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Economists to Governor:
Raise High-End Income Taxes To Help Close Budget Gaps

More than 100 economists from throughout New York State joined together this week to
send a message to Albany: steep cuts in state spending will weaken the already struggling
New York economy, and will hurt poor and middle income New Yorkers. In a letter to
the governor, the economists urge him to take “a balanced approach” to closing the gap in
the state budget between revenues and spending—that is, an approach that includes
raising taxes on high-income households.

Governor Paterson received praise from the economists for “tackling the state’s budget
crisis head on” but, they say, his refusal to consider revenue options will cause undue
harm to the economy. The letter is signed by distinguished professors William J. Baumol,
Ronald G. Ehrenberg, Robert H. Frank, Teresa Ghilarducci, Alfred E. Kahn, Jeff
Madrick, Dimitri B. Papadimitriou, Edward Wolff and more than 100 of their colleagues
from across the state.

The letter comes as state policymakers debate the best ways to close the budget gap and
stimulate the state economy. Governor Paterson will release his budget proposal on
Tuesday, a full month before the constitutional deadline. Paterson has focused on closing
budget gaps—and has said he wants to rely exclusively on spending cuts to do so.

The economists find fault with the governor’s strategy.

“The federal government’s first priority must be to stimulate spending as quickly as
possible, deficits be damned,” said Robert H. Frank of Cornell University. “The state
must balance its budget, but how it chooses to do so will either support or undercut
federal attempts to stimulate the economy. To that end, we should raise tax rates for high-
income families right away. Most of these families would continue to spend as much as
before, while the additional revenue could pay for state spending that would help restore
full employment.”
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Frank, an economist with Cornell University’s Johnson Graduate School of Management,
is a visiting faculty member at the Stern School of Business at New York University. He
writes the “Economic View” column for the New York Times.

“Historical experience has borne out basic economic principles many times over,” said
Edward Wolff, professor of economics at New York University. “Whenever you close
budget gaps, you necessarily contract the economy. But raising taxes on high income
households is the lesser of two evils. Budget cuts have a greater contractionary impact,
since those with plenty of income typically spend only part of it.”

“Governor Paterson has been doing good work in Washington,” said Jeff Madrick,
director of policy research of the Schwartz Center for Economic Policy Analysis at the
New School for Social Research and the editor of Challenge Magazine. “Our governor
has emerged as a leading voice urging that the federal government deliver timely fiscal
relief to help states close budget gaps this year. This is essential for the economic
recovery package to be effective. But we also need to be sure that the states won’t then
turn around and undermine the federal stimulus by slashing their spending.”

Frank Mauro, executive director of the Fiscal Policy Institute, pointed to evidence that
high-income families are able to absorb some increases. “The governor’s concern that the
wealthy will choose to leave New York is overblown, to say the least,” he said. He said
that the last time New York dealt with budget gaps of this magnitude was after 9/11. At
that time, in addition to spending cuts, the legislature placed a temporary income tax
surcharge on high-income filers.

“Employment in the state grew each year that the surcharge was in place,” said Mauro.
“And the number of high-income returns grew steadily from about 245,000 in 2002 to an
estimated 420,000 in 2007.” He also pointed to a recent Princeton study concluded that
no net out-migration of the rich resulted from New Jersey raising income taxes on
households with incomes over $500,000.

James Parrott, the Fiscal Policy Institute’s deputy director and chief economist,
coordinated the signing of the letter along with Wolff and Madrick. “This group of 117
spans the spectrum in terms of political ideology. But as economists they all agree:
Governor Paterson needs to broaden his gap-closing mission to consider the health of the
state economy as well. What’s at stake is the private sector’s ability to recover from the
recession.”

Full text of the letter with list of signers below.

The Fiscal Policy Institute (FPI) is a nonpartisan research and education organization
that focuses on the tax, budget, and economic public policy issues that affect the quality
of life and the economic well being of New York State residents. FPI reports are
available at www.fiscalpolicy.org.
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Dear Governor Paterson:

New York State faces enormous challenges in closing a projected $12.5 billion gap in the
2009-2010 state budget. Wall Street is the epicenter of the global financial crisis and
there likely will be no quick rebound from what could prove to be a severe recession.

We applaud the leadership you have shown in tackling the state’s budget crisis head on.
We agree with you that the federal government has an obligation to New York and all the
states in providing substantial fiscal relief to help state governments maintain essential
public services during this crisis.

We are concerned, however, that steep state budget cuts will exacerbate the economic
downturn and harm vulnerable low- and moderate-income New Yorkers. Constrained by
a balanced budget imperative, states face only difficult choices in balancing their budgets
during recessions. Economic theory and historical experience gives a clear and
unambiguous answer: it is economically preferable to raise taxes on those with high
incomes than to cut state expenditures.

The reasoning is straightforward: in a recession, you want to raise (or not decrease) the
level of total spending—by households, businesses and government—in the economy.
That keeps people employed and buying things, and makes it more likely that businesses
will want to invest to serve that consumer demand. Budget cuts reduce the level of total
spending. Raising taxes on high income households also will reduce spending, but by
much less than the amount of the tax increase since those with plenty of income typically
spend only a fraction of their income.

By contrast, almost every dollar of state and local government spending on transfer
payments to the needy and for the salaries of public servants providing vital services to
our communities enters the local economy right away, generating a greater economic
impact. The New York local spending impact difference is even greater when you
consider that much of the higher state income tax will be deductible against federal
income taxes, and that non-residents who commute to high-paying jobs in New York will
pay much of the increase.

Raising taxes and maintaining public expenditures and investments also helps New York
and America in meeting its long run needs. America today faces two major problems—
inadequate investments, especially in infrastructure, and growing inequality. The poor are
particularly dependent on government expenditures, and cutbacks would hurt them the
most.

