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1. Introduction

I

n recent weeks much attention has been focused on efforts by the
White House and Congress to rein in Wall Street and shorten the leash
on the financial services sector.

While this debate plays out in Washington, D.C., here in New York, the
home to the nation’s financial services industry, elected officials in Albany
cannot wait for Washington to act. Indeed, members of the New York State
Legislature have thus far introduced no fewer than 94 bills and resolutions
aimed at punishing Wall Street for the effects of the current recession.
Members of the New York State Assembly and Senate are pursuing
everything from increased business taxes, new taxes on Wall Street
bonuses, regulations restricting or adding costs to specific financial
services activities, and more. For his part, Governor David A. Paterson,
generally a strong advocate for the financial services sector, has introduced
seven such measures himself.
At the same time, the governor and legislative leaders are trying to
resolve their impasse over the New York State budget; an impasse caused
by the legislature’s unwillingness to make major cuts in state spending
recommended by the Governor to help close a $9.2 billion deficit.
As the budget debate stretches on, we have seen additional proposals for
taxing the financial services sector, both as a means of generating revenue
for the cash starved state and, according to some advocates, to “make Wall
Street pay their fair share”.
In response to these proposals, The Public Policy Institute has evaluated
whether new tax and regulatory policies imposed by New York State
could cause a damaging blow to New York’s most important industry
and thus to the state’s economic recovery. Surprisingly, many legislators
seem intent on “punishing” the financial services sector – the industry
that is the economic engine of the state and the source of so much of the
tax revenue that funds the very government programs and services these
elected officials seek to preserve. The financial services sector is New York’s
“golden goose” paying nearly $13 billion annually in New York State taxes
and at least $6.3 billion in New York City levies. Now would hardly seem
to be an appropriate time to be discouraging the industry’s continued
presence in New York State.
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In our research, we have not been able to identify any other states in
which a government has sought to penalize its leading industry in such a
way. Usually, elected officials rise to defend the economic engines of their
communities. Especially in tough economic times, they understand the
critical importance of private sector jobs, local investment, wage growth and
job creation, and, of course, the tax receipts driven by their leading sector.
We are alarmed by the absence of such voices in New York.
Consider the automotive sector in Michigan and Ohio, agriculture in
Kansas and Nebraska, energy in Texas and Louisiana, high-tech industries
in Massachusetts and North Carolina, even grapes in California. In those
states, governors, state legislators and congressional delegations work
together to protect their leading industries, especially in tough economic
times. Not so, it appears, in the Empire State.

Usually, elected
officials rise to
defend the economic
engines of their
communities.
Especially in tough
economic times,
they understand the
critical importance
of private sector
jobs...

Our policy leaders must keep in mind how fluid and innovative the global
financial services industry has become. Although New York is still the
recognized global leader in the securities industry, a recent (December
9, 2009) report in the Financial Times quotes leading industry analysts as
arguing that up to forty percent of our, or any other financial center’s, most
talented and highly compensated workers could be transferred to another
global financial center within weeks if a tipping point is reached on excessive
taxes and other costs, regulations and liquidity restrictions.
We offer the following report on the financial services sector in New
York State with the intent of illustrating for policy makers the economic
importance of this industry and the economic consequences of the many tax
and regulatory proposals that they are currently advancing in their effort to
either “punish”, “rein in”, “overhaul” or “control” our leading industry. At the
very least, it would seem prudent to put these Albany proposals on hold until
the many new financial reform initiatives in Washington are resolved and
enacted and we have had time to fully understand their implications for this
industry and the economy of our state.
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2. The Financial Services Sector in New York State

