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EXECUTIVE SUMMARY

MORE THAN ONE-THIRD OF New York City’s annual operating budget comes from grants
and revenues from New York State or the federal government. These funds pay for vital public
services such as education and Medicaid. New York City depends on these state and federal
monies for its operating expenses to a larger degree than any of the ten next-biggest cities. This
places the city’s operating budget in a precarious position: If these intergovernmental funds
were reduced or eliminated, the city would be forced to scramble to fund critical public services.

The recent windfall of COVID-19 relief funds exacerbated these risks for New York City,
as some of these temporary dollars were used to cover ongoing and recurring expenditures.
Before the money disappears, New York City should take action to prepare its budget and
fortify its long-term fiscal well-being. Specifically, the city should pursue long-term fis-
cal balance through a combination of expenditure reductions and revenue increases, boost
deposits into its recently created rainy day fund and put into effect rules for deposits and

withdrawals, and prioritize rainy day fund deposits over debt prepayments.

Four Ways to Bolster NYC’s Budget against
Fiscal Shocks

Pursue long-term fiscal balance through expenditure reductions and revenue increases.

Increase deposits into the recently created rainy day fund.

o Prioritize rainy day fund deposits over debt prepayment.

Implement rules to manage rainy day fund withdrawals and deposits.
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INTRODUCTION

MORE THAN ANY OTHER large US municipality, New York City depends on a robust pipe-
line of federal and state funding to maintain vital services such as education, public safety,
health, and transportation to its 8.5 million residents. In its fiscal 2022 financial plan, over
36 percent of New York City’s $106.5 billion general fund budget was funded by grants or
revenues from New York State or the federal government. The city’s capital budget, which
totals nearly $20 billion in investments in critical infrastructure, including mass transit, school
construction, public housing, and parks, also relies heavily on federal and state dollars.! While
this intergovernmental revenue is critical to the operation of New York City’s service provi-
sion to citizens, it is outside the city’s control with respect to size or use. Although the city
can levy taxes to raise revenue—an action that requires the approval of the New York State
legislature and governor in most cases—intergovernmental revenues are determined entirely
by other governments and elected officials. The recent federal aid intended to support the
city’s response to the COVID-19 pandemic has the potential to undermine its long-term fis-
cal health, because the municipality is spending some of these one-time funds on ongoing
programs. This may leave New York City on the hook for such spending long after the federal
pandemic aid dollars dry up.

In this issue paper we examine New York City’s dependence on intergovernmental rev-
enue and the unique risks that dependence poses for its budget. We describe the purposes of
these funds and compare the city’s reliance on intergovernmental revenues to that of other
major municipalities. Finally, we recommend that the city fortify its rainy day fund and take
other actions to protect the municipal budget and services against potential shocks from the

reduction or elimination of intergovernmental revenue streams.

Why Intergovernmental Revenue Matters

INTERGOVERNMENTAL REVENUE, or transfers from another level of government, are not
unique to the US. They are also a common feature of public finance across the globe used to
address disparities that arise in fiscal federalism. Because some states and localities may be

unable or unwilling to address public needs, federal aid may be necessary to provide particular
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services at a baseline level. Similarly, localities may have vastly different fiscal capacities, so
states may help equalize these differences. Such transfers from wealthier regions to poorer
regions may help ensure baseline provisions of services and not penalize residents in poorer
areas. Hence, one key rationale for intergovernmental transfers is to overcome fiscal dispari-
ties resulting from differences in tax bases or from the willingness of taxing authorities. Such
disparities “arise as a result of differences in the mix of populations requiring public services,
secular differences in employment, earnings, wealth, and production among the states and
localities,” the US General Accountability Office (GAO) has noted.?

Another reason for intergovernmental transfers involves the spillover effects of some
government spending. If the benefits of a local public service program extend to people outside
a municipality, such transfers might be appropriate to ensure that these services are funded. For
example, certain public services such as parks, recreation, and cultural institutions benefit not
only the government where the service is located but also nearby governments and residents.
Intergovernmental transfers ensure that public goods and services are distributed appropriately
and avoid “substantial misallocations in resources, overspending for some services, under-
spending for other services, poorly served citizens, badly managed service delivery, and poorly
structured revenue systems,” John Mikesell, the late Indiana University economist and public
finance expert, wrote in 1999.% Overall, then, intergovernmental transfers are commonly used
to enhance equity and address concerns about efficiency.

