.39 1.17 26.08 0.83
1978 6.42 6.91 1.34 20.80 0.49
1979 6.47 6.71 1.70 36.32 0.24
1980 6.45 6.57 2.72 42.21 0.12
1981 6.47 6.43 4.03 62.33 (0.04)
1982 6.62 6.55 3.67 55.48 (0.07)
1983 6.41 6.41 2.58 40.20 0.00
1984 6.58 6.69 2.34 35.55 0.12
1985 6.64 6.89 2.05 30.93 0.26
1986 6.61 7.10 2.02 30.52 0.49
77-86 avg. 6.52 6.77 2.36 38.04 0.24
1987 6.53 7.22 1.32 20.25 0.69
1988 6.64 7.02 1.41 21.26 0.38
1989 6.57 6.63 1.40 21.31 0.06
1990 6.54 6.75 1.42 21.73 0.21
1991 6.58 6.52 1.59 24.08 (0.07)
1992 6.55 6.64 1.32 20.14 0.09
1993 6.82 6.77 1.62 23.76 (0.05)
1994 6.73 6.99 1.21 18.05 0.26
1995 6.88 6.84 1.44 20.91 (0.04)
1996 6.74 6.46 1.33 19.80 (0.28)
87-96 avg. 6.66 6.78 1.41 21.13 0.13
1997 6.81 6.26 1.34 19.73 (0.55)
1998 6.71 6.11 1.28 19.01 (0.60)
1999 6.73 6.25 1.31 19.53 (0.49)
2000 6.76 6.29 1.22 18.09 0.47)
2001 6.69 6.60 1.17 17.53 (0.10)
2002 6.35 6.39 1.12 17.66 0.05
2003 6.31 6.12 1.11 17.61 (0.19)
2004 6.42 6.21 1.14 17.79 (0.21)
2005 6.75 6.35 1.38 20.41 (0.40)
2006 6.95 6.78 1.48 21.31 (0.17)
97-06 avg. 6.65 6.34 1.25 18.87 (0.31)
2007 7.00 7.01 1.64 23.39 0.02
2008 7.17 7.07 3.38 47.15 (0.10)
2009 6.49 6.95 2.00 30.84 0.46
2010 6.36 6.96 1.87 29.48 0.60
2011 6.32 6.71 2.07 32.74 0.39
Sources: Moodysanalytics.com; DOB Staff Estimates

153



COMPARISON OF NEW YORK STATE
TAX STRUCTURE WITH OTHER STATES

Table 8b - State/Local Tax Burdens as a Pct. of Personal Inc., 1977 - 2010
Standard Coefficient of NY Difference
Year Mean NYS Deviation Variation From Mean
1977 10.52 15.48 1.82 17.34 4.96
1978 10.21 14.68 1.48 14.51 4.47
1979 10.11 13.95 1.80 17.79 3.84
1980 9.94 13.56 2.81 28.29 3.62
1981 9.86 13.21 4.07 41.30 3.35
1982 10.07 13.33 3.74 37.15 3.26
1983 9.95 13.22 2.79 28.03 3.27
1984 10.05 13.43 2.58 25.63 3.39
1985 10.19 13.82 2.37 23.28 3.63
1986 10.23 14.09 2.41 23.52 3.86
77-86 avg. 10.11 13.88 2.59 25.68 3.77
1987 10.28 14.47 1.65 16.04 4.19
1988 10.38 14.10 1.62 15.63 3.72
1989 10.28 13.67 1.47 14.34 3.39
1990 10.31 13.86 1.49 14.49 3.55
1991 10.43 13.87 1.65 15.81 3.44
1992 10.40 14.11 1.40 13.42 3.71
1993 10.70 14.53 1.72 16.08 3.82
1994 10.63 14.71 1.18 11.07 4.08
1995 10.79 14.22 1.41 13.03 3.43
1996 10.55 13.72 1.20 11.34 3.17
87-96 avg. 10.48 14.13 1.48 14.13 3.65
1997 10.63 13.55 1.21 11.35 2.92
1998 10.48 13.26 1.12 10.66 2.78
1999 10.45 13.26 1.01 9.68 2.80
2000 10.36 13.10 1.05 10.10 2.74
2001 10.24 13.12 0.97 9.48 2.88
2002 10.12 13.13 0.95 9.42 3.02
2003 10.18 13.45 0.99 9.76 3.27
2004 10.29 13.75 1.05 10.24 3.46
2005 10.66 14.06 1.26 11.80 3.40
2006 10.89 14.61 1.35 12.40 3.72
97-06 avg. 10.43 13.53 1.10 10.49 3.10
2007 10.92 14.88 1.58 14.46 3.96
2008 10.91 14.74 3.42 31.36 3.83
2009 10.32 14.33 2.02 19.60 4.01
2010 10.38 14.71 1.95 18.83 4.33
2011 10.20 14.30 2.09 20.48 4.10
Sources: Moodysanalytics.com, U.S. Census Bureau, DOB Staff Estimates

154




COMPARISON OF NEW YORK STATE
TAX STRUCTURE WITH OTHER STATES

Table 9 - 2011 Property Taxes on Owner-Occupied Housing, by County
Median Median Income
Property Taxes Median Home Taxes as % of forHome  Taxes as % of

County Paid on Homes  Rank Value Home Value  Rank Owners Income Rank
Wayne County $3,294 126 $106,900 3.1% 1 $63,665 5.2% 74
Niagara County $3,091 150 $102,300 3.0% 2 $59,350 5.2% 73
Monroe County $4,052 75 $135,100 3.0% 3 $68,960 5.9% 51
Cattaraugus County $2,444 250 $81,600 3.0% 4 $50,470 4.8% 91
Steuben County $2,393 261 $85,700 2.8% 7 $51,806 4.6% 107
Chautauqua County $2,266 291 $81,500 2.8% 9 $50,283 4.5% 115
Livingston County $3,273 132 $118,400 2.8% 10 $62,685 5.2% 70
Onondaga County $3,643 99 $134,000 2.7% 11 $70,756 5.1% 75
Cayuga County $2,738 191 $102,300 2.7% 13 $60,594 4.5% 114
Erie County $3,277 131 $124,400 2.6% 17 $62,594 5.2% 69
Schenectady County $4,424 59 $169,200 2.6% 19 $70,332 6.3% 43
Madison County $3,193 136 $122,500 2.6% 20 $58,969 5.4% 59
Oswego County $2,379 263 $94,700 2.5% 23 $55,388 4.3% 150
Broome County $2,683 207 $109,400 2.5% 27 $57,983 4.6% 106
Ontario County $3,354 118 $137,100 2.4% 28 $64,031 5.2% 68
Oneida County $2,717 198 $111,300 2.4% 29 $61,450 4.4% 128
Chemung County $2,350 271 $96,900 2.4% 30 $61,603 3.8% 217
Rensselaer County $4,325 63 $178,600 2.4% 31 $76,011 5.7% 54
Tompkins County $4,034 76 $168,500 2.4% 36 $77,304 5.2% 71
Sullivan County $3,889 84 $168,100 2.3% 44 $58,996 6.6% 37
Orange County $6,235 22 $272,400 2.3% 46 $82,790 7.5% 15
St. Lawrence County $1,960 355 $86,800 2.3% 48 $53,062 3.7% 241
Rockland County $9,376 3 $426,800 2.2% 53 $102,124 9.2% 5
Putnam County $7,851 12 $359,900 2.2% 57 $105,709 7.4% 19
Ulster County $5,007 38 $235,200 2.1% 68 $71,886 7.0% 27
Nassau County $9,510 2 $450,200 2.1% 73 $102,542 9.3% 3
Clinton County $2,426 258 $115,800 2.1% 76 $60,756 4.0% 189
Suffolk County $7,942 11 $383,400 2.1% 84 $97,755 8.1% 9
Dutchess County $5.692 29 $287,400 2.0% 101 $85,137 6.7% 35
Westchester County $10,001 1 $518,800 1.9% 112 $113,425 8.8% 7
Albany County $3,852 87 $207,800 1.9% 136 $78,147 4.9% 85
Saratoga County $3,800 90 $226,100 1.7% 171 $77,539 4.9% 89
Jefferson County $2,139 320 $127,800 1.7% 173 $56,362 3.8% 222
Warren County $2,710 200 $195,000 1.4% 259 $61,997 4.4% 142
Bronx County $3,015 155 $372,100 0.8% 582 $71,545 4.2% 159
New York County $6,581 20 $856,700 0.8% 613 $139,526 4.7% 99
Richmond County $3,371 115 $441,000 0.8% 618 $86,109 3.9% 203
Queens County $3,301 124 $440,700 0.7% 634 $74,439 4.4% 127
Kings County $3,307 123 $563,200 0.6% 733 $75,250 4.4% 137
United States $2,057 NA $173,600 1.2% NA $64,063 3.2% NA
Source: Moodysanalytics.com; DOB Staff Estimates
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PERSONAL INCOME TAX
(millions of dollars)
2012-13 2013-14 Percent 2014-15 Percent
Actual Estimated Change Change Projected Change Change
General Fund 26,883.9 28,745.6 1,861.7 6.9 29,669.4 923.8 3.2
Other Funds 13,342.9 14,100.9 758.0 5.7 14,462.4 361.5 2.6
All Funds 40,226.8 42,846.5 2,619.7 6.5 44,131.8 1,285.3 3.0
Note: Totals may differ due to rounding.
Personal Income Tax Receipts
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-4-All Funds —General Fund
PERSONAL INCOME TAX BY FUND
(millions of dollars)
Gross General Special Debt
General Fund Revenue Service All Funds
Fund Refunds Receipts Funds® Funds? Receipts
2004-05 23,448 4,668 18,781 3,059 6,260 28,100
2005-06 26,431 5,731 20,700 3,213 6,900 30,813
2006-07 28,450 5,510 22,940 3,994 7,646 34,580
2007-08 29,365 6,606 22,759 4,664 9,141 36,564
2008-09 30,367 7,171 23,196 4,434 9,210 36,840
2009-10 29,296 6,642 22,654 3,409 8,688 34,751
2010-11 31,687 7,792 23,894 3,263 9,053 36,210
2011-12 33,106 7,263 25,843 3,233 9,692 38,768
2012-13 34,100 7,216 26,884 3,286 10,057 40,227
Estimated
2013-14 37,381 8,636 28,746 3,389 10,712 42,847
2014-15
Current Law 38,282 8,369 29,913 3,429 11,114 44,457
Proposed Law 38,438 8,769 29,669 3,429 11,033 44,132
! School Tax Relief Fund.
2 Debt Reduction Reserve Fund and Revenue Bond Tax Fund.
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PROPOSED LEGISLATION
Legislation proposed with this Budget would:
» Establish the real property tax freeze personal income tax credit;
» Establish the residential real property personal income tax credit;
» Establish a renter’s personal income tax credit;

» Close the resident trust loophole;

A\

Repeal the personal income tax add-on minimum tax;

A\

Increase the personal income tax filing income threshold;

Extend the non-custodial earned income tax credit for two years;
Extend the commercial television production tax credit for two years;
Expand the low income housing credit;

Reform the investment tax credit;

Extend and reform the Brownfield Clean-Up program;

Repeal the financial services investment tax credit;

Enhance the Youth Works tax credit;

Create a 20 percent real property tax credit for manufacturers;

vV VvV Vv VvV ¥V VYV ¥V VY V¥V

Amend the START-UP NY statute for a Section 186-e excise tax technical
change;

» Authorize a professional and business license tax clearance;
» Modify Delivery of family tax relief credit after Tax Year 2014
» Align mobility and personal income tax filings for the self-employed; and

» Eliminate the income threshold inflation adjustment for enhanced STAR
benefits.
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DESCRIPTION

The personal income tax (PIT) is by far New York State’s largest source of tax
receipts. The PIT accounted for approximately 61 percent of All Funds tax receipts in
2012-13.

