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What NY Should Do With $4B 
Five ways the state can spend the money to benefit taxpayers. 
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New York state will soon receive more than $4 billion in settlements from large financial institutions. It 

is an unprecedented windfall, coming from wrongdoing by banks, and it is rightly generating public 

discussion about what to do with the money. Politicians and pundits have already suggested uses from 

tax rebates to infrastructure improvements, and the discussion will intensify as elections in November 

approach. The campaign season makes it especially tempting to propose short-term uses that worsen 

rather than improve the state's fundamental finances. It is therefore important to establish guidelines 

for the most beneficial uses. 

Here are the five ways the funds could be used to benefit taxpayers the most: 

Reduce long-term debt. New York state's long-term debt now totals $52.2 billion; paying off $4 billion 

may seem small but would actually have substantial benefits. Interest must be paid on that debt, and 

reducing the debt service would benefit taxpayers in every year that the debt would otherwise have 

been repaid. Paying off $4 billion of 30-year bonds with 4% interest, for example, would save $231 

million annually for a total of $6.9 billion. 

Increase pay-as-you-go capital investments. Needed capital investments can be made without 

borrowing, thereby avoiding debt service. The 10-year statewide capital plan, released last September, 

details $174 billion in capital needs across 47 state agencies and public authorities—$118 billion of 

which is for state-of-good-repair projects to bring assets to an acceptable condition. The settlement 

funds could, without borrowing, accelerate reaching state-of-good-repair for key assets in the 

transportation and transit systems or pay for investments that cannot be supported by borrowing 

against user fees or other dedicated revenue streams. For example, the money would fund renovations 

at about 200 of the city's 468 subway stations. 

Reduce other long-term liabilities. In addition to outstanding bonds, the state has other long-term 

liabilities in the form of unfunded pension obligations and other-post-employment-benefit (OPEB) 

liabilities for retirees' future health insurance. During the Great Recession, New York amortized a 

portion of its then-current pension fund contribution payments, stretching required annual payments 

over 10 years with interest. This weakened New York's record of adequately funding its pension 

obligations. Making the funds whole for the borrowed amount would require $2.8 billion and save 

about $500 million in interest expense over the next 10 years. 
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New York's estimated OPEB liability is $66.5 billion. To help improve the looming fiscal crunch that this 

unfunded liability represents, the state could establish a retiree health insurance trust fund similar to 

the one maintained by New York City. Like pension funds, this trust would generate a return on 

investment. 

Increase the Rainy-Day Reserve Fund. Rainy-day funds help prevent drastic service cuts and tax hikes 

by partially offsetting cyclical revenue losses in the state's volatile personal income and business taxes. 

New York now has $2.2 billion in rainy-day and other reserve funds, down from $3.3 billion at the end 

of fiscal 2005-06. Only $350 million is in the Rainy Day Reserve Fund, restricted for use during 

economic downturns and subject to strict repayment rules. Although the rules that govern that fund 

should be modified to allow greater flexibility, adding settlement money to the Rainy Day Reserve 

would preserve it for when the next economic downturn hits. 

Make one-time investments that provide multiyear benefits. Besides reducing liabilities or investing 

in physical assets, non-recurring resources can support one-time expenditures with recurring benefits. 

Examples include the purchase of information-technology systems that facilitate case management and 

cost-savings in Medicaid, and establishing a revolving-loan fund to support worthy projects by 

localities. A $4 billion revolving-loan fund earning 4% annually for the purpose of enabling school 

districts to invest in computer equipment could provide $160 million annually, enough to nearly double 

their current annual spending for computers. 

The billions in anticipated legal settlements provide a significant opportunity and a serious challenge 

for state leaders. Now is the time to establish guidelines that ensure the funds yield lasting benefits for 

New Yorkers. 

 