While such transfers help localities provide important services within a federal system,
the downside for local governments is that they have little control over how much revenue they
will receive. While it is unlikely that intergovernmental transfers would cease completely and
without warning in a given fiscal year, governments that rely on these transfers may not be able
to swiftly adjust tax rates or bases to make up for unanticipated reductions in intergovernmental
revenue. Further, public services must be provided regardless of whether intergovernmental
revenue declines or ceases unexpectedly. If state school aid were reduced because of a state
budget issue, localities would not be relieved of providing education services. Expansive reli-
ance on intergovernmental revenue poses significant risks for recipient governments. The con-
sequences are not theoretical. As recently as July 2020, New York State reported withholding
billions of dollars in local aid payments because of concerns about its own cash flows spurred

by reduced economic activity during the global pandemic.*
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INTERGOVERNMENTAL REVENUE: A Vital Part of the NYC Budget

WHILE INTERGOVERNMENTAL REVENUE may partially free arecipient government from
the need to directly tap its tax base, it nevertheless subjects municipalities to fiscal shifts
beyond their control. There are three primary risks associated with intergovernmental rev-
enue: It exposes recipient public budgets to unexpected interruptions in funding; increases
in intergovernmental funding often do not keep pace with cost inflation; and policy shifts
can impose changes in how the money must be used.

New York City levies taxes on real property, personal income, sales and use, corporate
and unincorporated business income, real property transfers, and mortgages. In 2020, more
than 90 percent of the city’s own-source revenues were derived from such taxes, while the
remainder came from charges, nongovernmental grants, and other types of aid. Importantly,
the state constitution limits local governments (including New York City) from changing
the rates levied on most tax bases without the state’s approval; the sole exception is the real
property tax. New York City can impose fees and charges to offset public costs imposed by
private behavior, but these cannot be imposed or increased simply to raise general revenues.’
On average, only about 26 percent of New York City’s total annual revenues from 1980 through
2020 fell under its direct control through the property tax; the remaining 74 percent was

largely outside the direct control of munici-
::’i?;i,llglg;vjztglz(ocny Revenue Sources, Annual pal decision makers.
As figure 1 shows, transfers from New
Federal York State and the federal government make

Aid

11% Property up a significant portion of New York City’s

Taxes annual operating budget. In 1980, more

_ 26%
State Aid than one-third of the city’s annual oper-
18%

ating funds came from intergovernmental
revenues; the remainder came from own-

All Other Taxes source revenues—largely property, income,
and Fees/Charges

e and sales taxes, and fees.
(]

Over time, the city’s own-source rev-

enues have risen significantly compared

with state or federal aid and make up a
SOURCE City of New York Annual Comprehensive Financial i
Reports of the Comptroller, 1980-2020. greater share of its overall funds (figure 2).
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FIGURE 2 NYC Revenue Sources, 1980-2020
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Increases in own-source revenue have also resulted from higher tax rates (such as property
taxes) and growth in specific bases (such as property valuations, income, and mortgages) that
benefited the city’s budget in the long recovery from the 2007-09 recession. In 2020, for
example, about three-quarters of revenues were derived from own-sources and the remaining
one-quarter from intergovernmental funds. Even so, intergovernmental revenue consistently
makes up a substantial portion of New York City’s budget.

New York City’s dependence on intergovernmental revenue has also declined because
of a shrinkage in federal revenues. While federal intergovernmental revenue made up about
17 percent of the city’s revenues in 1980, it had fallen to just 10 percent in 2020. Over the same
period, state intergovernmental revenue’s share of the budget has fluctuated at 15 percent -
20 percent of the budget.

On a per capita basis (figure 3), total intergovernmental revenues to New York City
increased about 7 percent in 2007-17, while own-source revenues rose about 14 percent.
Accounting for inflation, intergovernmental revenues fell about 10 percent during the period,
while own-source revenues have declined about 4 percent.

