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Main points

• The last fiscal crisis (2001+) - a 50-year (or more) event

• Primary causes:
– Severe & protracted market decline after huge run-up

– Sharp decline/slowdown in wages of high-income workers after a 
big run-up -- financial services in NY, dot.com in CA and other 
places

– In the midst of very mild recession

• Here we are again:
– Market and real estate declines mean capital gains probably 

headed for 2 years of large declines

– Wages of high-income workers headed for large decline

– But this time the real economy will be much worse. Sales tax will 
be hit harder, as will non-financial-sector incomes.

• Unlike last recession there is nowhere to hide:
– Income-tax states again hit hard. NY far worse than most

– But this time sales-tax states will have trouble too



Current and recent news
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Two-thirds of states have declining economies – not 

yet as widespread as last recession

Number of states with economy declining compared to 3 months earlier

Coincident economic indexes - through September 2008
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Typical declines – as of September - not yet quite 

as sharp as in recent recessions

Percent change in state economies compared to 3 months earlier

Coincident economic indexes - through August 2008
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Economic decline (next map) has spread far beyond 

states with significant housing price declines (this map)
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Growing states have been in the nation’s middle 

and, perhaps surprisingly, northeast – including NY
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Wages have slowed a little and non-wage income a lot, but 

they’re not yet as weak as in last recession (National)

Percent change in wage and non-wage income vs. year ago

(Adjusted for inflation - 3 month average of percent change)
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Goods consumption – weaker than last recession (National)

Percent change in consumption vs. year ago

(Adjusted for inflation - 3 month average of percent change)
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Corporate profits way down from peak growth,

declining significantly (National)

Real corporate profits before tax
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Our region has been spared the worst of the 

housing bust. But there is a lesson in this graph.

Housing prices indexed to approximate start of bust
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As recently as September, NY economy was 

outperforming US (Jan 2007=100)
New York: Coincident index of economy vs. US
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Nationally, state taxes faring worse than local, but 

local taxes are slowing considerably

Year-over-year % change in real state taxes and local taxes

4-quarter average of % change
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Nationally, income tax has slowed sharply, sales tax is 

declining, and even stable property tax is slowing

Year-over-year % change in real state & local taxes

4-quarter average of % change
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NY state taxes actually had been doing quite well 

compared with other states – but changing fast

Real per-capita state taxes, 4-quarter moving average

Indexed to April-June quarter of 2006 (=100)
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“Flash” quarterly revenue report for July-September

– Continued deterioration nationally -

Year-over-year percent change in major taxes, inflation-adjusted
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All regions weak, virtually all  weaker than 

last quarter (see appendix for states)

Quarter PIT CIT Sales Total

United States 1.5 (15.3) (0.5) 0.1

New England 0.6 6.6 3.2 2.4

Mid Atlantic 3.0 (3.5) 1.2 2.2

Great Lakes 2.8 (37.7) 1.4 1.9

Plains 3.6 (14.7) 1.4 1.4

Southeast 0.1 (15.9) (3.3) (2.4)

Southwest (3.6) (17.8) 3.3 4.6

Rocky Mountain (1.5) 5.1 (3.7) (0.8)

Far West 0.4 (19.7) (5.6) (3.8)

Quarterly Tax Revenue by Region

Source: Individual state data, analysis by Rockefeller Institute. 

July-September 2007 to 2008, Percent Change



Some lessons

from the last crisis, 

especially for NY
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The last crisis was horrible for states

despite the mild recession (National)
Percent change in real state government taxes and real GDP vs. year ago

2-quarter moving averages
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Prior crisis: a 50-year (at least) event (National)
50 years of inflation-adjusted income and sales tax growth

% change vs. prior year of 4-quarter moving average
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Astonishing 2-year declines in AGI: Capital 

gains declined; Even wages declined

1997 1998 1999 2000 2001 2002 2003 2004 2005 2006

Salaries & wages 7.0% 7.4% 6.5% 7.8% 2.4% -0.1% 2.0% 5.8% 4.7% 6.1%

Net capital gains and distributions 41.4% 25.3% 21.7% 16.2% -48.2% -26.9% 23.3% 60.9% 41.0% 16.7%