PIT Receipts as a Share of All Funds Tax Receipts
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Note: PIT Receipts are defined as gross receipts minus refunds.
Tax Base

The State’s PIT structure adheres closely to the definitions of adjusted gross
income and itemized deductions used for Federal PIT purposes, with certain
modifications, such as: (1) the inclusion of investment income from debt instruments
issued by other states and municipalities and the exclusion of income on certain Federal
obligations; (2) the exclusion of pension income received by Federal, New York State
and local government employees, private pension and annuity income up to $20,000
($40,000 for married couples filing jointly), and any Social Security income and refunds
otherwise included in Federal adjusted gross income; and (3) the subtraction of State and
local income taxes from Federal itemized deductions.

New York allows either a standard deduction or itemized deductions, whichever
is greater. Although New York generally conforms to Federal rules pertaining to
itemized deductions, the State imposes some additional limitations. New York limits
itemized deductions for taxpayers with New York State Adjusted Gross Incomes
(NYSAGI) between $525,000 and $1 million to only 50 percent of federally allowed
deductions, and for taxpayers with incomes above $1 million to only 50 percent of
charitable contributions. For tax years 2010 to 2015, itemized deductions are limited to
only 25 percent of charitable contributions for taxpayers with NYSAGI above
$10 million.
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Tax Rates and Structure

As partially shown in Table 1, in tax years 2003, 2004, and 2005, a temporary PIT
surcharge added two new brackets applicable to taxpayers with taxable income over
$150,000 and taxable income over $500,000, and increased the top rate to 7.7 percent. In
2006, the top rate returned to 6.85 percent, reflecting the sunset of the temporary
surcharge, and the standard deduction for married taxpayers filing jointly increased from
$14,600 to $15,000. For tax years 2009 through 2011, two new tax brackets and rates
were added, applicable to taxpayers with taxable incomes over $300,000 for married
filing jointly returns (with lower levels for other filing categories) and taxable incomes
over $500,000 for all filers, and the top bracket tax rates were increased to 8.97 percent.

For tax years 2012 to 2014, four new tax brackets and rates replaced the former
bracket and rate applicable to taxpayers with taxable income above $40,000 for married
filing jointly returns (with lower levels for other filing categories). The tax rate for
taxpayers (married filing jointly returns) with taxable income in the $40,000 to $150,000
and $150,000 to $300,000 brackets was lowered to 6.45 percent and 6.65 percent
respectively, while the rates on the $300,000 to $2 million tax bracket remained
unchanged from 2008 law at 6.85 percent. The top rate for those earning $2 million and
above (married filing jointly returns) was increased to 8.82 percent. The tax brackets and
standard deduction amounts were also indexed to the Consumer Price Index (CPIU)
starting in tax year 2013. These brackets and rates, as well as indexing, were extended
through tax year 2017 as part of the 2013-14 Enacted Budget.

TABLE 1
PERSONAL INCOME TOP TAX RATES, STANDARD DEDUCTIONS, AND DEPENDENT EXEMPTIONS
1997-2000 2001 2002 2003-2005 2006-2008 2009-2011 2012 2013* 2014*

Top Rate (Percent) 6.85 6.85 6.85 7.70 6.85 8.97 8.82 8.82 8.82
Thresholds

Married Filing Jointly 40,000 40,000 40,000 500,000 40,000 500,000 2,000,000 2,058,550* 2,092,800*

Single 20,000 20,000 20,000 500,000 20,000 500,000 1,000,000 1,029,250* 1,046,350*

Head of Household 30,000 30,000 30,000 500,000 30,000 500,000 1,500,000 1,543,900* 1,569,550*
Standard Deduction

Married Filing Jointly 13,000 13,400 14,200 14,600 15,000 15,000 15,000 15,400 15,650

Single 7,500 7,500 7,500 7,500 7,500 7,500 7,500 7,700 7,800

Head of Household 10,500 10,500 10,500 10,500 10,500 10,500 10,500 10,800 10,950
Dependent Exemption 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000 1,000

* Tax Brackets and standard deductions are subject to indexing based on the CPIU
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TABLE 2
TAX SCHEDULES FOR 2014 LIABILITY YEAR*
(dollars)
Married - Filing Jointly Single Head of Household

Taxable Income $/::;::tt ¢ of l(\)':etr Taxable Income T::nl_.{::: OLC::" Taxable Income T::nl_.{::: o:)c::"
0to 16,700 $0 0to 8,300 $0 0o 12,550 $0

+4.00% 0 +4.00% 0 +4.00% 0
16,700 to 22,950 $668 8,300 to 11,450 $332 12,550 to 17,200 $502

+4.50% 16,700 +4.50% 8,300 +4.50% 12,550
22,950 to 27,150 $949 11,450 to 13,550 $474 17,200 to 20,350 $711

+5.25% 22,950 +5.25% 11,450 +5.25% 17,200
27,150 to 41,800 $1,170 13,550 to 20,850 $584 20,350 to 31,350 $877

+5.90% 27,150 +5.90% 13,550 +5.90% 20,350
41,800 to 156,900 $2,034 20,850 to 78,400 $1,015 31,350 to 104,600 $1,526

+6.45% 41,800 +6.45% 20,850 +6.45% 31,350
156,900 to 313,850 $9,458 78,400 to 209,250 $4,727 104,600 to 261,550 $6,250

+6.65% 156,900 +6.65% 78,400 +6.65% 104,600
313,850t0 2,092,800  $19,895 209,250 to0 1,046,350  $13,428 261,550 t0 1,569,550  $16,687

+6.85% 313,850 +6.85% 209,250 +6.85% 261,550
2,092,800 and over $141,753 1,046,350 and over $70,770 1,569,550 and over  $106,285

+8.82% 2,092,800 +8.82% 1,046,350 +8.82% 1,569,550

* Benefits of graduated tax rates recaptured for taxpayers with adjusted gross incomes above $104,600.

Tax Expenditures

Tax expenditures are defined as features of the Tax Law that by exclusion,
exemption, deduction, allowance, credit, deferral, preferential tax rate or other statutory
provision reduce the amount of a taxpayer’s liability to the State by providing either
economic incentives or tax relief to particular entities to achieve a public purpose. The
PIT structure includes various exclusions, exemptions, tax credits, and other statutory
devices designed to adjust State tax liability. For a more detailed discussion of tax
expenditures, see the Annual Report on New York State Tax Expenditures, prepared by
the Department of Taxation and Finance and the Division of the Budget.

Credits

Current law authorizes a wide variety of credits against PIT liability. The major
individual credits are:

Credit Description

Earned Income Tax Allowed at a rate of 7.5 percent of the Federal credit in 1994, 10 percent in 1995, and

Credit (EITC) 20 percent in 1996 and thereafter. Starting in 1996, the EITC was offset by the amount
of the household credit. The EITC was raised to 22.5 percent of the Federal credit in
2000, 25 percent in 2001, 27.5 percent in 2002, and 30 percent in 2003 and thereafter.
The credit is fully refundable for New York residents whose credit amount exceeds tax
liability. The Federal Economic Growth and Tax Relief Reconciliation Act of 2001
provided marriage penalty relief for married taxpayers filing jointly by increasing the
phase-out range for the credit beginning in 2002.

Household Credit Permitted for single taxpayers in amounts declining from $75 to $20, as their household
income rises to $28,000, and for married couples and heads of households, in amounts
declining from $90 to $20, as their household income rises to $32,000. This latter
category is also eligible for additional amounts based on the number of eligible
exemptions and income level.
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Credit Description

Child and Dependent  Allowed at a rate of 20 percent or more of the comparable Federal credit. In 1997, the

Care Credit credit became refundable and equal to 60 percent of the Federal credit for those with
incomes under $10,000, with a phase-down until it was 20 percent for incomes of
$14,000 and above. In 1998, the percentage of the Federal credit increased to 100
percent for those with incomes less than $17,000, with this percentage gradually
phasing down to 20 percent for those with incomes of $30,000 or more. For 1999, the
phase-down from 100 percent to 20 percent began at incomes of $35,000 and ended at
incomes of $50,000. For 2000 and later years, the credit as a share of the Federal
credit equaled 110 percent for incomes up to $25,000, phased down from 110 percent
to 100 percent for incomes between $25,000 and $40,000, equaled 100 percent for
incomes between $40,000 and $50,000, phased down from 100 percent to 20 percent
for incomes between $50,000 and $65,000, and equaled 20 percent for incomes over
$65,000. The credit is fully refundable for New York residents whose credit amount
exceeds tax liability.

Federal legislation enacted in 2001 and effective in 2003 increased maximum allowable
expenses from $2,400 to $3,000 for one dependent ($4,800 to $6,000 for two or more
dependents); the maximum credit rate from 30 percent to 35 percent; and the income at
which the credit begins to phase down from $10,000 to $15,000.

College Tuition Tax Available as an alternative to the college tuition deduction, this refundable credit equals

Credit the applicable percentage of allowed tuition expenses multiplied by 4 percent. It was
phased in over a four-year period with applicable percentages of allowed tuition
expenses beginning at 25 percent in tax year 2001, 50 percent in 2002, 75 percent in
tax year 2003, and 100 percent in 2004 and thereafter. For 2004 and thereafter the
minimum credit is the lesser of tuition paid or $200 and the maximum credit is $400 (4
percent of expenses up to $10,000).

Empire State Child Effective in 2006, this refundable credit for children ages 4-16 equals the greater of

Credit $100 times the number of children qualifying for the Federal credit or 33 percent of the
Federal credit.

Long Term Care A non-refundable credit equal to 10 percent of a taxpayer’'s long-term care insurance

Insurance Credit premium became effective in 2002. The credit amount was increased to 20 percent in

2004. Unused amounts may be carried forward to future tax years.

Middle-Class Family Permitted for each taxpayer who, on his or her personal income tax return filed for the

Tax Credit taxable year two years prior to the taxable year that the credit is claimed, a) was a
resident of New York State; b) claimed one or more dependent children who were
under age 17 at the end of the taxable year, c) had NYSAGI of between $40,000 and
$300,000; and d) had tax liability that was greater than or equal to $0. Worth $350, the
credit is fully refundable and is effective for tax years 2014 through 2016.

Additionally, credits are allowed for investment in production facilities, film
production, Brownfields, for PIT paid to other states, and for job-producing investments.
Other minor credits also apply.

Significant Legislation

Significant statutory changes made to the State PIT since 2000 are summarized
below.

Subject Description Effective Date

Legislation Enacted in 2000

Earned Income Tax Credit Increased the EITC to 30 percent of the Federal credit over a 2002 and after
two-year period, beginning in 2002. The expansion first
increased the EITC to 27.5 percent of the Federal credit in
2002 and then to 30 percent of the Federal credit in 2003 and
after.
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Subject

Description

Effective Date

Child and Dependent Care
Credit

Long-Term Care Insurance
Credit

Marriage Penalty

College Tuition Deduction/Credit

Petroleum Tank Credit

Legislation Enacted in 2003
LLC Fees

Three-Year PIT Surcharge

Legislation Enacted in 2004
Long-Term Care Insurance
Credit

Military Pay Exemption

Legislation Enacted in 2005

Nursing Home Assessment Tax
Credit

Limited Liability Company Fees

Legislation Enacted in 2006
STAR

Empire State Child Credit

Marriage Penalty

Earned Income Credit

Legislation Enacted in 2007
Loophole Closers

STAR

Increased the credit to 110 percent of the Federal credit for
those with incomes up to $25,000, phased down from 110
percent to 100 percent for incomes between $25,000 and
$40,000, equal to 100 percent for incomes between $40,000
and $50,000, phased down from 100 percent to 20 percent for
incomes between $50,000 and $65,000, and equal to 20
percent for incomes greater than $65,000.