As shown in figure 4 and table 1, the two largest components of New York City’s budget
financed by intergovernmental revenue are education and social services, principally Medic-
aid. These categories represent almost 73 percent of intergovernmental revenue outlays. The
percentage is the lowest in decades, largely because of the expansion of education spend-
ing financed with municipal rather than intergovernmental dollars. Since 1980, these two

intergovernmental revenue sources have accounted for over 90 percent of all transfers to the
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FIGURE 3 New York City Revenue Per Capita, 2007-2017 (State, Federal, or Own-Source Revenue, adjusted for inflation)
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NOTE Inflation Adjustment from US Bureau of Labor Statistics, All Urban.

FIGURE 4 NYC Total State and Federal Funding (billions of dollars, adjusted for inflation)
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city. The remaining significant sources of intergovernmental revenue include transportation,

housing (largely public housing programs), higher education (primarily for City University

of New York and community colleges), public safety, and health programs other than Med-

icaid. These services consumed less than 10 percent of intergovernmental revenue in 2020,

although this is an increase over historical trends.
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CASE STUDY

Education

NEW YORK CITY SPENT MORE THAN $29 billion on education in 2020, making this the larg-
est single programmatic item in the budget. The city’s education system includes kindergarten
through high school, or K-12, programs; it added universal pre-K, or preschool for 4-year-olds,
in 2014 as well as 3-K, for 3-year-olds, in 2017. Like other education services, universal pre-
K is funded with a combination of state and local money. The 3-K program has been funded
largely with local money, although it was augmented with temporary federal funds related to the
COVID-19 pandemic response.

Spending by the New York City Department of Education has increased on an inflation-
adjusted basis from about $10.5 billion in 1980. In 2020, about 77 percent of all money from New
York State to the city was devoted to education (excluding higher education), up from about 59
percent in 1980. State intergovernmental revenue for education has increased on an inflation-
adjusted basis from less than $4.5 hillion in 1980 to nearly $12 billion in 2020. This spending
has risen significantly over the past several decades, including an increase in foundational aid to
most school districts. However, New York City has increasingly added its own funds to education
to finance programs, such as universal 3-K, that are policy choices of local elected officials.

As services covered by the education system have expanded, per pupil spending has also
increased. In 1990, New York City spent about $20,500 per pupil; about 46 percent of that
outlay came from city funds. By 2020, per pupil spending had topped $30,000; 58 percent of it
came from the city. Adjusted for inflation, New York City’s spending per pupil rose to more than
S17,000 in 2020 from about $9,400 in 1990; in the same period, intergovernmental revenue
increased in real terms to about $12,000 from about SI1,000. In other words, the significant
increase in per pupil spending in New York City is largely being financed with city funding. Nev-
ertheless, a large portion is still paid for by state and federal money.

City Department of Education spending on operations, which covers general and special
education, rose nearly 60 percent in real terms between 1990 and 2020. At the same time, the
agency’s debt service cost climbed from less than $300 million to almost $2.8 billion annu-
ally. The increase was fueled by expenditures financed largely with debt as part of the fiscal

2000-04 capital plan.® Further, pension contributions for labor have ballooned from about
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Sl billion to almost $3.7 billion annually. The rise generally followed overall increases in pen-
sion costs for the city that resulted partly from recessions that negatively affected pension fund
investments. If a fiscal shock interrupted future financial transfers from the state or federal
governments (either in full or in part), New York City would be left to fill in the budgetary hole,
at least temporarily, because education programming cannot be significantly shifted or swiftly
altered. Debt service and pension costs, for example, would be difficult to pause, and the city

would be obligated to cover these even if it were grappling with a shock.
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Given New York City’sreliance on fed-
eral and state funds, it lacks sufficient fiscal
reserves to offset adrop in intergovernmen-
tal revenue that might stem from a sharp
recession. The city was required to bud-
get in accordance with generally accepted
accounting principles (GAAP) after the
1975 fiscal crisis that left it minutes away
from bankruptcy. But GAAP standards that
expenditures in a given year be supported
by revenues earned in the same period pre-
cluded the city from creating a rainy day
fund. It was able to amass some savings
by prepaying debt service or other obli-
gations—such as other postemployment
benefits (OPEB), principally retiree health
care—in years when it posted budget sur-
pluses.” But the reserves were far less than
needed and were depleted in recessions.