All other AGI, net 10.2% 9.0% 8.3% 8.3% 0.0% -3.4% 2.2% 10.3% 14.8% 11.4%

  Adjusted gross income 9.6% 9.0% 8.1% 8.7% -3.1% -2.2% 2.9% 9.4% 9.3% 8.2%

% change in calendar-year-average 

S&P500 index 29.8% 24.2% 22.3% 6.7% -16.5% -16.6% -2.1% 17.2% 6.5% 9.2%

Growth in components of federal adjusted gross income (AGI), taxable years

Sources: (1) AGI components: IRS Statistics of Income Division (www.irs.gov/taxstats/indtaxstats), various data files;

(2) S&P500: average of monthly adjusted closes over the calendar year. Symbol ^GSPC from finance.yahoo.com

•These are national numbers but NY is 

not much different
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National:  Wage declines were concentrated 

among top-bracket taxpayers – bonuses, stock 

options – driving people into lower brackets

2000 2001 2002

Total wages on tax returns:

All returns with wage income 7.8% 2.4% -0.1%

Returns with AGI below $200k 5.5% 4.5% 1.4%

Returns with AGI of $200k or more 20.5% -7.7% -8.7%

Returns with AGI of $500k or more 26.1% -17.1% -13.7%

Number of tax returns reporting wage income:

All returns with wage income 1.8% 1.0% -0.3%

Returns with AGI below $200k 1.6% 1.1% -0.1%

Returns with AGI of $200k or more 14.1% -5.3% -5.9%

Returns with AGI of $500k or more 14.3% -12.5% -7.5%

Source: IRS Statistics of Income Division (www.irs.gov/taxstats/indtaxstats), various data files

Wage income on federal tax returns before and during the last recession

Year-over-year percent change
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Excelsior! New York State’s reliance on

Finance and insurance sector wages 

Finance and insurance wages as a share of total wages in New York State
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Financial sector, financial markets, and NY

• Finance/insurance about 18% of NYS GDP, vs. 8% nationally

• Income tax (PIT is almost 60% of NYS tax revenue)
– Capital gains – now more than 13% of AGI. Rarified – 90% of gains 

taken by 0.4% of taxpayers, income above $200k. Top-rate income, 
so constitutes a larger-than-13% share of income tax revenue. 

– Wages - (70% of AGI) – finance/insurance sector is 22.3% of NYS 
wages, vs. only 8.5% for US (QCEW 2007).  Sector accounted for 
41% of all NYS wage growth since 2003! Investment banking, 
securities brokerage, and portfolio management are 1.9% of 
employment and accounted for 29.9% of wage growth! Average 
pay is more than 4x nonfinancial industries – high-powered money, 
taxed at highest income tax rates

– Interest, dividends, and business income are about 45% of the rest –
some direct linkage to financial sector and markets

• Corporate tax (7% of taxes) - about 20% is financial/insurance 
companies

• Bank tax – about 2% of state taxes; insurance another 2% (but 
premiums base)

• Other influences – estate tax, pension contributions, with lag; 
also, other taxes
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Lost wages in NYS and subsequent boom: 

Financial services – 6.4% of jobs, 41% of growth

Wages

($ billions) Employment

Average 

annual pay Wages Employment

Pay, multiple 

of NYS average

Total, all industries (10) $508.44 8,554,012        $59,439 100.0% 100.0% 1.00                  

Finance and insurance (52) $113.32 547,231           $207,079 22.3% 6.4% 3.48                  

Commercial banking (522110) 9.00                  75,263             119,534        1.8% 0.9% 2.01                  

Nondepository credit intermediation (5222) 7.18                  48,961             146,680        1.4% 0.6% 2.47                  

Investment banking and securities dealing (523110) 22.74                53,906             421,843        4.5% 0.6% 7.10                  

Securities brokerage (523120) 32.32                83,190             388,537        6.4% 1.0% 6.54                  

