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The New York State economy continues to thrive; as of June 2016, 

the State is in its 82nd month of economic expansion. As noted by 

the State Division of the Budget (DOB), it is the fourth longest postwar 

expansion on record.1 The State’s 2016-2017 Enacted Budget Financial 

Plan projects growth in employment and income well into 2019, but the 

rate of expansion is projected to be slightly slower than DOB originally 

assumed in the Executive Budget in January.2 Although recessions are 

difficult to predict, the length of the economic expansion indicates that 

a recession could well occur within the financial 

plan period. This policy brief assesses the potential 

impact of a recession on State tax revenues and 

finds that the loss could be as high as $59 billion, 

or 18.2 percent of tax revenues over four years.
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New York State’s Tax Base: 
Increasingly Reliant on Volatile 
Personal Income Taxes

New York State’s tax revenues come from the 
personal income tax (PIT), sales and use taxes, 
business and corporate taxes, and some other 
smaller taxes; in 2016, these taxes totaled 
$74.7 billion.  The majority of tax revenues – 
more than 60 percent – come from the PIT, 
and the State’s reliance on PIT revenues has 
increased over time, growing from 54 percent 
of tax revenues in 1986 to 63 percent in 2016 
(See Figure 1). 

As the State’s reliance on PIT revenues has 
grown, so has the percentage of PIT revenues 
that are paid by the highest earners, making 
the PIT a particularly volatile source of revenue. 
Between 2002 and 2015, the contribution 
from the top 1 percent of taxpayers increased 
from 32.2 percent to 41.5 percent.3 Similarly, 
taxpayers with adjusted gross incomes (AGI) 
in excess of $1 million accounted for only 0.6 
percent of filers but 27 percent of AGI and 
40.2 percent of PIT liability in 2016.4  This is 
important because higher income individuals 
typically have more capital gains, which are 
prone to greater fluctuations than other types 
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Figure 1: NYS Tax Revenues by Share, FY1986-2016

Source: New York State Department of Taxation and Finance, "Annual Statistical Report of New York State Tax Collections Statistical Summaries and
Historical Tables Fiscal Year 2014-2015,” www.tax.ny.gov/research/collections/fy_collections_stat_report/2014_15_annual_statistical_report_of_ny_state_
tax_collections.htm.
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This is the third in a series of CBC publications 
analyzing the potential impact of a recession on 

public sector organizations. The first, an analysis 
of New York City’s financial plan released in 
April 2015, found the cumulative four-year 

impact of a recession could be as much as $15.8 
billion or 9.5 percent.  The second, analyzing the 
Metropolitan Transportation Authority (MTA), 

indicated a potential impact as high as $4.6 
billion or 7.3 percent over four years. 

One reason for a relatively more severe impact 
on New York City is that it relies heavily on 

comparatively few individuals and businesses 
for a large share of revenues via the personal 
income tax and corporate franchise taxes. In 

contrast, the MTA relies on less volatile sources, 
including fares. 

See “How Much to Bank on? When it Comes 
to Revenue Forecasting, Better Safe Than 

Sorry” (April 13, 2015), http://bit.ly/
NYCFiscalForecast; and Recessions and 

Revenues: The Case of the MTA (December 
2015), http://bit.ly/MTAForecasting. 

http://www.cbcny.org/cbc-blogs/blogs/how-much-bank-when-it-comes-revenue-forecasting-better-safe-sorry
http://www.cbcny.org/cbc-blogs/blogs/how-much-bank-when-it-comes-revenue-forecasting-better-safe-sorry
http://www.cbcny.org/cbc-blogs/blogs/how-much-bank-when-it-comes-revenue-forecasting-better-safe-sorry
http://www.cbcny.org/sites/default/files/REPORT_MTAFORECASTING_12162015.pdf
http://www.cbcny.org/sites/default/files/REPORT_MTAFORECASTING_12162015.pdf
http://bit.ly/NYCFiscalForecast
http://bit.ly/NYCFiscalForecast
http://bit.ly/MTAForecasting
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of income. In 2011, the most recent year for 
which detailed information is available, net 
capital gains were 7.4 percent of total income 
for all taxpayers combined, but 46.2 percent 
of income for taxpayers with more than $10 
million in AGI.5 Since 2001, net capital gains 
annual growth rates in New York State have 
ranged widely, from positive growth of 73.8 
percent in calendar year 2004 to a decline of 
54.1 percent in 2008.6 In the three-year period 
covering calendar years 2007, 2008, and 2009, 
net capital gains decreased from $116.4 billion 
to $29.7 billion.7 Assuming the current top tax 
rate of 8.82 percent, a decline in capital gains 
of this magnitude would have a revenue impact 
of almost $7.7 billion per year.

Current Revenue Assumptions

The Adopted Budget financial plan projects 
continued economic expansion, with New 
York State personal income growing slightly 
slower than historic averages and employment 
increasing slightly more than historic averages.9  
Table 1 shows the variability in forecasted 
growth rates by major tax type: personal 
income tax and business tax revenues will grow 
at a compounded average growth rate (CAGR) 
of 3.4 percent, while other taxes will decline 1.0 
percent due to a statutory change in the estate 
tax. Strong PIT growth is expected despite the 
expiration of the personal income tax surcharge 
on high earning taxpayers at the end of 2017 
and the middle income tax rate reductions for 

other taxpayers that will take effect beginning 
in calendar year 2018. Similarly, sales and other 
consumption taxes will increase 3.4 percent 
and business taxes are forecast to grow 3.0 
percent, on average. 