Economic Impact

I

n terms of its contribution to New York’s gross state product (GSP)
and wages paid, the financial services industry is New York’s largest
sector. The sector is composed of companies that engage in financial
transactions, including the creation, liquidation or alteration of financial
assets, or are involved in the facilitation of such transactions. Covered firms
include traditional banking firms, investment banks and security firms,
mutual funds, stock and commodity exchanges, insurance companies and
trust and other financial instrument and asset managers.
In 2008 the financial sector directly contributed $187.2 billion or 14 percent
toward New York’s $1.145 trillion economic output, making it the largest
single driver of New York’s GSP.
Measured by their respective contributions to GSP in New York, the
following sectors line up behind Financial Services: Real Estate – Residential
and Commercial (13%); Professional and Technical Services (8.0%); Health
Care (7.2%); Manufacturing (5%); Construction (3.0%); and, Retail Trade
(5.0%). (See Table 1)
To determine the overall,
including indirect, effect
GSP percentage for 6 sectors, 2008 GSP
on the state’s economy, we
13%
estimate that the financial
Real estate
3%
services sector has a
Construction
5%
production multiplier of
Manufacturing
1.7 and an employment
Professional and technical
multiplier of three. (We
8%
services
Health care
use BEA suggested and
6%
Financial Services
validated RIM II and
IMPLAN models to
All Others
14%
calculate multipliers; an
Sources: United State Bureau of Economic
employment factor of three
Analysis
falls in the middle of the range of
multipliers commonly used by economists analyzing the impact of financial
services.) Applying the production multiplier of 1.7 to its direct output of
$187 billion makes the total overall annual contribution of the financial
services sector to New York’s economy $318 billion.

Table 1

51%
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Financial Services Employment
At the end of 2008, the latest period for which there is data, there were
534,589 FTE employees in the financial services sector in New York State.
(See Table 2) In New York City, employment for the sector stood at 337,774.
While there is a concentration of financial services positions in New York
Table 2
NYC Average Employment in Finance and
Insurance, 2008
2%

17%

27%

Credit
Intermediation &
Related Activity
Securities and
Commodity
Contracts
Insurance Carriers &
Related Activities

54%

Funds, Trusts &
Other Financial
Vehicles

Sources: New York State Department of Labor

City, certain sub-sectors, such as
consumer banking and insurance,
are distributed across the state.
Ranked by number of financial
positions, the leading counties in
the state for this sector are: New
York, Nassau, Erie, Suffolk and
Westchester. It is notable that
Buffalo (Erie), the second city of
the state and home to a strong
banking community, is high on
the list. (See Table 3).
Based on our conservative
multiplier, over 1.6 million

workers, including over 1 million in New York City, depend on the financial
services sector for their jobs. Beyond the direct employment of the financial
firms, many lawyers, accountants, real estate professionals, restaurant,
hospitality and transportation workers, among others, are dependent on the
business activity of the financial services sector throughout New York City
and State.
New York has seen an uneven, but persistent, decline in employment in the
sector. The general pattern has shown precipitous drops in jobs in financial
services whenever there is a downturn in the economy. These drops are
followed by slow recoveries in employment, but these improvements never
reach the levels seen before the onset of the downturn.
Usually, the overall loss in New York financial services employment is
not primarily a result of jobs moving to other states. When a downturn
occurs, financial services employment generally is reduced throughout the
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Table 3 - Employment in Financial Sector in NY counties, 2008
Employment
Total Wages
Average Wage
New York