Created a long-term care insurance credit equal to 10 percent
of a taxpayer's long-term care insurance premium.

Reduced the marriage penalty by increasing the standard
deduction for taxpayers who are married filing jointly from
$13,000 to $14,600 in three stages.

Authorized taxpayers to deduct from FAGI up to $10,000 for
attendance at a qualified higher education institution.

Created a two-year PIT credit of up to $500 for homeowners
who remove and/or replace a residential fuel oil storage tank.

Temporarily increased fees for 2003 and 2004.

Created two new tax brackets applicable to taxpayers with
incomes over $150,000 and over $500,000.

Increased the credit for long-term care insurance from 10
percent to 20 percent of premium expense.

Exempted pay of members of the New York National Guard for
services performed in New York as part of the “War on Terror.”

Created a refundable nursing home assessment tax credit for
residents of a residential health care facility who directly paid
any assessment.

Extended the higher fees to tax years 2005 and 2006.

Created a new STAR rebate paid in 2006 and increased NYC
STAR credit amounts and indexed the enhanced STAR benefit
for the 2006-07 school year.

Created a refundable credit for children ages 4-16 which
equals the greater of $100 times the number of children
qualifying for Federal credit or 33 percent of the Federal credit.

Increased the married filing joint standard deduction from
$14,600 to $15,000 in order to eliminate the marriage penalty.

Extended the credit to noncustodial parents who satisfy their
child support obligations.

Required certain Federal S corporations to become New York
S corporations if they form New York C corporations to avoid
tax and granted the Tax Department authority to disregard
personal service or S corporations formed primarily to avoid
tax.

Created a new “middle class rebate” program, increased
enhanced rebate amounts and New York City STAR credits.
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Subject

Description

Effective Date

Legislation Enacted in 2008

LLC and other Flow-Through
Entity Fees

STAR

Legislation Enacted in 2009
Non-LLC Partnership Fees

Three Year Temporary Rate
Increase

Limited Itemized Deduction

STAR

Empire Zone Reform

Legislation Enacted in 2010
Limited Itemized Deduction

Tax Credit Deferral

Loophole Closers

Limited High Income NYC STAR

Benefit

Legislation Enacted in 2011

Offset Lottery Winnings with

Outstanding Tax

STAR

Excelsior Jobs Program
Amendments

Restructured and reformed the fees and minimum taxes
imposed on limited liability companies, and S and C
corporations.

Delayed scheduled increases in the Basic Middle Class STAR
Rebates and NYC PIT credit by one year and scaled down
other STAR program components.

Levied fees on non-LLC partnerships with NY-source income
at or above $1 million at the same rates currently applicable to
LLC partnerships.

Created two new tax brackets applicable to taxpayers with
incomes over $300,000 and over $500,000.

Increased the itemized deduction limitation applicable to high
income taxpayers from 50 percent to 100 percent except for
the deduction for charitable contributions.

Eliminated Middle Class STAR
corresponding NYC PIT credits.

rebates and reduced

Reformed the Empire Zones program. All companies that had
been certified for at least three years were subjected to a
performance review focusing on cost/benefit ratios.

The QEZE real property tax credit was reduced by 25 percent
and firms were disqualified for the QEZE sales tax
refund/credit unless the sale qualified for a refund or credit of
the local sales and use tax.

Moved current program sunset date from December 30, 2011,
to June 30, 2010.

Temporarily further limited the use of itemized deductions to
25 percent of Federal deduction for charitable contribution for
taxpayers with NYSAGI over $10 million.

Capped aggregate business related tax credit claims at $2
million per taxpayer for each of tax years 2010, 2011 and
2012. The total amount of credits deferred can be claimed by
affected taxpayers on returns for tax years 2013, 2014 and
2015.

Required certain S corporation gains to be treated as New
York source income by nonresident shareholders, made
certain termination payments, covenants not to compete and
other compensation for past services taxable to nonresidents,
and equalized maximum bio-fuel and QETC facilities,
operations and training credit caps for corporations and
unincorporated businesses.

Limited New York City PIT STAR rate reduction credit by
eliminating benefits on taxable income in excess of $500,000.

Permitted the crediting of lottery prizes exceeding $600
against prize winner’s liabilities for taxes owed to the State.

Limited exemption growth to 2 percent annually.

Modified the credit to make it more widely available and
attractive and created a new energy incentive. It also
lengthened the benefit period from five to ten years.
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Subject

Description

Effective Date

Economic Transformation and
Facility Redevelopment Program

PIT Reform

New York Youth Works Tax
Credit Program

Empire State Jobs Retention
Program

Legislation Enacted in 2012

Residential Solar Equipment
Credit

Legislation Enacted in 2013

Empire State Film Production
Credit

New York State Business
Incubator and Innovation Hot
Spot Program

Limitation on Itemized
Deductions

Royalty Income Loophole

Historic Preservation Tax Credit

Charge NY Electric Vehicle

Recharging Equipment Credit

Suspension of Drivers' Licenses
of Delinquent Persons

Provided tax incentives to businesses to stimulate
redevelopment in targeted communities where certain
correctional or juvenile facilities are closed (economic
transformation areas).

Reformed the PIT by lowering rates for middle income
taxpayers and adding three new brackets on taxable income
above $150,000 for tax years 2012 through 2014. Also
indexed to the CPIU the tax brackets and standard deduction
starting in tax year 2013.

Provided a tax credit to businesses that employ at risk youth in
part-time or full-time positions in 2012 and 2013.

Provided a jobs tax credit to businesses that are at risk of
leaving the State due to the negative impact on their business
from a natural disaster. The tax credit is 6.85 percent of gross
wages of jobs that are retained in New York.

The Residential Solar Equipment Credit was extended to
leases and purchase power agreements.

Extended the Empire State film production tax credit of $420
million per year for an additional five years (2015 - 2019). For
the period 2015 through 2019 certain upstate counties will
receive an additional 10 percent credit for wages and salaries
paid.

Restrictions on the post production portion of the credit were
reduced and additional reporting will be required to document
the effectiveness of the credit in creating jobs.

Created a new high tech incubator program in which start-up
businesses will be free of property, sales and business income
taxes for the first five years. Hot spots must demonstrate an
affiliation with, and the support of, at least one college,
university or independent research institution and offer
programs consistent with regional economic development
strategies.

Extended the limitation on itemized deductions for taxpayers
with adjusted gross income over $10 million, which restricts
the total value of the itemized deduction to 25 percent of
otherwise eligible charitable contributions.  The limitation
sunsets December 31, 2015.

Closed a loophole that allowed New York companies that earn
royalty income to avoid paying taxes on that income. New
York taxpayers must show on their tax return that the
taxpayer’'s non-New York parent company included the royalty
income in its tax liability. The demonstration absolves
taxpayers of the obligation to pay tax on their royalty income.

Extended for five years the Historic Preservation Tax Credit $5
million cap, which had previously been scheduled to revert to
$100,000 following the conclusion of tax year 2014, and
permanently made the credit refundable for tax years
beginning on or after January 1, 2015.

Created a credit equal to 50 percent or $5,000 per station,
whichever is less, of the cost of electric vehicle recharging or
alternative fuel vehicle refueling equipment. The credit
sunsets December 31, 2017.

Provided for the suspension of New York State driver's
licenses of taxpayers who owe taxes in excess of $10,000.
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Subject

Description

Effective Date

Warrantless Wage Garnishment

Credit for Rehabilitation of
Historic Homes

Small Business and Small Farm
Income Subtraction

Veterans Tax Credit

Middle-Class Family Tax Credit

Youth Works Tax Credit

Minimum Wage Reimbursement
Credit

PIT Reform Extension

START-UP NY

Excelsior Jobs Program

Withholding Changes

Allowed the Department of Taxation and Finance to garnish
wages of delinquent taxpayers without filing a warrant and
replaced the warrant requirement with a faster public
notification requirement. The authority to act without warrant
sunsets March 31, 2015.

Extended for five years the maximum credit amount of $50,000
(scheduled to revert to $25,000), and the refundability of the
credit for filers with income less than $60,000.

Provided a Federal Adjusted Gross Income (FAGI)
modification equal to a percentage of business or farm income
for taxpayers with business or farm income not exceeding
$250,000. The modification reduces FAGI by 3 percent in tax
year 2014, 3.75 percent in tax year 2015, and 5 percent for tax
years 2016 and beyond.

Provided a refundable tax credit for tax years 2015 and 2016
equaling 10 percent of the wages paid to a qualified veteran
(capped at $5,000) and 15 percent of wages paid to a qualified
veteran (capped at $15,000).

Provided a refundable $350 credit in each of tax years 2014
through 2016 to taxpayers with dependents under the age of
17, zero or positive tax liability, and income between $40,000
and $300,000.

Provided a four year refundable tax credit capped at $6 million
per year for tax years 2014 through 2017 for hiring
unemployed, low-income or at risk youth ages 16-24 in cities
with populations greater than 55,000 or towns with populations
greater than 480,000.

Provided a refundable tax credit for tax years 2014 through
2018 equal to the product of the number of hours worked by
qualifying minimum wage-earning employees and 1) $0.75 in
tax year 2014; 2) $1.31 in tax year 2015; or 3) $1.35 in tax
years 2016 through 2018. Qualifying employees must be
students aged 16 to 19, and the credit is reduced if the federal
minimum wage is increased to a level in excess of 85 percent
of the New York minimum wage.

Extended the December 2011 PIT reform program for three
additional tax years, 2015 through 2017.

Established tax-free zones on or near qualifying university and
college campuses. Qualifying businesses operating within
such zones are exempt from taxation for a ten-year period
under the personal income tax. During the first five years of
the exemption period, qualifying new employees are fully
exempt from New York State and New York City personal
income tax on wages earned while working in a tax-free zone.
During the last five years of the exemption period, qualifying
employees are exempt from taxation on wages up to $200,000
for single filers, $250,000 for head-of-household filers, and
$300,000 for joint filers.

Changed the job requirement parameters for the Excelsior
Jobs Program and allowed a portion of the unallocated tax
credits from any taxable year to be used to award tax credits in
another taxable year.

March 28, 2013

January 1, 2015

January 1, 2014

January 1, 2015

January 1, 2014

January 1, 2014

January 1, 2014

January 1, 2015

January 1, 2014

May 27, 2013

Various changes in tax rates, deductions and exemptions have been reflected in
withholding tables as follows:

166



PERSONAL INCOME TAX

Effective
Date Feature Changes
7/1/95 Deduction Allowance Increased to $5,650 for single individuals, $6,150 for married couples.
Rate Schedule Lowered the maximum rate to 7.59 percent and reduced the number of
tax brackets.

4/1/96 Deduction Allowance Increased to $6,300 for single individuals, $6,800 for married couples.

Rate Schedule Lowered the maximum rate to 7 percent and broadened the wage
brackets to which the rates apply.

1/1/97 Deduction Allowance Increased to $6,975 for single individuals, $7,475 for married couples.

Rate Schedule Lowered the maximum rate to 6.85 percent and broadened the wage
brackets to which the rates apply.

7/1/03 Rate Schedule Raised maximum rate to 8.55 percent and added two new wage
brackets.

1/1/04 Rate Schedule Decreased maximum rate to 7.7 percent and lowered rate for second
highest bracket from 7.5 percent to 7.375 percent.

1/1/05 Rate Schedule Lowered rate for second highest bracket from 7.375 to 7.25 percent.