Portfolio management (523920) 12.42                29,192             425,544        2.4% 0.3% 7.16                  

Investment advice (523930) 6.12                  19,979             306,542        1.2% 0.2% 5.16                  

All other finance and insurance 23.53                236,740           99,403          4.6% 2.8% 1.67                  

All other industries 395.12              8,006,781        49,348          77.7% 93.6% 0.83                  

1997 to 2001 2001 to 2003 1997 to 2001 2001 to 2003

Change in 

wages

($ billions)

% change in 

wages

Industry's 

share of total 

wage change

Total, all industries (10) $88.55 ($5.02) 29.0% -1.3% $119.86 30.8% 100.0%

Finance and insurance (52) $24.18 ($11.86) 46.6% -15.6% $49.10 76.5% 41.0%

Commercial banking (522110) 1.46                  (0.86)                23.8% -11.3% 2.25                 33.4% 1.9%

Nondepository credit intermediation (5222) 0.73                  (0.15)                17.2% -3.0% 2.34                 48.2% 1.9%

Investment banking and securities dealing (523110) 2.94                  (1.44)                38.1% -13.5% 13.52               146.7% 11.3%

Securities brokerage (523120) 12.35                (10.18)              74.1% -35.1% 13.48               71.6% 11.2%

Portfolio management (523920) 0.91                  0.28                 38.0% 8.4% 8.83                 245.4% 7.4%

Investment advice (523930) 2.04                  (0.26)                134.3% -7.3% 2.82                 85.5% 2.4%

All other finance and insurance 3.75                  0.75                 28.4% 4.4% 5.86                 33.2% 4.9%

All other industries 64.36                6.84                 25.4% 2.2% 70.76               21.8% 59.0%

Source: U.S. Bureau of Labor Statistics, Quarterly Census of Employment and Wages (QCEW), October 2008

Share of NYS total

Change in wages, $ billions % change in wages

The prior boom and bust The recent boom (2003 to 2007)

NYS wages, employment, and pay, 2007
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Employment and pay each play major role in 

boom/bust – pay especially notable in this boom

% change in 

employment

% change in 

average pay

% change in 

employment

% change in 

average pay

% change in 

employment

% change in 

average pay

Total, all industries (10) 4.1% 23.9% -2.4% 1.1% 4.0% 25.8%

Finance and insurance (52) -8.8% 60.8% -7.3% -8.9% 5.9% 66.7%

Commercial banking (522110) -22.8% 60.4% -8.6% -3.0% -3.7% 38.5%

Nondepository credit intermediation (5222) -39.1% 92.6% -4.7% 1.8% -1.8% 50.9%

Investment banking and securities dealing (523110) 18.2% 16.8% -7.0% -7.0% 38.8% 77.8%

Securities brokerage (523120) 25.7% 38.4% -27.7% -10.3% 3.5% 65.8%

Portfolio management (523920) 62.3% -14.9% 3.6% 4.7% 75.3% 97.0%

Investment advice (523930) 101.1% 16.5% -1.6% -5.8% 32.9% 39.5%

All other finance and insurance -14.0% 49.2% 1.0% 3.4% -0.5% 33.9%

All other industries 5.2% 19.2% -2.0% 4.3% 3.9% 17.3%

Source: U.S. Bureau of Labor Statistics, Quarterly Census of Employment and Wages (QCEW), October 2008

1997 to 2001 2001 to 2003 2003 to 2007

New York State employment and average pay by industry
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Past FIRE busts: Great Depression:  deep and 

long;  2001:  sharp but fast
Real FIRE wages in NYS indexed to a peak year
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Caution: FIRE includes real estate as well as finance and insurance
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Finance and insurance sector employment has begun to 

decline in NYS (Sept 2008 is last data point)
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How much will financial sector wages 

fall this time? (I don’t know)

• Measured monthly, finance/insurance sector jobs in NYS declined 
about 9% from peak last time

• Decline since Feb 2008 in NYS finance/insurance sector jobs about 
2%. Sector in NYC has declined 3-4%