296,236

$91,833,558,110

$310,001

Nassau

33,603

$2,561,838,062

$76,238

Erie

24,840

$1,427,742,714

$57,478

Suffolk

22,962

$3,100,632,136

$135,033

Westchester

19,957

$2,809,725,927

$140,789

Kings

17,688

$1,178,323,697

$66,617

Queens

17,323

$1,542,233,899

$89,028

Onondaga

12,573

$772,684,311

$61,456

Albany

11,671

$756,889,596

$64,852

Monroe

11,605

$779,755,814

$67,191

Oneida

6,376

$310,739,051

$48,736

Saratoga

4,241

$269,345,331

$63,510

Bronx

4,065

$180,173,242

$44,323

Orange

3,442

$165,321,901

$48,031

Broome

3,080

$163,431,724

$53,062

Sources: United States Bureau of Labor Statistics

nation. One exception to this was the precipitous drop in financial services
employment that followed the terrorist attacks of September 11, 2001. In this
case, firms moved a substantial number of operations away from New York
to neighboring states. The current downturn has seen employment declines
in neighboring states as well as in New York.
This dominant economic sector has a regional footprint. Interestingly, at
times, when New York State and especially New York City suffer financial
downturns with consequent job losses in this sector, northern New Jersey
appears to experience the opposite, gaining jobs in the sector. For example,
as a result of the financial crisis of 2000, New York State had a drop in
financial industry employment of more than 45,000 positions in 2000-2003,
and New York City lost almost 49,000 jobs. But throughout the same period
New Jersey’s employment in the financial industry slowly rose by 7,000. The
current downturn has seen the Garden State lose at least 10,000 positions in
the sector.
New Jersey and Connecticut aggressively pursued many Wall Street
employers before and after the September 11 attacks. These efforts included
the construction of over 12 million square feet of new Class-A and back-
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office space directly across the Hudson River from Manhattan as well as
aggressive incentive programs to attract tenants.
There will always be tension between New York and other states over
financial sector jobs. The physical plant requirements are relatively minor,
but the jobs pay very well and the sector’s workers are some of the most
productive in the world. The rapid globalization occurring in the sector,
however, means that increased competition for Wall Street employers is
now emerging from leading global financial centers such as London and
Shanghai.

There will always
be tension between
New York and
other states over
financial sector jobs.
The physical plant
requirements are
relatively minor, but
the jobs pay very
well and the sector’s
workers are some of
the most productive
in the world.

Experts note that a new risk to the sector’s dominance in New York is a
small but steady flow of jobs and talent to global competitors due to a sense
that the U.S., and especially New York, have become too heavily taxed and
regulated (Boston Consulting Group 2010). At the same time, according
to employers, immigration policies make it increasingly difficult to recruit
foreign talent to U.S. based firms.
Wages Paid and Fiscal Impact
Wall Street and the rest of the financial sector are essential income generators
for the state. Wages paid to employees in the sector came to $100.9 billion in
2008. When the multiplier effect is applied, a staggering $172 billion or fully
39.9 percent of all wage income in New York is dependent on the sector. The
largest compensation amounts are found in the securities industry based in
New York City. Banking compensation is also largely drawn from the city.
The insurance industry shows a stronger presence in the rest of the state.
As has been noted by fiscal watchdogs, the finances for New York State and
New York City are heavily dependent on Wall Street’s income and the wages
and bonuses paid to its workers. Fully, twenty percent of New York State’s
and fifteen percent of New York City’s tax revenues come from the sector. In
fact, $12.8 billion of New York’s $63.8 billion in State Funds receipts for SFY
2010-11 are directly derived from the financial services sector.
Since the beginning of 2007, an estimated $3.33 billion in new taxes and fees
have been levied annually by New York State on the financial services sector.
Located just a few blocks from Wall Street, the New York City Department
of Finance depends on the financial services sector for $6.3 billion of the
$35.3 billion it collects in annual city tax revenue. The city is actually less
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dependent than the state on direct Wall Street tax revenues because it collects
half of its self-generated income from property taxes rather than personal or
business income taxes. Still, as huge users of prime commercial office space
in New York City, financial services firms pay high real estate taxes, local
sales taxes and more.
Additional Benefits of this Sector to New York State
The benefits that the financial services sector provides to New York State are
not limited to the taxes produced by its business activities.
New York financial and accounting firms, especially those directly connected
to Wall Street, hired an estimated 10,200 recent graduates of the state’s
universities and colleges in 2008. The sector provides an important ladder of
opportunity for many of the state’s best and brightest graduates; the industry
attracts not only graduates from New York’s higher education institutions,
but also from the finest schools across North America and (when U.S.
immigration authorities permit it) from around the world.
According to the Charities Bureau of the New York State Office of the
Attorney General and other sources, the financial services sector contributed
nearly $500 million in charitable giving to the state in 2008. Thousands of
employees in the sector, usually with the encouragement of their employers,
volunteer in schools, hospitals and other community service providers.
Many serve on boards of directors of cultural institutions, social service
organizations and other non-profits. Financial services is a large and highly
productive economic sector and its workers certainly make important
contributions to the life of New York City and the other communities across
New York State where they live and work.
3. Industry Trends

W
hen the multiplier effect is applied,
a staggering $172 billion or fully 39.9
percent of all wage income in New York
is dependent on the sector.
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Industry Mobility

N

ew York is the universally recognized leader of the securities
industry, and arguably with London, the global capital of the
financial services sector (Booz & Co. 2009). Its leadership in the
sector is based on a historical legacy that has attracted and concentrated the
brightest and best-educated financial industry talent.
Although the concentration of financial services “human capital” in New
York should not be underestimated, the necessity for conducting operations
in New York is rapidly decreasing.

Although the
concentration of
financial services
“human capital” in
New York should not
be underestimated,
the necessity
for conducting
operations in New
York is rapidly
decreasing.