1/1/06 Rate Schedule Eliminated top two rates to reflect expiration of the temporary tax
surcharge.

5/1/09 Rate Schedule Raised maximum rate to 8.97 percent and added two new wage
brackets; added new higher rate to reflect phase out of itemized
deductions.

1/1/12 Rate Schedule Lowered rates for middle income taxpayers and created a new 8.82
percent tax rate and bracket for tax years through 2014.

1/1/13 Deduction Allowance Increased to $7,150 for single individuals, $7,650 for married couples.

Rate Schedule Adjusted tax brackets to reflect indexing.
1/1/14 Deduction Allowance Increased to $7,250 for single individuals, $7,750 for married couples.
Rate Schedule Adjusted tax brackets to reflect indexing.
Personal Income Tax Withholding
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The above graph shows the history of withholding collections beginning in
1994-95. Asterisks denote the dates of withholding table changes.

Limited Liability Companies

A limited liability company (LLC) can be formed in New York by one or more
persons by filing its articles of organization with the Secretary of State and paying an
annual filing fee. The fee is reflected in the “returns” component of the PIT.

The annual filing fee has been imposed since 1994 and applies to any LLC that
has any income, gain, loss or deduction attributable to New York sources in the taxable
year. Filing fees for the tax year are due no later than January 30 of the following year.
The following table shows historical LLC fees and estimated for 2013-14. Fee amounts
were temporarily increased for 2003 through 2006, which explains the higher collections
for 2003-04 through 2006-07.

The 2008-09 Enacted Budget restructured the flow-through entity level LLC fees
such that the existing LLC fees and corporate franchise tax minimum taxes were replaced
with new fees/minimum taxes applicable to all LLC partnerships, C corporations, and S
corporations based on New York source income. The 2009-10 Enacted Budget further
levied fees on non-LLC partnerships with NY-source income at or above $1 million at
the same rates applicable to LLC partnerships.

Limited Liability Company and Partnership
Fees
(thousands of dollars)

SFY Amount
2004-05 64,104
2005-06 70,755
2006-07 78,036
2007-08 50,973
2008-09 56,219
2009-10 67,469
2010-11 68,667
2011-12 71,589
2012-13 71,690
2013-14 Estimated 73,000

Administration
Timing of the Payment of Refunds

The payment of refunds during the final quarter of the State’s fiscal year (i.e., the
January-March period) has been administratively managed in accordance with cash flow
expectations and to minimize potential year-end imbalances in the State’s General Fund.
From fiscal years 2000-01 through 2004-05, refunds of $960 million were paid during
January through March. The amount of refunds paid during this three-month period was
increased to $1,512 million in fiscal year 2005-06 and to $1,500 million for 2006-07 and
2007-08. The refund “cap” was further increased to $1,750 million for 2008-09 to more
closely match the estimate of refunds payable during this three-month period. The refund
“cap” was reduced to $1,250 million for fiscal year 2009-10 for cash management
purposes, but reverted to $1,750 million for fiscal years 2010-11 through 2012-13. A
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one-time increase in the three-month allocation to $2,060 million will occur in fiscal year
2013-14, in response to previously unanticipated strong January 2013 current year
estimated tax receipts. The “cap” will revert, once again, to $1,750 million for fiscal
years 2014-15 and beyond.

School Tax Relief Fund

Legislation enacted in 1998 created the School Tax Relief (STAR) program and
the STAR Fund. The program provides residential homeowners with State-funded tax
exemptions, and tax relief under the New York City (NYC) income tax for all NYC
residents. In addition to school property tax exemptions, New York City residents who
have relatively low homeownership rates are provided State-funded STAR credits and
rate reductions against the New York City PIT. To reimburse school districts and New
York City for the costs of the program, a portion of State PIT receipts are deposited to the
STAR Fund. Pursuant to State Finance Law, payments are currently made to school
districts in October through March and to New York City in September and June.

Revenue Bond Tax Fund

Legislation enacted in 2001 authorized the issuance of State PIT Revenue Bonds
and provided a source of payment for the debt service on those Bonds by earmarking a
portion of PIT receipts to the newly created Revenue Bond Tax Fund (RBTF). Effective
May 2002, such legislation directs the State Comptroller to deposit an amount equal to 25
percent of estimated monthly State PIT receipts (after payment of refunds and STAR
deposits). Effective April 1, 2007, deposits to the RBTF are calculated before the deposit
of income tax receipts to the STAR Fund. Although this decreases General Fund PIT
receipts, RBTF deposits in excess of debt service requirements are transferred back to the
General Fund.

Taxpayer Characteristics

Personal income tax liability and NYSAGI, the income base that determines
personal income tax liability, differ noticeably across taxpayer groups. Table 3 examines
the changes in NYSAGI and in liability over an eight-year span from 2004 to 2011, with
a breakdown by taxpayer characteristics. While both NYSAGI and liability showed
considerable growth over this period (NYSAGI growing 26.9 percent but liability rising
40.9 percent), the much more rapid growth in liability can be accounted for in part by
changes in the State personal income tax law enacted in 2009. The 2009 law created new
temporary brackets and rates for high-income filers (these expired at the end of 2011),
and enacted a restriction on the itemized deductions of millionaires to a fraction of their
charitable contributions.

Both 2004 and 2011 were expansion years for the State. While in 2004 New
York State was in its first full year of expansion following the State recession that came
after the national recession of 2001, 2011 was the second year of the State’s recovery
from its August 2008-December 2009 recession (which was thus eight months shorter
than the nation recession). Both years also featured temporary higher tax rates — higher
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rates were in place for State taxpayers for tax years 2003-05, while (as noted above)

temporary brackets and rates were enacted for the 2009-11 tax years as well.

The share of both returns and liability accounted for by nonresidents continued to
trend upward between 2004 and 2011, with the nonresident share of returns rising from
9.7 percent to 10.7 percent, while the liability share rose from 16.3 percent to 17 percent.
Wages and nonwage income (such as dividends, interest received and capital gains)
increased faster than for residents during this period, allowing nonresident liability to
grow 47 percent between 2004 and 2011 while resident liability rose 39.7 percent. While
resident wages grew 24.5 percent, nonresident wages were up 32.8 percent. However,
residents and nonresidents had similar growth of nonwage income, with 31 and 33.1
percent gains, respectively.

TABLE 3
PERCENT SHARES OF STATE AGI, WAGES, NONWAGE INCOME AND LIABILITY
BY VARIOUS TAXPAYER CHARACTERISTICS, 2004 AND 2011

(Values for AGI, wages, nonwage income and liability in millions of dollars)

Total
percent change
Residents
percent share
percent change
Nonresidents
percent share
percent change
Married Filing Jointly
percent share
percent change
Head of Household
percent share
percent change
Single Filers
percent share
percent change
Itemized Deduction
percent share
percent change
Standard Deduction
percent share

percent change

Retums
8,929,346

8,063,721
903

865,624
9.7

3,236,764
36.2

1,568,231
176

4,124,351
46.2

2,188,651
245

6,738,106
75.5

2004
Nonwage
NYSAGI Wages Income Liability Retums NYSAGI
533,539 397431 143,840 25,766 9,849,174 677,235
103 269
464,065 343,184 127,958 21,565 8,794,942 584,930
87 86.4 89 837 893 86.4
9.1 26
69,475 54,247 15,882 4201 1054232 92,305
13 136 1 163 107 136
218 329
341,372 244,831 101,203 18196 3,363,049 425,624
64 61.6 704 70.6 341 62.8
39 4.7
48,981 43,569 6,333 848 1572377 59,376
9.2 1 44 33 16 88
03 212
143,186 109,032 36,305 6722 4913747 192,235
268 214 25.2 26.1 49.9 284
191 343
294204 199,220 98,734 16,388] 2,400,570 343,369
55.1 501 68.6 63.6 244 50.7
9.7 16.7
239,241 198,129 45,087 9373 7443922 333,530
448 499 313 364 75.6 492
105 394

Source: NYS Department of Taxation and Finance; DOB staff estimates

2011

Wages
499,425
25.7
427,389
85.6
245
72,036
144
328
300,469
60.2
2.1
51,907
104
1191
147,049
294
349
228,803
458
148
270,368
541
36.5

Nonwage
Income

188,778
312
167,641
88.8

31
21,138
112
331
131,404
69.6
298
8,513
45
344
48,862
259
346
118391
62.7
199
70,304
312
55.9

Liability
36,307
409
30131
83
397
6,176
17
47
25250
695
383
1,286
35
517
9771
269
453
20,546
56.6
254
15,738
33
679
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With respect to filing status, a comparison of the two years shows that the slow
decline in taxpayers filing as “married filing jointly” continued. Despite a 3.9 percent
rise in the number of returns filed under this status from 2004 to 2011, the share dipped
below 35 percent, down from the 36.2 percent share in 2004. Returns filed as “head of
household” barely increased, and the share fell to 16 percent from 17.6 percent in 2004.
“Single” returns, though, posted growth of 19.1 percent over the eight years, helping to
drive the share up to 49.9 percent in 2011 from 46.2 percent in the base year. Despite the
rising share of single filers, the money is still with the married filers: in 2004 they
accounted for just over 70 percent of all liability, slipping to 69.5 percent in 2011, while
the liability share of single filers rose from 26.1 percent to just under 27 percent by 2011.

Taxpayers who itemized their deductions made up 24.5 percent of all filers in
2004, remaining essentially the same in 2011. In 2004, standard deduction returns
accounted for 75.2 percent of all returns and 36.4 percent of all liability, while the
remaining returns that were itemized made up 63.6 percent of all liability. By 2011 the
itemizer share of liability had slipped to 56.6 percent while standard-deduction takers
accounted for 43.3 percent of liability. Note that with the new limitation on itemized
deductions for millionaires many of these high-liability taxpayers found themselves better
off taking the standard deduction rather than itemizing.

Recent Liability History

New York State adjusted gross income, NYSAGI, is the income base that
determines PIT liability. Table 4 lists the major components, their growth rates and their
respective shares of NYSAGI (see also Economic Backdrop — New York State Adjusted
Gross Income section). NYSAGI grew 7.1 percent in 2010 as State and national
economies were coming out of the long and severe recession and equity markets in
particular experienced a strong rebound. Processing data suggests slower growth at 2.9
percent in 2011, reflecting anemic economic growth and rather stagnant equity markets.
NYSAGI growth in 2012 is expected to be stronger with 8.8 percent despite continued
anemic economic growth largely because of a considerable amount of income shifting to
avoid higher tax rates in 2013. Because of the income shifting, the Budget Division
expects weaker growth of 2 percent for 2013, despite stronger equity and real estate
markets.
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TABLE 4
DISTRIBUTION OF THE MAJOR COMPONENTS OF NEW YORK ADJUSTED GROSS INCOME (NYSAGI)
(millions of dollars)

Component of Income 2007 2008 2009 2010 2011 2012* 2013 2014 2015
Actual Estimate
NYSAGI
Amount 725,245 662,053 596,471 638,855 657,298 714,99 729,623 771,260 809,835
Percent Change 14.6 8.7) 9.9) 71 29 8.8 2.0 5.7 5.0
Wages
Amount 485,565 492,900 463,939 482,433 499,425 516,871 525,370 553,574 578,795
Percent Change 9.1 15 (5.9) 4.0 35 35 16 5.4 46
Share of NYSAGI 67.0 74.5 778 75.5 76.0 723 720 718 715

Net Capital Gains

Amount 116,436 53,401 29,689 44,669 48,800 77,261 74,719 78,788 82,780
Percent Change 413 (54.1) (44.4) 505 9.2 583 (33) 54 51
Share of NYSAGI 16.1 8.1 50 7.0 14 10.8 10.2 10.2 10.2

Interest and Dividends

Amount 48,204 39,205 29,358 30,200 29,240 33,528 36,445 39,255 41,525

Percent Change 22.5 (18.7) (25.1) 2.9 3.2) 147 8.7 1.7 58

Share of NYSAGI 6.6 59 49 47 44 47 5.0 51 51
Taxable Pension

Amount 31,216 31,070 32,167 35,583 37,052 39,229 41,093 42,590 44,531

Percent Change 3.2 0.5 35 10.6 41 5.9 48 3.6 46

Share of NYSAGI 43 47 5.4 5.6 5.6 55 5.6 55 55

Net Business and
Partnership Income

Amount 74,345 73,560 71,447 74,368 74,148 83,376 89,824 96,061 104,342
Percent Change 10.6 L1 2.9 41 0.3) 124 17 6.9 8.6
Share of NYSAGI 103 111 12.0 116 113 117 123 125 12.9
All Other Incomes and
Adjustments/*
Amount (30,521) (28,083) (30,128) (28,397) (31,367) (35,269) (37,829) (39,009) (42,138)
Percent Change 43) 8.0 73 (5.7) 10.5 124 73 31 8.0

* Estimates for 2012 are based on processing data.