To address this policy shortcoming

and allow an exception to GAAP budgeting
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TABLE | NYC Intergovernmental Revenues

1980 2020

State

Education $4,447,31,826 | $11,739,396,809
Social and

Health Services 2,755,063,933 2,223,724,804
Administrative

and Others 328,182,644 1,370,831,770
Total $7,530,378,403 | $15,333,953,383
Federal

Education $1,379,005,576 $1,672,437,915
Social and

Health Services 5,304,532,369 3,362,600,628
Administrative

and Others 1,015,956,106 4,359,697,939
Total $7,699,494,05| $9,394,736,482
Total State and Federal Aid

Education $5,826,137,403 $13,411,834,724
Social and

Health Services 8,059,596,30I 5,586,325,432
Administrative

and Others 1,344,138,750 5,730,529,709
Total $15,229,872,454 | $24,728,689,865
Share of Operating

Budget 51% 36%

SOURCE City of New York Annual Comprehensive Financial
Reports of the Comptroller, 1980-2020.

requirements, city officials in 2021 established a formal rainy day fund, the Revenue Stabili-

zation Fund, after the state legislature and municipal voters approved a city charter amend-

ment.® However, the $1.95 billion deposited into the fund by the end of fiscal 2022 represents

only about 3 percent of total tax city tax revenue for that fiscal year—well below 10 percent -

16 percent of total municipal tax revenues recommended by the city comptroller.®
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CASE STUDY

Medicaid and Other Social Services

BEFORE THE PANDEMIC, New York City’s local share of Medicaid spending averaged around
$5 billion annually out of total social services spending of $I5 billion to $19 billion."® Medicaid
also receives significant funding from other levels of government in its budget. It was conceived
as a national federal-state partnership to finance health insurance for low-income Americans,
although recent modifications to the Affordable Care Act have increased the income thresholds
to qualify for the program." Further, during the pandemic, the federal government increased
funding for its share of Medicaid as long as states kept people enrolled in the program. In New
York State, Medicaid enrollment grew from about 6.2 million before the pandemic to more than
7.1 million by 2021."2 By July 2022, 7.6 million New York State residents were enrolled in Med-
icaid.”®

Financing for the Medicaid program is split between the federal government and state
governments; since 1966, New York State’s Medicaid program has divided the nonfederal portion
between state and local governments. As a result, New York City pays for 25 percent of its Med-
icaid program and receives the other 75 percent from the federal and state governments. Most
other large US cities do not bear this much of the cost. More than $4.8 billion in intergovernmen-
tal revenue went to New York City for social services (primarily Medicaid) in 2020. The figure
represented almost one-fifth of all intergovernmental revenue, down from one-half in 1980.

Intergovernmental revenue to New York City for social services has risen nominally, by an
annual average of over 4 percent, from less than $2.2 billion in 1980. However, when adjusted
for inflation, social service intergovernmental revenue has declined by about 2 percent per year
on average between 1980 and 2020. Like education spending, social service spending is vulner-
able to sudden reductions if a fiscal shock to New York State or the federal government were to
delay or reduce intergovernmental transfers to New York City. In such a case, the city probably

would be left to fully fund social service programs on its own, at least over the short term."
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NYC RELIES ON INTERGOVERNMENTAL REVENUE MORE THAN THE TEN NEXT-
BIGGEST US CITIES

WHILE COMPARING BIG CITIES IS DIFFICULT because different municipalities finance
different services through their operating budgets, the Lincoln Institute of Land Policy has
compiled fiscal data that account for these inconsistencies across cities by combining city

data with the finances of overlying dis-

FIGURE 5 Biggest US Cities’ Reliance on

tricts, such asindependent school districts, Intergovernmental Revenue (19772017 Average)

special districts, and counties.” Control-
Nve 30.0% (I

phoenix 336 [N
which is made up of five counties and philadelphia 327 [
operates its own school, water, sewer, and Chicago 277 |