DOB’s economic forecast is in line with other 
major forecasting entities, but the current 
economic expansion will not last forever.7  
Examining the revenue impacts of past 
recessions can provide a greater understanding 
of the potential effects of a future recession.

Impacts of a Recession on Future 
Gaps

Tax revenues decline in economic downturns; 
however, in response to economic fluctuations, 
the State can increase tax rates or expand 
the taxable base to counter the impacts of a 
recession. Given changes to the State’s tax 
structure over the years, it is necessary to isolate 
the economic impacts from any compensatory 
changes to tax rates or the taxable base. 
Growth rates that account for these changes 
are published annually by DOB.10  In the last 
three recessions (1991, 2001, and 2008), 
State revenues were negatively impacted over 
several fiscal years: 1994 to 1997, 2002 to 
2005, and 2009 to 2012, respectively.11

By applying growth rates during past 
recessionary periods to the current financial 
plan projections and then adjusting for inflation 
and changes in tax rates and tax bases during 

Source: New York State Division of the Budget, FY2017 Enacted Budget Financial Plan (May 2016), T-30 through T-34, http://publications.budget.ny.gov/
budgetFP/FY2017FP.pdf.

($ in millions)

FY2020FY2019FY2018FY2017FY2016 CAGR

Total Taxes $84,465$81,311$80,534$77,128$74,673

Personal Income 53,74351,73451,75549,46447,055 3.4%

3.1%

Consumption 18,00517,45316,86616,13415,725 3.4%

Business 8,8638,4488,3237,9947,884 3.0%

Other 3,8543,6763,5903,5364,009 -1.0%
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the forecast period, the potential impact of a 
recession can be estimated.12 Table 2 shows 
the potential impact of a hypothetical recession 
beginning during state fiscal year 2017 of 
a similar magnitude as the past three. If a 
recession of the size and scope of the 2009-
2012 period were to repeat, beginning in fiscal 
year 2017, the four-year revenue shortfall 
could reach $59 billion, or 18.2 percent of 
tax revenues.  The average of the three most 
recent recessions would lead to revenues being 
approximately $44 billion, or 13.6 percent, 
lower than projected in the State’s current 
financial plan.  

The State’s 2017 Adopted Financial Plan reports 
out-year deficits of $2.6 billion, $5.5 billion, 

and $6.9 billion.13 When adding the impact of 
the “average” recession to these deficits, the 
four-year deficit grows to $59 billion, or more 
than 18 percent of tax revenues anticipated 
over the next four years. 

The potential impact of 
a recession on State tax 

revenues could be as high as 
$59 billion—18 percent of tax 

revenues over four years.

Table 2: Potential Impact of Recession on Enacted
FY2017 Financial  Plan 

($ in millions)

Source: CBC staff analysis.

Impact Similar to: FY2017 FY2018 FY2019 FY2020
Four-Year

Total

1991 Recession ($23,812)

2001 Recession (49,029)

2008 Recession (58,820)

Average of Recent Recessions ($43,887)

($5,434)

(15,574)

(17,359)

($12,789)

($6,519)

(15,106)

(18,085)

($13,237)

($9,020)
Percent of Revenues

Percent of Revenues

Percent of Revenues

Percent of Revenues

-7.4%-6.7% -8.0% -10.7%

-15.2%-19.3% -18.6% -14.4%

-18.2%-21.6% -22.2% -20.5%

-13.6%

($2,838)

(6,198)

(6,049)

($5,028)

-3.7%

-8.0%

-7.8%

-6.5% -15.9% -16.3% -15.2%

(12,152)

(17,327)

($12,833)

Table 3: Potential Budgets Gaps in a Recession 
($ in millions)

Source: CBC staff analysis.

Note: Current budget gaps are as reported in the Enacted FY2017 Financial Plan, less planned savings that have yet to be identified from staying under the
2 percent cap.

Impact Similar to: FY2017 FY2018 FY2019 FY2020
Four-Year

Total

Average of Recent Recessions ($5,028) ($12,789) ($13,237) ($12,833) ($43,887)

Current Budget Gaps (2,601) (5,475) (6,897) (14,973)

Percent of Projected Tax Revenues 18.2%6.5% 19.1% 23.0% 23.4%
Potential Budget Gaps ($5,028) ($15,390) ($18,712) ($19,730) ($58,860)
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Conclusion

While it is almost impossible to forecast when 
the next recession will hit or the exact impact 
on state revenues, the current economic 
expansion will not continue indefinitely. At 
some point in the future, the State will enter 
a recession and tax revenues will decline.  
Based on the three most recent recessions, 
the potential cumulative impact on the current 
financial plan could be between $24 billion and 
$59 billion, reducing tax revenues between 7 
percent and 18 percent over four years. 

In the most recent recession, the state 
decreased spending across a variety of 
categories including implementation of the Gap 
Elimination Adjustment to school aid, which 
was phased out this year after impacting every 
budget since state fiscal year 2010-2011. The 
State also increased personal income tax rates 

on high income earners to offset revenue 
losses. The current PIT surcharge is set to 
expire on December 31, 2017 and provides 
approximately $3 billion in revenue each year.

Compared to New York City or the MTA, 
the revenue impact of a recession would be 
considerably more severe on the State owing 
to the volatility of State revenues. In order to 
counter the potential impacts of an economic 
downturn, the State should build its reserves 
now. According to an analysis released by 
Moody’s, New York has comparatively small 
reserves compared to the likely impact a 
recession would have on revenues, which 
means tax increases and/or spending cuts 
would be necessary.14 
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