[+includes alimony received, unemployment income, IRA income, and other incomes. This number is negative due to Federal and New York adjustments to
income, which together reduce final NYSAGL.

Source: NYS Department of Taxation and Finance; DOB staff estimates.

Changes in capital gains’ share of total taxable income contribute prominently to
changes in NYSAGI. The declines in 2008 and 2009 are characterized by substantial
drops in capital gains’ share of total taxable income from 16.1 percent in 2007 to 5
percent in 2009. Capital gains realizations experienced strong growth in 2010, albeit off
a low base, improving their share of taxable income to 7 percent. The large growth in
2010 followed by projected slower growth of 9.2 percent in 2011 reflect the sensitivity of
capital gains realizations to tax rates. High-income taxpayers shifted some of their
realizations from 2011 to 2010 in anticipation of higher tax rates as the tax cuts
established under the Economic Growth and Tax Relief Reconciliation Act of 2001 were
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originally set to expire at the end of 2010. A similar shift is expected for 2012 and 2013.
To a lesser extent, income shifting in response to higher tax rates can also be observed for
dividend income and net business and partnership income.

Though wages also fell in 2009, the drop was smaller than the declines in some of
the other components and, as a result, the share of wage income increased from 67
percent in 2007 to an estimated 77.8 percent in 2009. As many other components
experienced relatively stronger growth in 2010 and 2011 than wages, the wage share is
declining to an expected 72.3 percent share in 2012.

Total Liability 2001-2016

Forecast 2.5

50 +

45 -
2.3

40 - 24 22

4.5

35 | 4.4

30 -

25 - 13

$ Billions

20 -

15 -

10 -

5 4

O i
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Note: Values above bars indicate additional liability due to temporary brackets and rates for those tax years as
represented by the dark blue shading; “current law” for 2006-2016 includes changes in State and Federal Tax Law that
are effective with the 2006 tax year and beyond.

Source: New York State Department of Taxation and Finance; DOB staff estimates.

The effects of the State’s last two recessions are clearly reflected in State tax
liability, which fell in 2001 and 2002 and without the surcharge of 2003-05 barely grew
in 2003, rising just 2.1 percent when the effects of the surcharge are removed. Liability
fell again in 2008 and would have declined 13 percent in 2009 without the temporary
high-income tax brackets and rates, and the limitation of millionaire itemized deductions,
in force for tax years 2009-2011. Even with the new law in place liability still declined
1.5 percent, unlike 2003 when the tax surcharge resulted in an overall liability increase.
Total 2011 liability was $36.3 billion, up 4.2 percent in the final year of the 2009-11
brackets and rates, as the slow State and national recoveries continued. Preliminary
processing data for 2012 shows about $38 billion in liability, an increase of 4.8 percent
despite a tax cut provided to a large proportion of State taxpayers by the December 2011
tax reform.

With a slow start to 2013 due to the “fiscal cliff” drama that ended 2012,
automatic Federal spending cuts and Federal tax increases, 2013 NYS liability is forecast
to barely increase, rising just 0.9 percent to $38.4 billion. Liability for 2014 is currently
seen as growing to $40.6 billion (up 5.9 percent), as both State and national economies
improve.
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TABLE 5
LIABILITY AND EFFECTIVE TAX RATES*
Current Law
2000-2015
(millions of dollars)
NYSAGI Liability
Effective
Amount Growth Rate Amount Growth Rate Tax Rate

(percent)
2001 481,001 -5.5 22,406 9.4 4.66
2002 459,919 -4.4 20,731 -7.5 4.51
2003 473,778 3.0 22,456 8.3 4.74
2004 525,964 11.0 25,769 14.8 4.90
2005 571,916 8.7 28,484 10.5 4.98
2006 632,601 10.6 29,838 4.8 4.72
2007 725,245 14.6 35,215 18.0 4.86
2008 662,053 -8.7 31,621 -10.2 4.78
2009 596,471 -9.9 31,162 -1.5 5.22
2010 638,855 7.1 34,836 11.8 5.45
2011** 657,298 2.9 36,296 4.2 5.52
2012** 714,996 8.8 38,046 4.8 5.32
2013** 729,623 2.0 38,394 0.9 5.26
2014** 771,260 5.7 40,645 5.9 5.27
2015** 809,828 5.0 43,416 6.8 5.36
* Liability divided by AGL
** Estimate/Forecast
Source: NYS Department of Taxation and Finance; DOB staff estimates.

Risks to the Liability Forecast

The collapse of the financial markets and the resulting large declines in income
from bonus payments and capital gains in 2001 and 2002 caused the share of liability
originating with the top one percent of taxpayers to fall from 39 percent in 2000 to 32.2
percent in 2002 (see Table 7). The same thing — more exaggerated, given the near-
collapse of the financial system not only in this country but also in other nations —
happened just a few years later, as the liability share of the top one percent fell from 43.1
percent in 2007 to 33.2 percent in 2009 on a constant-law basis. Over time the State has
become increasingly reliant on its high-income taxpayers as a source of income tax
revenues. This has happened even despite the sunset of the 2003-05 high-income
brackets and rates; note that in 2006 the top taxpayers accounted for 39 percent of all
liability, climbing to just over 43 percent the next year. The reformed State tax law
enacted in December 2011 and effective with the 2012 tax year is estimated to have
increased this proportion to 42.9 percent for 2012. For 2013 and 2014 the proportion of
liability from this group is estimated to remain just above 40 percent. But this implies
that changes in the economy, or in the institutional practices of firms (i.e., the timing and
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types, not to mention the size, of bonus payments), that affect a small number of
taxpayers in the high-income groups can have disproportionately large effects on State
tax revenues.

TABLE 6
PERCENT DISTRIBUTION OF RETURNS, LIABILITY
AND AGI BY INCOME GROUPS UNDER CURRENT LAW

2011 (Actual) 2014 (Forecast)
Income Group Returns Liability AGI Returns Liability AGI
0 - $50,000 66.7 3.7 17.5 60.1 2.6 14.6
$50,000 - $100,000 19 15.4 19.6 21.4 13.9 19.1
$100,000 - $200,000 9.9 19.3 19.6 121 18.3 19.5
$200,000 - $1,000,000 3.9 26.2 20.5 5.5 23.9 20.5
$1,000,000 and above 0.5 35.4 22.8 0.9 41.3 26.2

Source: NYS Department of Taxation and Finance; DOB staff estimates.

TABLE 7
CHANGES IN THE SHARE OF LIABILITY ORIGINATING WITH
THE TOP ONE PERCENT OF NYS TAXPAYERS
2003-05, 2009-11 Brackets and Rates; Reformed Law
1995-2002, 2006-08 Tax Law Begins in 2012
Liability, top 1 Liability, all ~ Share of total  Liability, top 1  Liability, all Share of total
Percent taxpayers liability, top 1 Percent taxpayers liability, top 1
Year (millions) (millions) (Percent) (millions) (millions) (Percent)
2001 7,864 22,406 35.1 -- -- --
2002 6,681 20,731 32.2 - - -
2003 7,146 21,173 33.8 8,079 22,456 36
2004 8,487 24,218 35 9,607 25,769 37.3
2005 9,794 26,741 36.6 11,093 28,484 38.9
2006 11,539 29,587 39 - - -
2007 15,195 35,215 431 -- - -
2008 11,890 31,621 37.6 - - -
2009 9,138 27,522 33.2 12,194 31,162 39.1
2010 10,548 30,349 34.8 14,282 34,836 41
2011 10,733 31,596 34 14,513 36,296 40
2012* 12,983 35,397 36.7 16,314 38,046 429
2013* 13,017 36,043 36.1 16,239 38,394 423
2014* 13,849 38,677 35.8 17,328 40,645 42.6
2015* 14,759 41,362 35.7 18,492 43,416 42.6
* Estimated
Note: The 2003-2005 surcharges expired at the end of the 2005 tax year.
Note 2: The 2009-2011 brackets and rates expire at the end of the 2011 tax year.
Source: NYS Department of Taxation and Finance, DOB staff estimates.
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TAX LIABILITY AND CASH PAYMENTS

Although significant risks necessarily remain in any estimates of income tax
liability, the estimation of the level of tax liability for a particular tax year leads, with a
high degree of confidence, to the approximate level of cash receipts that can be expected
for the particular tax year. The consistency in this relationship is shown in the graph
below, which shows a trend line for the history of liability and cash receipts beginning in
1995, and dots to denote actual liability and cash results or estimates.
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Despite the strong relationship between tax-year liability and cash receipts,
estimation of cash payments is subject to an important complication that pervades
forecasts for the Executive Budget and other State Financial Plan updates. This
complication is determining the portions of tax-year liability that will occur in particular
State fiscal years. Income tax prepayments — withholding tax and quarterly estimated tax
payments — tend to be received not long after income is earned. For example, most
withholding tax payments and quarterly estimated tax payments for the 2013 tax year will
be received before the end of the 2013-14 State fiscal year. Settlement payments — those
payments received when taxpayers file final returns for a tax year — tend to be received in
the next State fiscal year after the end of a tax year. Thus, settlement payments for the
2013 tax year will be received largely in the 2014-15 fiscal year.

As is evident in the following graph showing net settlement payments for the
1994 through 2013 tax years, the amount of liability received in the settlement can vary
widely from year to year. In most years, the net settlement has been very negative, with
State settlement outlays (such as refunds and offsets) far exceeding taxpayer settlement
payments (such as those sent with returns and extension requests). There have been some
important exceptions to this pattern — most notably during times of tax reform and rapid
economic growth, and during periods with large increases in non-wage income.
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Income Tax Settlement
Tax Year 1994 to 2013

2013*
2012
2011
2010
2009
2008
0.98 2007
2006
2005
2004
2003
2002
2001
2000
1999
1998
1997
1996
1995
1994

-3.26

Year

-4 -3 -2 -1 0 1 2
($in Billions)
* Projection

Several different settlement patterns have occurred in recent years. With the rapid
growth of the New York economy in the late 1990s, the settlement became much less
negative than it traditionally had been. This pattern resulted generally from prepayment
growth rates that fell short of liability growth rates, leading to the need for increased
settlement payments with final returns. With the weak economy of 2001 and 2002,
taxpayers, in aggregate, dramatically reduced their settlement payments and the total
settlement became very negative again, with the net amount paid out by the State
exceeding $2 billion for the 2002 tax year. Due to the temporary tax increases enacted by
the Legislature in 2003, the net settlement payout by the State was negative by $530
million for the 2004 tax year and $280 million for tax year 2005. However, the 2006
settlement was negative by $950 million, due mainly to refund claims for the new child
credit. Due to strength of the 2007 tax year, the 2007 settlement was highly positive at
$980 million. Due to the subsequent recessionary economic environment, the 2008
settlement turned negative again ($3.26 billion), while the 2009 settlement was a
significantly less negative $2.22 billion. Due to strong extension payments, the 2010
settlement ended at a smaller negative $1.17 billion. Extension payments declined in
2011, leading to a slightly more negative net settlement of $1.27 billion. In 2012, strong
end-of-year capital gains realizations led to record-high April extension payments,
improving the settlement to negative $230 million. The net settlement for tax year 2013
is projected to swing to a firmly negative $1.23 billion, the result of a significant decline
in extension payments following an inflated base.