Much of the work of the financial services sector is the production and
delivery of information allowing the transfer and redirection of assets. There
are few physical goods to be processed, transformed and delivered. Wall
Street is thus not tied to physical plants and hard-to-move machinery the
way manufacturing is rooted to its locations, for example.
The effect of innovation on the financial services sector in recent years has
been significant. New financial instruments, direct-to-customer banking,
new products and services for investors and borrowers, on-line transactions,
real-time information across a much “flatter” globe, and the securitization
of assets have driven profound changes in the industry. New products and
services have combined with technological advances that have radically
enhanced firms’ ability to react to and influence markets, trends and
opportunities.
These innovations, along with the technologies that enable them, accelerate
the globalization of financial firms and services and threaten the distinct
advantages of New York City as the “Financial Capital of the World.”
Image and Public Support
The economic fallout from the world financial collapse in 2008 is likely
to have a greater long-term negative economic impact on New York than
the employment and production losses following the terrorist attacks of
September 11, 2001. Unlike that downturn in the sector, today much of the
U.S. population and others across the globe blame Wall Street and the sector
for the current crisis. Public sentiment is certainly not as supportive of the
sector today as it was nine years ago.
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4. State and Local Tax and National Regulatory Burdens

I

n State Fiscal Year 2010-11, it is projected that the state will collect $63.8
billion in taxes. The largest portion of that revenue will come from the
$37.4 billion expected from personal income taxes. The financial services
industry is the sector producing the largest portion of these taxes. Less than
one percent of the filers in the state contribute fifty percent of the total tax
collections according to New York State Tax and Finance analysis of 2007
returns.
Analysis of high earner bonus and wage income provided by the New
York State Assembly Ways and Means Committee staff leads us to believe
that approximately 40 percent of this high earner income comes from the
financial services sector.
We estimate that 20.3 percent, or $12.95 billion, of the state’s tax revenues are
directly attributable to the state’s financial services sector. These companies
and their employees contribute $7.5 billion in personal income taxes,
slightly less than $1.5 billion in sales and use taxes, $827 million in corporate
franchise taxes, $1.4 billion in insurance taxes, $1.1 billion in bank taxes and
roughly $510 million in MTA payroll taxes. The rest of the contributions
come from various real estate related taxes. (See Table 4)

We estimate that 20.3 percent, or $12.95
billion, of the state’s tax revenues
are directly attributable to the state’s
financial services sector.
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Table 4 - NYS Revenues & Financial Services Contributiond SFY 2010 - 11
Taxes

Total

Financial Services
Contribution

Withholdings

$30,715

Estimated Payments

11,294

Final Payments

2,193

Other Payments

1,316

Gross Collections

45,518

State/City Offset

(388)

Refunds

(7,687)

Reported tax collections

37,443

7,500

User Taxes and Fees

15,563

1,500

Corporation Franchise Tax

3,277

827

Corporation and Utilities
Tax

922

Insurance Taxes

1,400

1,400

Bank Tax

1,076

1,076

Petroleum Business Tax

1,085

Business taxes

7,760

Other Taxes

1,425

132

Payroll Tax

1,577

510

Total Taxes
63,768
$12,945
Sources: New York State Department of Budget, New York State
Assembly Ways and Means, New York State Department of Tax and
Finance and PPI analysis

Many of these assessments have been placed on the sector in just the last
three years. A series of “loophole closers”, rate hikes and new assessments
totaling $3.33 billion have been imposed on the sector in this period.
When new MTA payroll taxes (which technically are not “state” taxes)
are added, Albany has increased the tax burden on the industry by nearly
$3.85 billion a year, before any talk of bonus taxes, stock transfer tax
retention or other new revenues from the sector. (See Table 5)
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Table 5 - Enacted Tax Increases 2007 - 2009
Legislative Actions and Additions

Annual
Economy Wide
Impact ($ in
millions)

Dollar impact
on financial
services ($ in
millions)

Year 2007
Personal Income Tax
Make Reporting of Tax Shelters Permanent
S Corporation Election
Partnership Tax Abuse

6
100
17

5.4
100
12.75

Business Taxes
Make Reporting of Tax Shelters Permanent
Corporate Franchise Tax Combined Filing
Real Estate Investment Trusts
REIT 9-A
Grandfathered Corporations