SanDiego 193 NG
sanantonio 177 [N

ling for such differences, New York City,

hospital systems, remains an outlier when

compared with the ten next-largest cities LosAngeles 149 [
in the country (figure 5). Sandose 125 [
austin -+ 99 [

From 1977 to 2017, an average of 39 Houston 92 [N
percent of New York City’s operating bud - palas 74 [N
get came from intergovernmental revenues. 0% 5 10 5 |20 25 30 35

. . . SOURCE Calculated from data from Lincoln Institute of Land

Phoenix ranked second, with lntergovern- Policy, Fiscally Standardized Cities database.
mental revenue accounting fOl‘ 34 percent NOTE Intergovernmental Revenues’ Share of Cost for Services

Delivered to City Residents.
to fund comparable public services; Dallas,

at 7 percent, had the lowest percentage of intergovernmental revenue on average.!® New York
City’s contribution for Medicaid is the most significant source of the difference.

Figure 6 shows that New York City relies more on intergovernmental revenues than other
large cities, even when accounting for differences in services provided.

Another way to compare cities is by examining how much each resident receives in services
that are paid for through intergovernmental transfers. Even adjusting for varying levels of service
provision, New York City receives significantly more intergovernmental revenue per resident
than other large US cities (figure 7). In 2017, for example, it received over one-third as much
intergovernmental revenue per resident as Los Angeles, the next -largest municipality, and over
2.3 times as much as the average large US city. This was an increase from 2007, when New York
City received 1.7 times as much intergovernmental revenue as the average large city. Increases

in intergovernmental transfers for education and Medicare account for much of this trend.

15



REVENUE AT RISK e Issue Paper

IWTHE VOLCKER ALLIANCE

FIGURE 6 Percentage of Revenue from Federal and State Aid (1977-2017)
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NOTE Intergovernmental Revenues’ Share of Cost for Services Delivered to City Residents.

FIGURE 7 Average Per Capita Intergovernmental
Revenue (2007-2017 Average)
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FEDERAL COVID-19 RELIEF FUNDS POSE LONG-TERM BUDGET RISKS TO NYC

THE AMERICAN RESCUE PLAN ACT OF 2021 (ARPA) included significant support for state
and local governments in general and targeted funding for K-12 education, housing, trans-
portation, and public health. In total, New York City is expected to receive over $25 billion
in federal aid from COVID-19 relief legislation from ARPA; the Coronavirus Aid, Relief, and
Economic Security (CARES) Act; and the Federal Emergency Management Agency. The intent
of these funds was to help governments manage fiscal shocks created by the COVID-19 pan-
demic. New York City budgeted about $3 billion of those funds for fiscal 2020, mostly from
CARES Act financing, and $3.6 billion was budgeted for fiscal 2021; $15.7 billion was added
for fiscal 2021-25 with the passage of ARPA.

Recipients that use the one-time federal emergency aid to fund recurring operating
costsrather than to cover one-time costs for infrastructure, worker bonuses, or replacement
of lost revenues do so at great risk. New York City’s fiscal 2023 budget included spending of
about $2.2 billion paid for with federal aid, plus nearly $1.6 billion for fiscal 2024 and about
$1 billion for fiscal 2025, after which the funds will be exhausted."” It will require significant
political capital to reduce future spending on programs started or bolstered by federal aid
when the revenue is scheduled to end, on December 31, 2026. For example, New York City
used more than $566 million in that aid to replace city funding of personnel and paid leave
for the police department in fiscal 2022. The department did not reduce its spending in any
meaningful way; head count remained flat, and no significant reductions in other expendi-
tures were planned.'® This money will either have to be replaced by own-source revenue in
subsequent fiscal years or the department’s budget will have to be cut substantially.

The use of COVID-19 aid for recurring spending in New York City has resulted in a fiscal
cliff of at least $1 billion (figure 8).!° Mayor Eric Adams’s November 2022 financial plan proj-
ects budget gaps of nearly $6 billion annually by fiscal 2026. Making matters worse, recurring
spending in New York City grows faster than the revenues that support it, which generates
sizable structural deficits.