• NYS DOB expects 45k financial sector layoffs, 50% more than 2001+; 
160k total layoffs

• In May NYC IBO was forecasting 33k loss (7%) in the financial 
activities sector (a bit larger than finance/insurance) – presumably 
greater losses expected now

• In mid-October NYC Comptroller believed about 35k of anticipated 
165k NYC job losses will be in financial services – suggesting about 
10+% of NYC financial sector as reported by BLS

• NYS DOB assuming 43% drop in bonuses in 2008,  21% in 2009 
(bonuses are just part of the wage story)

• It is hard to believe (?) that the broader FIRE bust can be steeper 
than 2001 or longer than Great Depression (prior graph)



30

Stock market decline led to gains declines, and huge (atypically large) 

drop in income tax the following spring (National)

S&P500 returns, Capital gains reported on federal tax returns, and State income tax payments

Year-over-year percent change
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Capital gains again are at a dizzying

height from which to fall: (1) significant drop would have HUGE tax 

consequences; (2) reversion?

Capital gains as % of gross domestic product
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A few capital gains facts

Corporate stocks, mutual funds, capital gains distributions 55.9%

Real estate 9.8%

Pass-through gains and losses 24.8%

All other 9.5%

  Total 100.0%

Net long-term capital gains by asset type in 1998

Source: Wilson, Janette, IRS Statistics of Income, Sales of Capital Assets Reported on Individual 

Income Tax Returns, 1999

January-March 26.2%

April-June 25.5%

July-September 21.7%

October-December 26.5%

  Sum 100.0%

Timing of long-term gain asset sales in 1998 by 

quarter of the year

(For the 55% of gains for which this was known)

Source: Wilson, Janette, IRS Statistics of Income, Sales 

of Capital Assets Reported on Individual Income Tax 

Returns, 1999
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A capital gains model, similar to CBO model

• “Percent change”* in capital gains driven by: 

change in S&P500, nonresidential real 

estate activity (multi-unit housing starts), 

current and expected tax rates 

• Key assumptions: S&P500 wanders around 

900 rest of this year, rises 20% by year-end 

2009 (averaging 990 in 2009), multi-unit 

starts up 5% this year, down 5% next, tax 

rates unchanged

*Note to forecasters: read “percent change” as difference in logs
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One capital gains model suggests two years of significant 

decline – others suggest steeper 2008 declines

Capital gains history, model estimates, and the stock market
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Caveats, concerns, considerations

• Equation suggests decline of about 40% over 2 
years – which years it falls in depends a little on 
timing of market declines and model specification

• Model underestimates the 2001 and 2002 
declines, as do other models

• Models like these typically have in-sample errors 
of 10-20% (RMSE) and are even worse for out-of-
sample forecasts

• Real estate?

• NY-specific factors could make it worse

• NYS DOB assuming 36% decline in 2008, 20% in 
2009. Other forecasters also expecting declines of 
35-50% for 2008
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And who will be hit hard? NYS, but surprising other places 

too, where big disappointments may be lurking

Capital gains as % of adjusted gross income
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Reprise: Main points

• The last fiscal crisis (2001+) - a 50-year (or more) event

• Primary causes:
– Severe & protracted market decline after huge run-up

– Sharp decline/slowdown in wages of high-income workers after a 
big run-up -- financial services in NY, dot.com in CA and other 
places

– In the midst of very mild recession

• Here we are again:
– Market and real estate declines mean capital gains probably 

headed for 2 years of large declines

– Wages of high-income workers headed for large decline

– But this time the real economy will be much worse. Sales tax will 
be hit harder, as will non-financial-sector incomes.