11
381
87
15
22

8.25
190.5
87
15
22

Revenue Reductions Proposals
AMT Rate Cut
9-A Rate Cut
Bank Rate Cut
Insurance (Life) Rate Cut
Single Sales
Total 2007

(20)
(56)
(18)
(1)
(50)
$494

(5)
(16.8)
(18)
(1)
(12.5)
$388

Year 2008
Revenue Enhancement Proposals
Amend Definitions of Temporary Stay
Improve Audit and Compliance Efforts
LLC Minimum Partner Fees
Make Permanent Reporting of Tax Shelters
Western Hemisphere Travel Initiative
Sales Tax Nexus
REITS

15
487
85
17
69
73
64

7.5
243.5
42.5
8.5
34.5
7.3
64

Chart continues on next page

The Public Policy Institute of New York State, Inc. • 518/465-7511 • www.ppinys.org 13

Derailing New York’s Economic Engine:
How Albany Punishes New York’s Largest Industry
May - 2010

Table 5 continued - Enacted Tax Increases 2007 - 2009
Legislative Actions and Additions

Annual
Economy Wide
Impact ($ in
millions)

Dollar impact
on financial
services ($ in
millions)

Credit Card Nexus
Capital Base
Modify March Pre-Payment Requirements

57
102
95

57
91.8
47.5

Revenue Reductions Proposals
ITC Expiration Reduction
Total 2008

(75)
$974

(75)
$529

200
50
15
10
5

100
25
7.5
5
2.5

4,778

1,911.2

6
12

3
3

33

33

351
15

140.4
3.75

Year 2009
Personal Income Tax
Itemized Deduction Limitation
Non-LLC Partnership Fees
Reciprocal Vendor Offset
Gain from the Sale of Partnerships
Amend the Definition of Presence in New
York
Personal Income Tax Surcharge
User Taxes and Fees
Abusive Tax Avoidance
Affiliate Nexus
Business Taxes
Overcapitalized Captive Insurance
Corporations
Increase Prepayment to 40 percent
Reciprocal Vendor Offset
Chart continues on next page
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Table 5 continued - Enacted Tax Increases 2007 - 2009
Legislative Actions and Additions

Annual
Economy Wide
Impact ($ in
millions)

Dollar impact
on financial
services ($ in
millions)

Empire Zones Reform
HMO Tax
Payroll Tax
Total 2009

101
172
1577
$2,926

10.1
172
510
$2,926

Grand Total

$8,793

$3,843

Sources: Legislative “Green” Books, NYS T&F and DOB, PPI Analysis

We estimate that 16.5 percent or $6.3
billion of New York City’s tax revenue
is directly attributable to the financial
services sector. The city’s tax structure
differs substantially from the state since
45 percent of the city’s revenues come
from ad valorem property revenues.
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We estimate that 16.5 percent or $6.3 billion of New York City’s tax revenue
is directly attributable to the financial services sector. The city’s tax structure
differs substantially from the state since 45 percent of the city’s revenues
come from ad valorem property revenues. If the property tax component is
set aside, 25.4 percent of New York City’s revenues come from Wall Street
(see Table 6).
Business revenue actions during 2009 proposed by City Hall and enacted
in Albany to “conform” city tax bases to state practice has increased taxes
on New York City businesses by $205 million a year. City business tax
calculations must now match state practice regarding combined reporting
and the treatment of Real Estate Investment Trusts and Regulated Investment
Corporations. The increase in the city’s property tax and sales tax rates also
affect the sector by an estimated $146 million.

Table 6 - NYC Tax Estimates
NYC CFY 2010-2011 Tax Estimates (dollars in millions)
Tax Revenue
Property
Personal Income
General Sales
General Corporations
Unincorporated Business
Banking Corporation
Real Property Transfer
Mortgage Recording
Utility
Hotel Occupancy
Commercial Rent
Cigarette
Other Taxes, PILOTs, and
Audits
Total Taxes