Beyond the expiration of COVID-19 relief aid, with the persistence of remote work prac-
tices following the pandemic, New York City faces the possibility of a significant reduction
in the value of commercial real estate, which is expected to drive down property tax revenues
and tighten future budgets.?° That means New York City is unlikely to generate revenue on its

own to substitute for the expiring aid. Failure to address the funding of permanent spending
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with temporary funds will only increase projected budget gaps.

Education programs currently financed with temporary federal aid include 3-K
expansion, preschool special education, mental health programs for public schools, school
arts programs, school athletics, funds for addressing student learning loss during the pan-
demic, and other instructional supports such as student tutoring. Noneducation programs

currently financed with temporary federal

FIGURE 8 Fiscal Cliffs? How NYC is Spending

aidinclude enhanced paymentsto nonprof- COVID-19 Aid (millions of dollars)
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. . Fy2024 $340
ing agencies have become accustomed to $5 |
expanded resources for nearly four years. sr70 (N
New York City has also benefited FY 2025 3?; |.
from increased federal payments for Med-
$0 1,000 2,000 3,000 4,000
icaid costs that were included as part of SOURCE Citizens Budget Commission.

the CARES Act. In March 2020, the federal

government increased its share of Medicaid payments by 10 percentage points in response to
the pandemic and covered the entire cost of vaccine administration to Medicaid recipients.
During the pandemic, the number of Medicaid recipients in the city jumped 25 percent. About
3.4 million city residents had been enrolled in Medicaid before the pandemic, and the number
had risen to more than 4.2 million by August 2022.% As a result, even with higher Medicaid
caseloads, the city saved nearly $1 billion in program costs.? The end of the COVID-19 public
health emergency on May 11,2023, brings to an end the increased federal share of Medicaid pay-
ments.* New York City will be saddled with a greater percentage of the cost and the continued
responsibility to serve an expanded population of Medicaid enrollees, assuming the city does
not remove these new populations from its Medicaid rolls. Further, because Medicaid is not

administered by the city, leaders will have little agency to reduce benefits or associated costs.
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RISK TO NYC FROM RELIANCE ON STATE FUNDS

IN ADDITION TO FACING A LOSS in federal pandemic budgetary aid, New York City faces
aloss of revenue from New York State if the economy falters. The city accounts for about
42 percent of the state’s population and 60 percent of its economic output (figure 9), and
much of the tax revenue it sends to the state is recycled back into municipal coffers.” This
reflects New York City residents earning 10 percent more personal income per capita than the
state average.?® The city’s average figure understates the extremely high income of the top-
percentile earners living in Manhattan and employed in banking, law, and other professions.

New York City relies upon these extremely high-income taxpayers for a significant por-
tion of its budget. In 2019, for instance, the top 1 percent of tax filers in the city (fewer than
40,000 filers) accounted for over 41 percent of personal income tax liability.”” The same high-
income filers generate a significant portion of New York State’s budget; in 2019, the top 1
percent of state filers accounted for over 42 percent of personal income tax liability.?® Were
even a small number of these filers to flee the city and move out of state, the budgetary effects
could be significant for both.

In 2018, income for the top 1 percent of New York City filers included 84 percent of all
the realized capital gains earned there, 70 percent of all dividend and interest income, and
68 percent of all business income.? These income sources are highly cyclical and dependent
on the overall economy—and particularly on the fortunes of Wall Street.

FIGURE 9 NYC Punches Above its Weight

B NYC GDP as Share of State GDP M NYC Population as Share of State Population
80%

60
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SOURCE Author’s calculations, based on data from the New York City Office of Management and Budget and Federal Reserve Bank of St. Louis.