• Unlike last recession there is nowhere to hide:
– Income-tax states again hit hard. NY far worse than most

– But this time sales-tax states will have trouble too
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Appendix
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Flash July-Sept revenue state-by-state

PIT CIT Sales Total PIT CIT Sales Total

United States 1.5 (15.3) (0.7) 0.1

New England 0.6 6.6 3.2 2.4 Southeast 0.1 (15.9) (3.3) (2.4)
Connecticut (7.4) 18.9 21.0 1.6 Alabama (0.4) 8.0 3.3 2.3
Maine 4.5 (12.1) 3.2 1.3 Arkansas 5.7 (10.7) 3.7 4.8
Massachusetts 3.2 8.6 (2.3) 1.6 Florida NA 2.9 (6.9) (8.2)
New Hampshire NA 2.2 NA (2.5) Georgia (2.4) (6.8) (3.1) (2.6)
Rhode Island (4.2) 12.6 (2.0) (2.1) Kentucky 6.6 (49.8) 1.6 0.4
Vermont 4.8 (25.0) (5.2) 32.8 Louisiana (12.0) (35.7) 2.4 (1.0)

Mississippi (1.9) (14.6) 2.9 1.2
North Carolina

Mid Atlantic 3.0 (3.5) 1.2 2.2 South Carolina 0.2 (16.7) (12.5) (1.2)
Delaware 1.4 11.4 NA 4.8 Tennessee NA (25.2) (2.0) (4.8)
Maryland 3.3 43.0 13.8 9.0 Virginia 2.8 (14.5) (3.9) (1.2)
New Jersey (0.8) 2.8 (4.8) (1.2) West Virginia 2.7 (38.4) (4.5) (1.5)
New York 3.9 (12.0) 2.6 4.1
Pennsylvania 2.4 (7.8) 0.2 (2.1) Southwest (3.6) (17.8) 3.3 2.6

Arizona (4.9) (27.4) (7.3) (7.8)

New Mexico
Great Lakes 2.8 (37.7) 1.4 1.9 Oklahoma (1.8) 8.8 4.8 8.4
Illinois 3.7 1.5 2.5 2.7 Texas NA NA 5.2 4.0
Indiana (1.9) (10.5) 2.7 (0.6)
Michigan 7.9 (107.6) 3.0 5.5 Rocky Mountain (1.5) 5.1 (3.7) (0.8)
Ohio (1.1) (442.2) 0.7 (0.6) Colorado 5.0 (6.2) (2.9) 1.7
Wisconsin 4.5 (15.8) (6.0) 0.2 Idaho (5.1) (1.2) (5.2) (4.3)

Montana NA
Utah (12.6) 23.2 (3.4) (3.8)

Plains 3.6 (14.7) 1.4 1.4 Wyoming NA NA (5.5) 18.2
Iowa 5.1 (6.1) 15.9 7.7
Kansas 2.3 (29.4) 1.8 0.8 Far West 0.4 (19.7) (5.6) (3.8)

Minnesota 5.7 (14.0) (4.8) 0.0 Alaska NA NA
Missouri 2.4 (14.5) (2.5) 0.4 California 0.0 (19.6) (6.3) (4.5)
Nebraska (1.7) (8.5) 7.9 1.0 Hawaii 1.0 (37.3) 1.8 1.5

North Dakota Nevada NA NA
South Dakota NA NA Oregon 3.9 (18.3) NA 2.4

Washington NA NA

Quarterly Tax Revenue by Major Tax, by State 
July-September 2007 to 2008, Percent Change   

Source: Rockefeller Institute of Government, Lucy Dadayan



States ranked by 3-month change

in economic activity

 Coincident index 

August 2008 (Jan 

2007=100) 

 1 year ago 

(August 2007) 

 3 months ago 

(May 2008) 

 Coincident index 

August 2008 (Jan 

2007=100) 

 1 year ago 

(August 2007) 

 3 months ago 

(May 2008) 

West Virginia 102.5                           2.6                   2.2                   Alaska 99.1                             (0.7)                  (0.4)                  

Louisiana 103.1                           1.4                   0.7                   Maryland 101.2                           0.2                   (0.4)                  

Texas 106.1                           3.4                   0.6                   Maine 99.4                             (1.0)                  (0.4)                  

South Dakota 104.8                           2.7                   0.6                   North Carolina 102.4                           0.5                   (0.5)                  