2011
$17,198
7,170
5,266
2,595
1,579
595
691
594
405
336
567
95
998

Financial Services
$1,000
2,868
525
560
375
595
173
149
N/A
N/A
57
N/A
N/A

$38,472

$6,302

Sources: IBO, OMB, NYS T&F and PPI.
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According to the McKinsey global survey of financial services senior
executives, the other great drags on New York’s financial services sector are
our oppressive legal and regulatory atmospheres and the high costs of health
care. The U.S. and especially New York State are seen as extremely litigious.
Foreign investors and firms see our attorneys general, government counsels
and private lawyers as overly aggressive in attempting to impose our legal
standards beyond our borders.
Our legal system is viewed as being neither fair nor predictable. Corporate
malfeasance is not met in strong and consistent ways, while actors playing
within the rules face a system that is not clear in its rules or accepted
practices.
Complex and overlapping regulatory juristictions are also raised as an
obstacle putting us at an international competitive disadvantage. The lack
of guidance regarding Sarbanes-Oxley implementation, and inconsistent
supporting regulations standardizing the industry have also been identified
as areas where our regulatory structure falls short.

... the other great drags on New
York’s financial services sector are
our oppressive legal and regulatory
atmospheres and the high costs of
health care.
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5. Current Legislative Threats to the Financial Services Sector

C

learly Washington and Albany have Wall Street in their sights. In
the last year, the lists of proposals and bills in Congress and the New
York State legislature to increase taxes and regulations on this sector
have been extensive. They include everything from direct business income
taxes, regulations restricting or adding costs to financial services activities,
stock transfer tax retentions, bonus assessments, “too-big-to-fail” fees,
millionaire surcharges, “fiscal crisis responsibility fees” and more.
These and many other measures promoted to raise revenue, “overhaul”
the industry, and/or “make Wall Street pay” for the effects of the current
recession all are seriously being considered. By our math, such proposals
could impose on a federal and state level, over $35 billion a year in new tax
levies on the firms and workers of the financial services sector.
Federally Imposed Threats
We have identified 91 bills, amendments and other proposals developed
by the White House and Congress that are currently aimed at the financial
services industry.
Especially noteworthy are proposals that would force New York to lose
access to derivatives and swaps markets that currently enable $100 trillion in
transactions to pass through New York firms annually.
State Imposed Threats
A staggering $12.4 billion in new taxes targeted squarely at the financial
services sector are being considered in Albany. There are 94 numbered bills
and resolutions that have been proposed in the State Capital to increase taxes
or regulations on the financial services sector.
The widely touted “bonus tax” that would raise $6 billion a year would not
just affect workers on Wall Street. Over half the bonuses in the state are
earned by doctors, dentists, lawyers, editors and other professionals whose
compensation is tied to their firms’ annual performance.
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6. How Other States Treat their Leading Industries

I

n comparison to other major industries across the country that are
staunchly defended by their state governments and congressional
delegations, the financial services sector in New York seems to be
targeted by those that should otherwise be its biggest boosters.

Members of the
New York State
Assembly and
Senate are currently
pursuing everything
from direct business
income taxes,
“excessive bonus”
tax surcharges,
regulations
restricting or adding
costs to specific
financial services
activities, and more.

On the other hand, consider the comments of Governor Jennifer Granholm
of Michigan to CNN on November 13, 2008, just as the full extent of the
crisis was becoming clear: “Letting the auto industry disappear will be
devastating - not just to Michigan, but to the entire nation. It will make
our national economy even worse, eliminate our ability to achieve energy
independence and weaken our national security…Supporting the automotive
industry through the current crisis and steering a clear transition to a lowcarbon future will create millions of middle-class jobs that are vital to a
strong economy while reinvigorating American technological superiority”.
Here is Governor Rick Perry of Texas speaking about energy taxes in
October of 2009: “These energy taxes will cause every product that uses
energy in its creation, cultivation or transportation to become more
expensive, forcing hard-working Americans to bear massive new costs and
kicking the legs out from under a national economy that is already wobbling.
These taxes will also hammer the states that produce and refine the vital
energy sources that our families and employers need”.
During Governor Perry’s tenure the State of Texas has provided over $1.4
billion annually in subsidies, tax abatements, credits and direct grants to aid
the energy sector in Texas. Most of these incentives were proposed following
the Enron collapse, and during the radical spike in energy prices between
2005 and 2007.
Governor Duval Patrick of Massachusetts has consistently claimed that
the high tech sector is the cornerstone of the Bay State’s economy, and
serves as the catalyst for innovation across all industries. He has advocated
for incentives and for exemptions to support high-tech’s growth in the
Commonwealth.
Bio-fuels produced from feed stocks have increasingly come under criticism
from environmentalists and advocates for traditional petroleum-based
energy sectors. However, this has not stopped Iowa Governor Chet Culver
from arguing that Iowa needs to defend and promote its place as the nation’s
number one producer of ethanol. He has called on his state legislature and
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congressional delegation to increase production subsidies for ethanol.
To his credit, Governor David Paterson, of New York, frequently cites the
reliance New York has on its financial sector. And since the fall of 2009, he
has called on the State Legislature to remember the vital importance of the
financial services industry to New York’s economy and to support it.