For tax years 2009, 2010 and 2011, New York temporarily added two new tax
rates: 7.85 percent on taxable income over $300,000 for married joint filers (lower level
for others) and 8.97 percent on taxable income over $500,000 for all filers. Further, laws
enacted in 2009 completely disallowed the use of itemized deductions (except for
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charitable contributions) for taxpayers with NYSAGI over $1 million. For tax years 2010
2011, and 2012, the itemized deduction for charitable contributions was further reduced
from 50 percent to 25 percent for taxpayers with NYSAGI over $10 million. The 25
percent limitation was subsequently extended to apply to tax years 2013, 2014, and 2015.

For tax years 2012 to 2014, four new tax brackets and rates replaced the former
bracket and rate applicable to taxpayers with taxable income above $40,000 for married
filing jointly returns (with lower levels for other filing categories). The tax rate for
taxpayers (married filing jointly returns) with taxable income in the $40,000 to $150,000
and $150,000 to $300,000 brackets has been lowered to 6.45 percent and 6.65 percent
respectively, while the rates on the $300,000 to $2 million tax bracket remained
unchanged from 2008 law at 6.85 percent. The top rate for those earning $2 million and
above (married filing jointly returns) has been increased to 8.82 percent. The tax
brackets and standard deduction amounts were also indexed to the CPIU starting in tax
year 2013. These brackets and rates, including CPIU indexing, were subsequently
extended through the end of tax year 2017 as part of 2013-14 Enacted Budget legislation.
The same legislation also extended the limitation of itemized deductions for taxpayers
with NYSAGI over $10 million for an additional three years.

For a more detailed discussion of the methods and models used to develop
estimates and projections for the PIT, please see the Economic, Revenue, and Spending
Methodologies at www.budget.ny.gov.

RECEIPTS: ESTIMATES AND PROJECTIONS
All Funds
2013-14 Estimates

All Funds receipts through December are $29,838 million, an increase of $2
billion (7.4 percent) from the comparable period in the prior fiscal year.

All Funds 2013-14 receipts are estimated to be $42.8 billion, an increase of $2.6
billion (6.5 percent) from 2012-13. This primarily reflects robust growth in extension
(i.e., prior year estimated) payments for tax year 2012, modest growth in withholding,
moderate growth in current estimated payments for tax year 2013, and strong growth in
final payments, partially offset by substantial growth in total refunds.

Withholding in 2013-14 is projected to be $1.2 billion (3.8 percent) higher
compared to the prior year. This reflects the net effect of modest wage growth offset by
reduced revenue attributable to the first full fiscal year of withholding table inflation
adjustment. Total estimated payments are expected to increase $2.5 billion (20.8 percent).
Estimated payments for tax year 2013 are projected to increase by $547 million (6.1
percent), while extension payments (i.e., prior year estimated) for tax year 2012 are
estimated to grow substantially ($2 billion or 62.2 percent) due to the one-time
accelerated realization of capital gains in anticipation of rising federal income tax rates in
2013 and an atypical overestimation of liability that resulted in significant extension
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overpayment. Delinquent collections and final return payments are projected to be $74
million (6.5 percent) and $230 million (10.7 percent) higher, respectively.

The increase in total refunds of $1.4 billion reflects an $801 million (17.5 percent)
increase in prior refunds related to tax year 2012, a $310 million (17.7 percent) increase
in current year refunds related to tax year 2013, and a $332 million (107.4 percent)
increase in the State-city offset, partially offset by a $23 million (4 percent) decline in
refunds related to tax years prior to 2012.

Table 8 shows the components of the PIT from 2011-12 through 2015-16.

TABLE 8
FISCAL YEAR COLLECTION COMPONENTS
ALL FUNDS
(millions of dollars)
2011-12 2012-13 2013-14 2014-15 2015-16
(Actual) (Actual) (Estimated) (Projected) (Projected)
Receipts
Withholding 31,199 31,958 33,160 35,049 37,260
Estimated Payments 11,628 12,193 14,727 14,274 15,744
Current Year 8,097 9,001 9,548 10,115 11,007
Prior Year* 3,532 3,192 5,179 4,159 4,737
Final Returns 2,117 2,148 2,378 2,316 2,478
Current Year 224 203 233 242 254
Prior Year* 1,893 1,945 2,145 2,074 2,224
Delinquent Collections 1,086 1,144 1,217 1,261 1,311
Gross Receipts 46,030 47,443 51,482 52,900 56,792
Refunds
Prior Year* 4,693 4,568 5,369 5,142 6,277
Previous Years 454 588 566 569 588
Current Year* 1,750 1,750 2,060 1,750 1,750
Advanced Credit Payment 0 0 0 810 976
State-City Offset* 366 309 641 498 498
Total Refunds 7,263 7,216 8,636 8,769 10,089
Net Receipts 38,768 40,227 42,846 44,131 46,704
* These components, collectively, are known as the “settlement” on the prior year's tax

The primary risk to the 2013-14 receipts estimate results from uncertainty
surrounding bonus payments paid by financial services companies. A large portion of
these financial sector bonuses are typically paid in the last quarter of the state fiscal year.
Consequently, complete information about such payments is not available when Budget
estimates are constructed. Furthermore, in anticipation of higher Federal marginal tax
rates in tax year 2013 relative to tax year 2012, bonus payments were made in 2012 that
would have otherwise been made in 2013. This creates uncertainty with regard to
withholding receipts for the final quarter of the 2013-14 fiscal year; if the shifting of
bonus payments is not reversed to the anticipated extent, downside risk exists for the final
quarter. Likewise, a stronger-than-expected shift back to historical norms would create
upside risk, as this would indicate that wage growth between October and December was
higher than expected.
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2014-15 Projections

All Funds 2014-15 receipts are projected to be $44.1 billion, an increase of $1.3
billion (3 percent) from 2013-14.

This increase primarily reflects increases of $1.9 billion (5.7 percent) in
withholding, partially offset by a $133 million (1.5 percent) increase in total refunds and
a $452 million (3.1 percent) decline in total estimated payments. The increase in total
refunds is primarily attributable to the first year of business tax credit deferral payback,
which is projected to increase tax year 2013-related refunds by $75 million in 2014-15,
and the first year of payments for two credits: the Middle Class Family Tax Relief credit
and the proposed Real Property Tax Freeze Credit. The additional refunds associated
with these credits are largely offset by declines in both prior year refunds related to tax
year 2013 and current refunds related to tax year 2014. The decline in total estimated
payments includes growth of $568 million (5.9 percent) in estimated payments related to
tax year 2014, entirely offset by a $1 billion (19.7 percent) decline in extension (i.e., prior
year estimated) payments for tax year 2013. The dramatic downturn in extension
payments for tax year 2013 relates to the accelerated realization of capital gains into tax
year 2012, primarily at the expense of tax year 2013, due to the sunset of lower marginal
Federal tax rates on capital gains and the imposition of the 3.8 percent Net Investment
Income Tax as part of the Health Care and Education Reconciliation Act of 2010.
Taxpayers significantly overpaid with their extensions for tax year 2012, and this
overpayment is not expected for extensions for tax year 2013.

Payments from final returns are expected to decline $62 million (2.6 percent), also
suffering from the capital gains acceleration into tax year 2012, and delinquent
collections are projected to increase by $44 million (3.6 percent) compared to the prior
year. The aforementioned increase in total refunds of $133 million reflects a $227 million
(4.2 percent) decline in prior year refunds for tax year 2013, a $310 million (15.1 percent)
decline in current year refunds for tax year 2014, a $3 million (0.5 percent) increase in
previous years refunds related to tax years prior to 2013, the addition of the estimated
$410 million cost of the Middle Class Family Tax Relief credit, and $400 million
attributable to the proposed Real Property Tax Freeze credit, partially offset by a $143
million decrease in the state-city-offset.
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PERSONAL INCOME TAX

Fund Shares of Net Receipts
2014-15

STAR Fund
7.8%

General Fund
67.2%

Revenue Bond
Tax Fund
25.0%

General Fund

General Fund net PIT receipts are estimated to be $28,746 million in 2013-14 and
are projected to be $29,669 million in 2014-15.

Other Funds

In 2013-14 and 2014-15, respectively, dedicated PIT receipts of $3,389 million
and $3,429 million will be deposited into the School Tax Relief Fund.

In 2013-14 and 2014-15, respectively, dedicated receipts of $10,712 million and

$11,033 million will be deposited into the Revenue Bond Tax Fund (RBTF). This
increase reflects the growth in net income tax collections upon which the RBTF is based.
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ALCOHOLIC BEVERAGE TAXES
(millions of dollars)

2012-13 2013-14 Percent 2014-15 Percent
Actual Estimated Change Change  PpProjected Change Change
General Fund 246.2 251.0 4.8 1.9 256.0 5.0 2.0
Other Funds 0.0 0.0 0.0 0.0 0.0 0.0 0.0
All Funds 246.2 251.0 4.8 19 256.0 5.0 2.0
Note: Totals may differ due to rounding.
Alcoholic Beverage Tax Receipts
History and Estimates
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ALCOHOLIC BEVERAGE TAXES BY FUND
(thousands of dollars)
Gross
General General All Funds
Fund Refunds Fund Receipts
2004-05 184,955 68 184,887 184,887
2005-06 191,696 22 191,674 191,674
2006-07 194,379 83 194,296 194,296
2007-08 205,375 546 204,829 204,829
2008-09 205,913 5 205,908 205,908
2009-10 225,647 87 225,560 225,560
2010-11 229,698 0 229,698 229,698
2011-12 238,379 116 238,263 238,263
2012-13 246,240 23 246,217 246,217
Estimated
2013-14 251,100 100 251,000 251,000
2014-15
Current 256,100 100 256,000 256,000
Proposed 256,100 100 256,000 256,000
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ALCOHOLIC BEVERAGE TAXES

PROPOSED LEGISLATION

No new legislation is proposed with this Budget.
DESCRIPTION
Tax Base and Rate

New York State imposes excise taxes at various rates on liquor, beer, wine and
specialty beverages.

STATE TAX RATES
(dollars per unit of measure)
Liquor over 24 percent alcohol 1.70 per liter
All other liquor with more than 2 percent alcohol 0.67 per liter
Liquor with not more than 2 percent alcohol 0.01 per liter
Naturally sparkling wine 0.30 per gallon
Artificially carbonated sparkling wine 0.30 per gallon
Still wine 0.30 per gallon
Beer with 0.5 percent or more alcohol 0.14 per gallon
Cider with more than 3.2 percent alcohol 0.04 per gallon

Administration

The tax is remitted by licensed distributors and noncommercial importers of such
beverages in the month following the month of delivery.

Significant Legislation

Significant statutory changes to this tax since 2000 are summarized below.

Subject Description Effective Date

Legislation Enacted in 2000

Exemption Accelerated the small brewers exemption increase by moving January 1, 2000
the effective date from April 1, 2001, to January 1, 2000.