North Dakota 102.6                           1.4                   0.5                   Utah 103.0                           0.6                   (0.5)                  

New York 103.6                           1.9                   0.4                   Florida 98.3                             (1.6)                  (0.5)                  

Colorado 104.2                           1.9                   0.4                   New Mexico 102.1                           0.6                   (0.5)                  

New Hampshire 103.7                           1.8                   0.3                   Indiana 100.2                           (1.0)                  (0.6)                  

Virginia 102.1                           1.0                   0.3                   South Carolina 100.9                           (1.0)                  (0.6)                  

Kansas 101.5                           (0.0)                  0.2                   Rhode Island 95.9                             (3.2)                  (0.6)                  

Nebraska 102.7                           0.9                   0.2                   Delaware 98.5                             (1.7)                  (0.6)                  

Montana 102.1                           (0.3)                  0.1                   Massachusetts 103.9                           1.5                   (0.7)                  

Hawaii 99.1                             (0.8)                  (0.8)                  

  United States average 102.2                           0.8                   0.0                   Missouri 98.4                             (1.9)                  (0.8)                  

Ohio 97.9                             (2.3)                  (0.9)                  

Vermont 100.5                           (0.1)                  0.0                   Georgia 100.4                           (0.7)                  (0.9)                  

Wisconsin 100.9                           0.3                   0.0                   Kentucky 100.2                           (1.4)                  (1.0)                  

Tennessee 101.3                           0.3                   (0.0)                  Illinois 100.1                           (0.7)                  (1.0)                  

Arkansas 101.7                           1.3                   (0.1)                  Michigan 95.2                             (4.0)                  (1.0)                  

Alabama 100.8                           (0.2)                  (0.1)                  Washington 99.6                             (2.9)                  (1.1)                  

Wyoming 105.1                           3.1                   (0.1)                  Arizona 98.0                             (2.3)                  (1.1)                  

Connecticut 102.0                           0.3                   (0.2)                  Idaho 99.2                             (2.2)                  (1.2)                  

Mississippi 101.2                           0.4                   (0.2)                  Minnesota 98.9                             (1.9)                  (1.3)                  

California 101.4                           0.4                   (0.3)                  Oregon 99.4                             (2.0)                  (1.3)                  

Oklahoma 103.1                           1.2                   (0.3)                  Pennsylvania 97.7                             (3.1)                  (1.6)                  

New Jersey 101.0                           0.1                   (0.3)                  Nevada 95.8                             (4.2)                  (2.1)                  

Iowa 101.7                           0.5                   (0.3)                  

Source: Federal Reserve Bank of Philadelphia

% change vs. % change vs.

State indexes of economic activity

States are sorted by % change vs. 3 months ago
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Downstate NY economy (xLI) has been 

outperforming NYS (Jan 2007=100)
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Upstate NY economy  generally underperforming 

NYS (Jan 2007=100)
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By industry:  Recent strength and weakness

(Jan 2007=100)
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Why was 2001 so bad? Not the sales tax -

real decline was only about 1.5% (National)
Real sales tax revenue indexed to start of recession (start=100)

4-quarter moving average
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Sources: U.S. Bureau of Economic Analysis for real GDP, and tax revenue (NIPA Table 3.3). Tax revenue adjusted for inflation using GDP price index. Recession dates from 

NBER.
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Not the corp tax – it declined sharply, but is 

only 6.5% of state tax revenue (National)
Real corporate income tax revenue indexed to start of recession (start=100)

4-quarter moving average
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Not the property tax – it rarely declines and is tiny 

for states (but is of local interest) (National)

Real property tax revenue indexed to start of recession (start=100)

4-quarter moving average
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Sources: U.S. Bureau of Economic Analysis for real GDP, and tax revenue (NIPA Table 3.3). Tax revenue adjusted for inflation using GDP price index. Recession dates from 

NBER.
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Real income tax declined by about 15%! (National)

Real income tax revenue indexed to start of recession (start=100)

4-quarter moving average
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Employment in securities, commodities, investments 

sub-industries (55523000) has begun to decline