Our nation is at an historic juncture. In both Washington and Albany, we need to move
away from polarization and toward economic and fiscal policies that restore a better
balance between the private and public sectors.

Signed,
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(Affiliations are given for identification purposes only.)

Radhika Balakrishnan, Marymount Manhattan College

Erol Balkan, Hamilton College

Christopher Barrett, Cornell University

William J. Baumol, New York University

Nathaniel Beck, New York University

Peter Bell, Purchase College, State University of New York
Lourdes Beneria, Cornell University, Ithaca

Howard Botwinick, SUNY Cortland

Murray Brown, SUNY Buffalo (Emeritus)

Martha Campbell, SUNY Potsdam

Howard Chernick, Hunter College, City University of New York
Robert Cherry, Brooklyn College, City University of New York
Kenny Christianson, Binghamton University

Susan Christopherson, Cornell University

Drew A. Claxton, NERA Economic Consulting

Mary E. Cleveland, Columbia University

Joseph DaBoll-Lavoie, Nazareth College of Rochester

Susan M. Davis, Buffalo State College

Gregory DeFreitas, Hofstra University

Ranjit S. Dighe, SUNY Oswego

Matthew P. Drennan, New York University (Visiting)

Ronald G. Ehrenberg, Cornell University

Marianne Fahs, Hunter College, City University of New York
Gary Fields, Cornell University

Frederick G. Floss, Buffalo State College

Marc Fox, Brooklyn College, City University of New York
Robert H. Frank, Cornell University

Janet L. Frankl, SUNY Oneonta

Chris Georges, Hamilton College

Teresa Ghilarducci, The New School

Ulla Grapard, Colgate University

Wayne A. Grove, LeMoyne College and Syracuse University
Alan Haight, SUNY Cortland

Greg Hannsgen, Levy Economics Institute of Bard College
Doug Henwood, Left Business Observer

Barry Herman, The New School (Visiting)

Conrad M. Herold, Hofstra University

Joan Hoffman, John Jay College of Criminal Justice, City University of New York
Naphtali Hoffman, Elmira College

David L. Howell, The New School

Michael Hudson, Institute for the Study of Long-Term Economic Trends
Dene T. Hurley, Lehman College, City University of New York
Joseph Jamison, New York State AFL-CIO

Elizabeth J. Jensen, Hamilton College
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Tae-Hee Jo, Buffalo State College

Alfred E. Kahn, NERA Economic Consulting

John Kane, SUNY Oswego

Victor Kasper, Buffalo State College

Christa K. Kelson, SUNY Canton

Feisal Khan, Hobart & William Smith College

J. Douglass Klein, Union College

Feridoon Koohi-Kamali, Levy Economics Institute of Bard College
Douglas Koritz, Buffalo State College

Brent Kramer, City University of New York

Laurence Kranich, University at Albany, SUNY

Rachel Kreier, Hofstra University

Henry M. Levin, Columbia University

John C. LeVine, LeVine Capital Group

Mark Levinson, UNITE-HERE

Winston T. Lin, SUNY Buffalo

Jeff Madrick, The New School and Challenge Magazine

Jay Mandle, Colgate University

Stanley Masters, Binghamton University

Thomas Masterson, Levy Economics Institute of Bard College
Michele Mattingly, Fiscal Policy Institute

Roberto Mazzoleni, Hofstra University

S. Diane McFarland, Buffalo State College

Rex McKenzie, Purchase College, State University of New York
Martin Melkonian, Hofstra University

Jo Beth Mertens, Hobart & William Smith College

Thomas Michl, Colgate University

George Monokroussos, University at Albany, SUNY

Joseph C. Morreale, Pace University

Thomas Muench, SUNY Stony Brook

Michael Musuraca, District Council 37, AFSCME

Matthew G. Nagler, City College, City University of New York
Matthew Neidell, Columbia University

Michael Nuwer, SUNY Potsdam

Dimitri B. Papadimitriou, Levy Economics Institute of Bard College
James Parrott, Fiscal Policy Institute

M. Stephen Pendleton, Buffalo State College

Paddy Quick, St. Francis College, Brooklyn

Lawrence E. Raffalovich, University at Albany, SUNY
Michael H. Riordan, Columbia University

Carl Riskin, Queens College, City University of New York
Leonard Rodberg, Queens College, City University of New York
Roy Rotheim, Skidmore College

Elliott Sclar, Columbia University
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Naveen Seth, Vaughn College of Aeronautics and Technology
Gautam Sethi, Bard Center for Environmental Policy
Amarendra Sharma, Elmira College

Richard L. Shirey, Siena College

Shao-Chee Sim, Ph.D.

Curtis Skinner, Pelliparius Consulting

Brad Smith, AFSCME, Local 375

Robert Smith, Cornell University

Paul Smoke, New York University

Alexander M. Thompson I11, Vassar College

Erik Thorbecke, Cornell University (Emeritus)

Renee Toback, Ph.D.

John F. Tomer, Manhattan College

Christina L. Trees, SUNY Cobleskill

W. Scott Trees, Siena College

Dimitrios Tsaprounis, THEORI

Robert W. Turner, Colgate University

A. Dale Tussing, Syracuse University

Leanne Ussher, Queens College, City University of New York
David Weiman, Barnard College

Lawrence J. White, New York University

Susan Wieler, Citizens' Committee for Children of New York
Edward Wolff, New York University

Max Fraad Wolff, The New School

Andrew Wyler-David, Purchase College, State University of New York
June Zaccone, Hofstra University (Emerita)

Ajit Zacharias, Levy Economics Institute of Bard College
Paul Zarembka, SUNY Buffalo

Michael Zweig, SUNY Stony Brook
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