Governor David
Paterson, of New
York, frequently
cites the reliance
New York has on
its financial sector.
And since last fall,
he has called on the
State Legislature to
remember the vital
importance of the
financial services
industry to New
York’s economy and
to support it.

Nonetheless, it is alarming that so few elected officials in New York
seem concerned that the new tax and regulatory schemes, they and their
colleagues in Congress are proposing would inflict a major blow to New
York’s most important industry and thus to the state’s recovery and its
economic future. In fact, many members of the New York State Legislature
seem intent on “punishing” the financial services sector – the industry that
is the economic engine of the state and the source of so much of the tax
revenue that funds the very government programs and services these same
elected officials seek to preserve.
Policy makers in Albany should pause to consider the economic
consequences of the many tax and regulatory proposals that they are
currently advancing in their effort to either “punish”, “rein in” or “overhaul”
our leading industry. At the very least, it would seem prudent to put these
Albany proposals on hold until financial services reform is resolved in
Washington we all have had time to fully understand its implications for our
leading industry and the future of our state.
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7. Recommendations

O

ur recommendations are as follows:

The financial
services sector is
New York’s “golden
goose”, paying
nearly $13 billion
annually in New
York State taxes and
at least $6.3 billion
in New York City
levies. Now would
hardly seem to be an
appropriate time to
be discouraging the
industry’s presence
in New York State.

1) The governor and state legislature should table their many “reform”
proposals at the state level until financial services reform at the federal level
is enacted and there has been ample time to understand its effects in New
York.
2) There should be no new state or local taxes imposed on the sector’s firms
or its employees.
3) New York State should repeal the stock transfer tax, which currently is
collected and immediately rebated back to the taxpayer. To remove this
administrative burden would send a message that the state will not look to
retain the tax proceeds every time there is an economic downturn or more
government spending is proposed.
4) Our elected officials must recognize that New York is in an intense global
competition to maintain its position of “Financial Capital of the World”.
Keeping that leadership role will require a cooperative spirit that places New
York’s international status and promise at the constant forefront of policy
discussions.
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8. Literature Review

G

iven the importance of the financial services industry, many state
bodies and independent associations have reported on current
economic conditions in the U.S. and made efforts to predict the
industry’s future.
The New York State Comptroller’s Office, in November 2009, issued its “The
Securities Industry in New York City” report documenting recent job losses
and compensation data in the securities industry.
Early this year, the New York State Assembly Ways and Means Committee
produced its Economic Report for 2010, providing detailed information on
the national and local economies. The Division of Budget of New York State
released its report on the FY 2010-2011 executive budget, which also offers
detailed information on national and state economies and made predictions
for SFY 2011-2012, 2012-2013 and 2013-2014 in New York State.
Among other reports that we reviewed in preparing this study are, “The
Street, the City and the State”, presented by the Securities Industry and
Financial Markets Association, and “After the Storm. Creating Value in
Banking 2010”, by The Boston Consulting Group. We considered an
important collective effort of the New York State Department of Labor,
Division of Research and Statistics, and the Bureau of Labor Market
Information, “Turmoil on Wall Street: The Impact of the Financial Sector
Meltdown on New York’s Labor Market”.
“Sustaining New York’s and the U.S.’ Global Financial Services Leadership”,
a report jointly prepared by McKinsey and Company, the offices of NYC
Mayor Michael R. Bloomberg and U.S. Senator Charles E. Schumer, and the
New York City Economic Development Corporation, provides an important
international review of the financial markets in the U.S. and abroad. Another
international perspective is examined in the report, “London: World Capital
of Business”, prepared by the office of the Mayor of London. It discusses the
key threats for the London economy and strategies that the Mayor can use in
order to improve London’s competitive position.
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