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Tax Plan Passed, Legislature Faces Smaller Budget Gap

By THOMAS KAPLAN

December 9, 2011

ALBANY — Gov. Andrew M. Cuomo and lawmakers declared the income tax overhaul that was approved early Thursday to be a victory for millions of New Yorkers, many of whom will enjoy a modest tax cut next year.

But it was also a major victory for legislators. In a month, they will return to the capital for a new legislative session, and their task of drawing up a new state budget, even in the face of a flagging economy, has suddenly become considerably easier.

The overhaul, which creates a new tax bracket for the highest-income residents while reducing the rate for millions of others, will generate enough revenue to nearly halve the budget gap that lawmakers expected to confront in January. And by allowing the state’s so-called millionaires’ tax to expire as scheduled at the end of this month, the deal avoided a heated debate that had seemed likely to dominate the budget process next year.

The Senate voted 55 to 0 for the tax code changes about 9 p.m. Wednesday, and the Assembly voted 132 to 8 around 1 a.m. Thursday. The governor plans to sign the measure into law soon, and the new tax rates will take effect in January.

Mr. Cuomo, at a news conference late Wednesday, even before the Assembly voted, said that he and the lawmakers had now essentially finished “50 percent of the budget” for the coming fiscal year, which begins April 1. “I think it’s made it a lot simpler,” he said.

By averting a confrontation over continuing the millionaires’ tax — actually a surcharge on incomes over $200,000 for individuals that the state had imposed since 2009 and that produces about $4 billion a year — and reducing the state’s projected budget gap, lawmakers will be able to focus more of their attention on other issues, including redrawing the state’s political map to reflect the 2010 census, beginning the process of amending the state’s Constitution to legalize resort-style casino gambling and limiting retirement benefits for future state and city workers.

The tax package includes the changes in rates and other measures to stimulate the economy, like a reduction of the payroll tax that helps support the Metropolitan Transportation Authority. It is projected to generate nearly $1.6 billion more revenue in the next fiscal year than had no action been taken this week and the surcharge simply expired. That money will leave the state with a projected budget gap next year of about $2 billion, down from a projected $3.5 billion before the tax package was approved.

The Assembly speaker, Sheldon Silver, a Manhattan Democrat, said in an interview on Thursday that he was leery of making further spending reductions after a year in which lawmakers agreed to deep cuts to the state budget.

“We can find some efficiencies, but I think the cuts have by and large been made last year, and anything beyond that would be deeply hurtful and not productive,” Mr. Silver said.

The Senate minority leader, John L. Sampson, a Brooklyn Democrat, said Democrats would push for “fairness and equity” in next year’s spending plan. “You have to face reality,” Mr. Sampson said, “and reality is this: You cannot cut your way into prosperity.”

But Senator John A. DeFrancisco, a Syracuse Republican and the chairman of the Senate Finance Committee, said the Republican-controlled Senate would seek further spending cuts.

“We still have to show fiscal discipline and make some real cuts,” Mr. DeFrancisco said. He suggested reducing optional services provided under the state’s Medicaid program, and he added that creating a new pension tier, with smaller benefits, for new public workers, was “clearly something that should be on the table.”

For the time being, Mr. Cuomo and the lawmakers are basking in the glow of their swift approval of a consensus tax package by a divided Legislature. On Thursday morning, they celebrated its passage in speeches at a meeting of the state’s regional economic development councils, and on Friday, the governor plans to highlight key elements of the package with appearances in Binghamton and Brooklyn.

Mr. Cuomo’s authorship of a tax package that creates a new bracket for high-income earners is an about-face for the governor, who had campaigned on a promise to oppose any new taxes or a surcharge on high earners, and who had repeated that pledge many times in his first 11 months in office.

At the late-night press briefing on Wednesday, the governor, a Democrat, explained his reversal as a step necessary to preserve his commitment to increase spending next year on school aid and Medicaid — the two largest chunks of the state budget — by 4 percent. He said that while he wanted to reduce taxes over the long term, a “different economic reality than anyone anticipated” had forced his hand.

“If you want to say, ‘I don’t want to vote for more revenues — no how, no way,’ then you’re saying you’re voting for zero and zero for education and Medicaid,” he said. “That’s the choice, when we talk about the reality that we face, the new reality. That was the reality for me.”
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