Beer Tax Cut Reduced the State excise tax rate on beer with at least 0.5 September 1, 2003
percent alcohol from 12.5 cents to 11 cents per gallon.

Legislation Enacted in 2007

Auction Licenses Authorized the sale of privately held liquors to persons October 15, 2007
licensed by the State Liquor Authority to conduct auctions.

Legislation Enacted in 2008

Seven Day Sales Authorization made permanent. April 1, 2008
Enforcement Provisions Various enforcement and penalty provisions made permanent. October 31, 2009

Legislation Enacted in 2009

Beer Tax Increase Increased the State excise tax rate on beer from 11 cents per May 1, 2009
gallon to 14 cents per gallon.

Wine Tax Increase Increased the State excise tax rate on wine from 19 cents per May 1, 2009
gallon to 30 cents per gallon.

Enforcement Provisions New third party reporting requirements imposed. May 1, 2009
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Subject Description Effective Date

Legislation Enacted in 2012

Small Brewers’ Tax Credit Repealed the exemption for certain small brewers, and March 28, 2012
replaced the benefit with personal income and business tax
credits.

Total Consumption of Alcoholic
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TAX LIABILITY

Overall, consumption of taxed wine and liquor has increased annually since
2007-08, while taxable beer consumption has remained relatively flat during the same
period.

Other States

Compared with the alcohol tax rates in the other states in the nation, New York
State currently has:

» The twelfth lowest beer tax;
» The fifth lowest wine tax (of those participating states); and

» The twentieth highest liquor tax (of those participating states).
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Beer Tax Rates by State
(January 2013)
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ALCOHOLIC BEVERAGE TAXES

Liquor Tax Rates by State
(January 2013)
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*Note: 18 States have direct control over the sale of distilled spirits. The implied Excise Tax rate is
calculated using methodology designed by the Distilled Spirits Council of the United States
(DISCUS).

The New York State tax on liquor is relatively high compared to other forms of
alcohol but still below the average of all states. The alcoholic beverage enforcement
provisions summarized below have provided some protection to the State’s liquor
industry and tax base, thereby moderating year-over-year declines in State alcoholic
beverage tax receipts. In 2009, new third party reporting requirements were imposed on
wholesalers. It is expected that retailers will have an increased incentive to fully report
sales.

For a more detailed discussion of the methods and models used to develop
estimates and projections for the alcohol beverage taxes, please see the Economic,
Revenue, and Spending Methodologies at www.budget.ny.gov.

ALCOHOLIC BEVERAGE TAX ENFORCEMENT PROVISIONS

Violations Volume Penalties
Import liquor without registration Class A misdemeanor
Produce, distill, manufacture, compound, mix Class A misdemeanor
or ferment liquors without registration or tax
payments
Cause liquor covered by a warehouse receipt Class A misdemeanor

to be removed from a warehouse

Three or more above violations in a five-year Class E felony

period

Import liquor without registration More than 360 liters Class E felony
within one year

Produce, distill, manufacture, compound, mix  More than 360 liters Class E felony

or ferment liquors without registration or tax within one year

payments
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Cause liquor covered by a warehouse receipt  More than 360 liters
to be removed from a warehouse within one year

Custody, possession or control of liquor
without registration or tax payments

Custody, possession or control of liquor Exceeds 360 liters
without registration or tax payments

Import liquor without registration More than 90 liters

Distribute or hold liquor for sale without More than 90 liters
paying alcoholic beverage taxes

Failure by a distributor to pay the tax

Failure by any other person to pay the tax

RECEIPTS: ESTIMATES AND PROJECTIONS
All Funds

2013-14 Estimates

Class E felony

Class B misdemeanor

Class E felony

Seize transportation vehicles and liquor.

Seize transportation vehicles and liquor.

10 percent of the tax amount due, plus 1 percent
each month after the expiration. The penalty
shall not be less than $100 but shall not exceed
30 percent in aggregate.

50 percent of the tax amount due, plus 1 percent
each month after the expiration. The penalty
shall not be less than $100.

All Funds receipts through December are $189 million, an increase of $6 million
(3.3 percent) from the comparable period in the prior fiscal year.

All Funds 2013-14 receipts are estimated to be $251 million, an increase of $4.8
million (1.9 percent) from 2012-13. Estimated growth is primarily based on the
continuation of recent wine and liquor consumption trends, as well as the recent surge in

craft beer popularity.

Of the total estimated receipts, $183.4 million is projected to be derived from
liquor, $48 million from beer and $19.6 million from wine and other taxed beverages.

(millions of dollars)

COMPONENTS OF ALCOHOLIC BEVERAGE TAXES RECEIPTS

2008-09 2009-10 2010-11 2011-12

Estimated Projected
2012-13 2013-14 2014-15

Beer 36.0 44.0 45.0 45.0 47.6 48.0 48.5
Liquor 159.0 163.0 167.0 174.0 179.5 183.4 187.4
Wine & Other 11.0 17.0 18.0 19.0 19.1 19.6 20.1
Total 206.0 224.0 230.0 238.0 246.2 251.0 256.0
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2014-15 Projections

All Funds 2014-15 receipts are projected to be $256 million, an increase of $5
million (2 percent) from 2013-14.

Liquor and wine receipts are expected to grow modestly. Beer consumption is
expected to experience marginal growth as craft beer interest continues to revive the beer
market to an extent.

Of total projected alcoholic beverage tax receipts, $187.4 million is projected to
be derived from liquor, $48.5 million from beer, and $20.1 million from wine and other
specialty beverages.

General Fund

Currently, all receipts from the alcoholic beverage tax are deposited in the
General Fund.
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AUTO RENTAL TAX

AUTO RENTAL TAX
(millions of dollars)

2012-13 2013-14 Percent 2014-15 Percent
Actual Estimated Change Change Projected Change Change
General Fund 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other Funds 109.0 114.0 5.0 4.6 119.0 5.0 4.4
All Funds 109.0 114.0 5.0 4.6 119.0 5.0 4.4
Note: Totals may differ due to rounding.
Auto Rental Tax Receipts
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AUTO RENTAL TAX BY FUND

(millions of dollars)

Capital Special

Project Revenue All Fund

Funds® Funds? Receipts
2004-05 39.8 0.0 39.8
2005-06 42.3 0.0 42.3
2006-07 455 0.0 455
2007-08 47.0 0.0 47.0
2008-09 60.7 0.0 60.7
2009-10 51.7 24.4 76.1
2010-11 60.0 35.0 95.0
2011-12 65.0 39.0 104.0
2012-13 68.0 41.0 109.0
Estimated
2013-14 71.0 43.0 114.0
2014-15
Current Law 74.0 45.0 119.0
Proposed Law 74.0 45.0 119.0
!Dedicated Highway and Bridge Trust Fund.
2MTA Aid Trust Account.
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AUTO RENTAL TAX

PROPOSED LEGISLATION

No new legislation is proposed with this Budget.
DESCRIPTION
Tax Base and Rate

On June 1, 1990, the State imposed a 5 percent tax on charges for the rental or use
in New York State of a passenger car with a gross vehicle weight of 9,000 pounds or less.
On June 1, 2009, the rate was increased to 6 percent and a supplemental tax at the rate of
5 percent was imposed on the receipts from the rental of a passenger car within the
Metropolitan Commuter Transportation District (MCTD). For more information, please
see the Metropolitan Transportation Authority (MTA) Financial Assistance Fund
Receipts Section.

The auto rental tax applies to a vehicle rented by a resident or a nonresident,
regardless of where the vehicle is registered. The tax does not apply to a car lease
covering a period of one year or more.

Administration

The auto rental tax is remitted quarterly by the vendor on the vendor’s sales tax
return to the Department of Taxation and Finance.

TAX LIABILITY

Receipts from the auto rental tax are influenced by the overall health of the
economy, particularly consumer and business spending on travel. Unusual events that
affect travel have had a significant influence on receipts.

For a more detailed discussion of the methods and models used to develop
estimates and projections for the auto rental tax, please see the Economic, Revenue, and
Spending Methodologies at www.budget.ny.gov.

RECEIPTS: ESTIMATES AND PROJECTIONS
All Funds
2013-14 Estimates

All Funds receipts through December are $95 million, an increase of $9 million
(10.5 percent) from the comparable period in the prior fiscal year.

All Funds 2013-14 receipts are estimated to be $114 million, an increase of

$5 million (4.6 percent) from 2012-13. This growth reflects the continuing increase in
New York tourism spending.

190



AUTO RENTAL TAX

2014-15 Projections

All Funds 2014-15 receipts are projected to be $119 million, an increase of $5
million (4.4 percent) from 2013-14. This increase reflects projected growth in New York
tourism spending.
General Fund

No auto rental tax receipts are deposited into the General Fund.

Other Funds

All receipts from the State auto rental tax are deposited to the Dedicated Highway
and Bridge Trust Fund.

All receipts from the supplemental tax on passenger cars in the MCTD are
deposited to the MTA Aid Trust Account of the MTA Financial Assistance Fund.
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CIGARETTE AND TOBACCO TAXES
(millions of dollars)

General Fund

Other Funds
All Funds

2012-13 2013-14 Percent 2014-15 Percent
Actual Estimated Change Change Projected Change Change
442.7 384.0 (58.7) (13.3) 389.0 5.0 1.3
1,107.9 1,037.0 (70.9) 6.4) 985.0 (52.0) (5.0)
1,550.6 1,421.0 (129.6) 8.4) 1,374.0 (47.0) 3.3)

Note: Totals may differ due to rounding.

$in Millions

Cigarette and Tobacco Taxes Receipts
History and Estimates
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CIGARETTE AND TOBACCO TAXES BY FUND
(millions of dollars)
Gross Special
General General Revenue All Funds
Fund Refunds Fund Funds* Receipts
2004-05 409 3 406 0 406
2005-06 406 2 404 571 974
2006-07 412 1 411 574 985
2007-08 410 1 409 567 976
2008-09 447 1 446 894 1,340
2009-10 457 1 456 910 1,366
2010-11 481 1 480 1,136 1,616
2011-12 472 1 471 1,162 1,633
2012-13 447 4 443 1,108 1,551
Estimated
2013-14 433 49 384 1,037 1,421
2014-15
Current Law 390 1 389 985 1,374
Proposed Law 390 1 389 985 1,374
*Between March 2000 and March 2005, a portion of the State's cigarette tax receipts
was deposited in the off-budget Tobacco Control and Insurance Initiatives Pool
established in the Heath Care Reform Act of 2000. After March 2005, that portion is
deposited in the HCRA Resources Pool which is a Special Revenue Fund within the
State's Fund structure.
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PROPOSED LEGISLATION

No new legislation is proposed with this budget.

Tax Base and Rate

The New York State cigarette excise tax is imposed by Article 20 of the Tax Law
on the sale or use of cigarettes within the State. The current tax rate is $4.35 per package

of 20 cigarettes.

The Federal government imposes a cigarette excise tax at a rate of $1.01 per pack
on manufacturers and first importers of cigarettes. New York City also levies a separate
cigarette excise tax of $1.50 per pack.