REVENUE AT RISK ¢ Issue Paper

|||||ITTHE VOLCKER ALLIANCE

The financial crash of 2007-08 that helped spawn the Great Recession demonstrated the
top 1 percent of taxpayers’ importance to the city’s budget. Personal income tax collections
in New York City plunged 23 percent from fiscal 2008 to 2009, reducing income tax revenue
by more than $2.2 billion. While the income of the bottom 99 percent of tax filers slipped less
than 5 percent in this period, incomes of the top 1 percent of filers fell nearly 22 percent.*°

New York City is constrained from raising taxes to make up for declines in intergovern-
mental revenue. City residents—especially its highest-income earners—already face some of
the nation’s steepest personal income tax rates. In 2022, New York State’s top income tax rate
was 10.9 percent, and the city’s top rate (which is subject to state approval) was 3.9 percent.
The combined rate of 14.8 percent exceed that of California, which at 13.3 percent has the
highest personal income tax of any state. The high combined top tax rates may prompt some
high earners to migrate to states with low or no income taxes.

Another concern for New York City is that its economic prospects are largely intertwined
with public authorities that it does not directly control. The Metropolitan Transportation
Authority (MTA) runs and finances the city’s subway as well as important bridges, tunnels,
and commuter rail lines that the local economy depends upon. Similarly, the Port Author-
ity of New York and New Jersey, an independent bistate agency, operates and finances local
airports, a commuter rail line, and ports. These agencies are instrumental to New York City’s
own-source revenue generation because of the economic activity they generate.

The risk is that a financial crisis in one of the debt-burdened authorities might require
New York City to provide financial assistance to protect its own tax base. The MTA has $34
billion of debt outstanding and is seen as too big to fail because New York City cannot func-
tion without a robust public transportation system.* The Port Authority had outstanding
debt of $29 billion, backed by tolls, fees, and rental income, at the end of 2021.
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CONCLUSION AND RECOMMENDATIONS: Positioning NYC for Long-Term
Fiscal Health

INTERGOVERNMENTAL REVENUES from federal and state sources are vital to helping New
York City deliver a remarkable menu of public services to its almost 8.5 million residents. The
city should use the opportunity presented by COVID-19 relief money to strengthen the struc-
tural integrity of its budget to prepare it to weather economic downturns, natural disasters,
and other events that may affect its long-term fiscal health. We recommend the following
actions to cut the risks associated with reliance on intergovernmental revenue and strengthen
the long-term sustainability of the budget.

I. Maintain long-term structural fiscal balance. New York City should pursue long-term
fiscal balance through a combination of expenditure controls, revenue increases, and
budgetary savings to be used in hard times.

2. Increase the size of the Revenue Stabilization Fund. Rainy day fund reserves buy govern-
ments time to make long-term decisions that are structurally sound and help avoid
budget maneuvers such as using debt and other one-time resources to pay for con-
tinuing expenditures—actions that precipitated the city’s near-bankruptcy in 1975.

3. Prioritize rainy day fund deposits. Now that New York City is permitted to have a rainy day
fund, less desirable fiscal practices become unnecessary. Previously, the city has used
debt prepayment and its OPEB Trust together as a de facto rainy day fund, increasing
payments to the trust when budget surpluses occurred and decreasing contributions
amid deficits. Now, OPEB should be funded systematically to reduce accumulated
unfunded liability of benefits rather than used as a substitute for a rainy day fund.
Such a change would also benefit the operating budget in the long term by reducing
the required annual payment as the unfunded liability declines.

4. Adopt strict rules for rainy day fund withdrawals and depesits. To position New York City
for long-term fiscal health, city leaders should adopt sound management practices
around the use and replenishment of the rainy day fund. The Volcker Alliance has
recommended the following best practices for state rainy day funds® that could be
adapted for use by New York City:

a. Allow fund withdrawals only when certain conditions set by rules are met.
b. Limit the amount of withdrawals in any single fiscal year.

c. Require extraordinary action (such as a supermajority vote) to tap funds for rea-
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sons beyond an economic emergency or natural disaster.

d. Require a policy for how the rainy day fund is replenished once it is used.

e. Identify revenue sources for the rainy day fund. For example, one-time revenue
windfalls can be saved rather than used to cover recurring expenditures that will
need another revenue source once the windfall is spent.

f. Require repayment of the fund after use and when certain conditions are met.

g. Require the city to deposit annual surpluses into the Revenue Stabilization Fund.

h. Make revenue volatility—especially in intergovernmental aid —a guide to how
large the fund should be.
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