STATE, FEDERAL AND NEW YORK CITY

CIGARETTE EXCISE TAX RATES
PER PACK OF 20 CIGARETTES
(since 1950)

State Federal New York City
Rate Rate Rate

(cents) (cents) (cents)
July 1, 1939 2 Before November 1 1951 7 Before May 1, 1959 1
January 1, 1948 3  November 1, 1951 8 May 1, 1959 2
April 1, 1959 5 January 1, 1983 16 June 1, 1963 4
April 1, 1965 10 January 1, 1991 20 January 1, 1976 8
June 1, 1968 12 January 1, 1993 24 July 2, 2002 150
February 1, 1972 15 January 1, 2000 34
April 1, 1983 21 January 1, 2002 39
May 1 1989 33  April 1, 2009 101
Junel 1990 39
June 1, 1993 56
March 1, 2000 111
April 3, 2002 150
June 3, 2008 275
July 1, 2010 435

The State also imposes a tax on other tobacco products, such as chewing tobacco,
snuff, cigars, pipe tobacco and roll-your-own cigarette tobacco, at a rate of 75 percent of
their wholesale price except for snuff products, which are taxed at a rate of $2.00 per
ounce. Cigars with a weight of less than 4 pounds per 1,000 are taxed at a rate equivalent
to the state cigarette tax. The Federal government also imposes an excise tax on
manufacturers and importers of tobacco products at various rates, depending on the type
of product.

Retail establishments that sell cigarettes are required to register with the
Department of Taxation and Finance. Vending machine owners are required to purchase
stickers from the Department.

The following table provides a comparison of state cigarette tax rates.
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CIGARETTE TAX RATES
Cents Per Pack Ranked by State Tax Rate
As of December 3, 2013
Rank (High to Low) State Rate Rank (High to Low) State Rate

New York 435.0 low a 136.0
Massachusetts 351.0 Florida 133.9
Rhode Island 350.0 Oregon 131.0
Connecticut 340.0 Ohio 125.0
Haw aii 320.0 Arkansas 115.0
Washington 302.5 Oklahoma 103.0
Minnesota 283.0 Indiana 99.5
New Jersey 270.0 California 87.0
Vermont 262.0 Colorado 84.0
Wisconsin 252.0 Nevada 80.0
District of Columbia 250.0 Kansas 79.0
Alaska 200.0 Mississippi 68.0
Arizona 200.0 Nebraska 64.0
Maine 200.0 Tennessee 62.0
Maryland 200.0 Kentucky 60.0
Michigan 200.0 Wyoming 60.0
llinois 198.0 ldaho 57.0
New Hampshire 178.0 South Carolina 57.0
Montana 170.0 West Virginia 55.0
Utah 170.0 North Carolina 45.0
New Mexico 166.0 North Dakota 44.0
Delaw are 160.0 Alabama 42.5
Pennsylvania 160.0 Georgia 37.0
South Dakota 153.0 Louisiana 36.0
National Average 153.3 Virginia 30.0
Texas 141.0 Missouri 17.0
Source: Campaign for Tobacco-Free Kids

Administration

State-registered stamping agents, who are mostly wholesalers, purchase tax
stamps from the State and affix the stamps to cigarette packages to be sold by New York
State registered retailers. The excise tax is paid by the stamping agent and is passed on.
Purchasers of non-State stamped cigarettes, such as cigarettes sold out-of-State or on
Native American lands, must remit the cigarette excise tax directly to the Department of
Taxation and Finance. An individual may bring two cartons into the State without being
subject to the excise tax.

Tax Evasion

Cigarette tax evasion is a serious problem in New York and throughout the
Northeast. Widespread evasion not only reduces State and local revenues, but also
reduces the income of legitimate wholesalers and retailers. The Department of Taxation
and Finance has acted vigorously to curb cigarette bootlegging through investigatory and
enforcement efforts. These efforts may lead to less severe declines in taxable cigarette
consumption than otherwise would have occurred.
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In 2010, legislation was enacted providing for a prior-approval system that allows
for the sale of untaxed, stamped cigarettes to be sold to reservation retailers in an amount
that will provide an adequate supply of untaxed cigarettes for consumption by the nation
or tribe. The Indian nation or tribe can opt to use the coupon system in place of the prior
approval system. The prior-approval/coupon system was implemented in 2011 after a
Federal Court injunction was lifted. To date, no tribes have participated in the coupon
system and there have only been limited transactions using the prior approval system.
Also in 2010, the Federal government prohibited the shipment of cigarettes through the
U.S. Postal Service.

In 2013, legislation was enacted that increased the penalty for possession of
unstamped or unlawfully stamped cigarettes from $150 per carton to $600 per carton to
reflect increases in the excise tax on cigarettes and to strengthen the deterrent effect in the
current environment.

Significant Legislation

Significant statutory changes to cigarette and tobacco taxes since 2000 are
summarized below.

Subject Description Effective Date

Legislation Enacted in 2000

Underage Smoking Increased penalties for illegal sales of tobacco products to September 1, 2000
minors.
Enforcement Provisions Created civil and criminal penalties for persons who sell and ship November 16, 2000

cigarettes to persons who are not licensed or registered cigarette
dealers or agents.

Enforcement Provisions Created civil and criminal penalties for carriers who transport January 1, 2001
cigarettes to persons who are not licensed or registered cigarette
dealers or agents.

Safe Cigarettes Required the promulgation and imposition of fire-safety standards July 1, 2004
for cigarettes and rolled tobacco products sold in New York.

Legislation Enacted in 2002

Cigarette Tax Increase Increased the cigarette excise tax from $1.11 per pack to $1.50 April 3, 2002
per pack.
Tobacco Tax Increase Increased the other tobacco products tax from 20 percent of the July 3, 2002

wholesale price to 37 percent.
Enforcement Provisions Increased the number of enforcement agents. May 29, 2002

Legislation Enacted in 2005

Enforcement Provisions Required collection of tax on sales to non-Native Americans on March 1, 2006
New York reservations.

Legislation Enacted in 2008

Cigarette Tax Increase Increased the cigarette excise tax from $1.50 per pack to $2.75 June 3, 2008
per pack.
Tobacco Tax Imposed a tax on snuff products at a rate of 96 cents per ounce. July 1, 2008

Legislation Enacted in 2009

Cigarette Tax Increased retail registration fees from $100 to $1,000 for retail January 1, 2010
locations with less than $1 million in annual sales, $2,500 for
retail locations with annual sales of at least $1 million but less
than $10 million, and $5,000 for retail locations with sales of $10
million or more.
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Subject Description Effective Date

Tobacco Tax Increased the other tobacco products tax from 37 percent of the April 7, 2009
wholesale price to 46 percent.

Legislation Enacted in 2010

Cigarette Tax Increase Increased the cigarette excise tax from $2.75 per pack to $4.35 July 1, 2010
per pack.
Enforcement Provisions Required all cigarettes sold to Native American nations or tribes September 1, 2010

and reservation cigarette sellers to bear a tax stamp, established
a prior approval system for sales of untaxed, stamped cigarettes
to reservation retailers, and allowed the governing body of an
Native American nation or tribe to opt to use the coupon system
for the purchase of tax exempt cigarettes for sales to its
members.

Tobacco Tax Increased the tobacco products tax to 75 percent of the August 1, 2010
wholesale price from 46 percent; increased the tax on snuff to
$2.00 per ounce from $0.96 per ounce; and created a new
category under the tobacco products tax imposing a tax on "little
cigars" at a rate equivalent to the cigarette tax rate.
Legislation Enacted in 2011

Cigarette Tax Repealed the graduated annual retail registration fee of between January 1, 2010
$1,000 and $5,000 annually and replaced it with a flat $300
annual fee.

Legislation Enacted in 2013

Cigarette Tax Increased the penalty for possession of unstamped or unlawfully June 1, 2013
stamped cigarettes from a maximum of $150 per carton or
fraction of a carton to a maximum of $600 per carton or fraction
of a carton.

TAX LIABILITY

Taxable cigarette consumption is a function of retail cigarette prices and a long-
term downward trend in consumption. The decline in consumption reflects the impact of
increased public awareness of the adverse health effects of smoking, smoking restrictions
imposed by governments, anti-smoking education programs, and changes in consumer
preferences toward other types of tobacco.

For a more detailed discussion of the methods and models used to develop
estimates and projections for the cigarette and tobacco taxes, please see the Economic,
Revenue, and Spending Methodologies at www.budget.ny.gov.

TOBACCO MSA PAYMENTS

Under the Tobacco Master Settlement Agreement (MSA) reached between states
and manufacturers in 1998, manufacturers are required to make payments to New York.
The amounts of these payments are subject to various adjustments. The adjustment for
the volume of packs shipped is based on national shipments, and changes in New York
consumption will have only a minor impact. In 2003 and 2004, New York State issued
$4.2 billion in tobacco bonds and continues to use these payments to pay debt service.
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RECEIPTS: ESTIMATES AND PROJECTIONS
All Funds
2013-14 Estimates

All Funds receipts through December are $1,154 million, a decrease of $60
million (4.9 percent) from the comparable period in the prior fiscal year.

All Funds 2013-14 receipts are estimated to be $1,421 million, a decrease of
$129.6 million (8.4 percent) from 2012-13. The large decrease is due, in part, to cigar tax
refunds (see "General Fund" below).

2014-15 Projections

All Funds 2014-15 receipts are projected to be $1,374 million, a decrease of $47
million (3.3 percent) from 2013-14.

Health Care Reform Act (HCRA)

Currently, 76 percent of the proceeds from the State cigarette tax of $4.35 are
deposited in the HCRA Resources Pool.

HCRA receipts through December are $812 million, a decrease of $57 million
(6.6 percent) from the comparable period in the prior fiscal year. HCRA 2013-14
receipts are estimated to be $1,037 million, a decrease of $70.9 million (6.4 percent) from
2012-13.

HCRA 2014-15 receipts are projected to be $985 million, a decrease of $52
million (5 percent) from 2013-14.

As part of the agreement allowing New York City to increase its cigarette tax
from eight cents to $1.50 per pack in July 2002, the City provides the State with 46
percent of the receipts generated through its tax. These receipts are deposited into the
HCRA Resources Pool. The New York State share of the City’s cigarette tax is projected
to be $45 million in 2013-14 and $43 million in 2014-15.

General Fund

General Fund receipts through December are $342 million, a decrease of $3
million (0.9 percent) from the comparable period in the prior fiscal year.

General Fund 2013-14 receipts are estimated to be $384 million, a decrease of
$58.7 million (13.3 percent) from 2012-13. Receipts from the cigarette tax are projected
to be $327.4 million, a decrease of $21 million (6 percent) from 2012-13. This decrease
reflects atypical declines in taxable consumption observed during the current fiscal year.
Receipts from the tobacco products tax are projected to be $49.1 million, $42.2 million
(46.2 percent) lower than in 2012-13. This is due to a change in the way the wholesale
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cigar tax is administered, effective December 1, 2013. The Department of Tax and
Finance released a TSB-M, which allows that wherever the manufacturer’s price cannot
be directly established by invoice it is deemed to be 40 percent of the wholesale price.
This effectively amounts to a 60 percent tax cut from the manner in which the tax had
been previously administered. The fiscal impact is $54 million in 2013-14, the result of:
1) two years of accumulated refunds estimated at $18 million per year; and 2) $18 million
in reduced liability in the current year. Also, cigar tax receipts will be reduced by $18
million annually going forward.

Receipts from retail cigarette registrations are estimated to be $7.5 million in
2013-14, a decrease of $0.1 million from 2012-13. Legislation enacted in 2011 repealed
the graduated fee structure that had been enjoined, allowing retailers to register for $100,
and implemented a $300 annual fee. In 2011-12, the increased revenue from the $300
fee, imposed retroactively to 2010 registrations, was offset by refunds of fees for retailers
who paid the full graduated fee for 2010 and 2011 registrations.

General Fund 2014-15 receipts are projected to be $389 million, an increase of $5
million (1.3 percent) from 2013-14. Cigarette tax receipts are expected to be $310.7
million, or $16.7 million lower than in 2013-14. The cigarette tax decrease reflects
greater than trend declines in cigarette consumption, though a gradual return to trend
declines is ultimately expected. Tobacco products tax receipts are estimated to be $70.8
million, an increase of $21.7 million (44.2 perce