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Economy and Tax Revenues
The New York City Finance Division sees continued growth for both the national and City economies through the years of the Fiscal 2017 Executive Budget Plan.  However, the Finance Division is now less optimistic than it was in its Preliminary Budget forecast.  At the national level GDP growth has been disappointing for the last two quarters.  At the City level, Wall Street earnings and the bonus season have been disappointing. Compared to the Preliminary Budget forecast, the Finance Division expects stronger employment growth in 2016, but weaker gains thereafter. The average wage forecast for 2016 was lowered by a full percentage point, but was raised for 2017 and 2018. Compared to OMB, the Finance Division’s Executive Budget forecast projects a much milder employment slowdown. The Finance Division projects the private sector average wage rising to around 2.9 percent in the outyears, while OMB projects slightly stronger total average wage growth of around 3.2 percent.[footnoteRef:1] Consequently, the Finance Division’s Executive Plan’s tax forecast is below its Preliminary Plan forecast, with the exception of Fiscal 2016, and is slightly above OMB’s projections throughout the plan. [1:  The Finance Division forecasts the private sector average wage, while OMB forecasts the average wage covering the private and public sectors.] 

[bookmark: _Toc450119335]National Economy
Nationally, there’s the proverbial ‘good news’ and the ‘bad news.’ During the last three months, payroll employment continued its strong expansion, averaging 200,000 more jobs per month. The unemployment rate finally fell to 5.0 percent, and the improved labor market drew Americans back to the labor force, raising the long-depressed labor force participation rate from its 62.4 percent low in September 2015, up to 62.8 percent as of April 2016. Lower energy prices have been a dividend for consumers, although much of it has been directed towards savings rather than spending. A recovering housing market is restoring home equity to households, despite a constrained inventory of homes for sale. 
It’s puzzling then that the increasing employment has been coupled with dismal economic growth. Real gross domestic product slowed to only 1.4 percent in the fourth quarter 2015, and then further slumped to 0.5 percent in the first quarter 2016. Its main driver has been healthy consumer activity, which grew by 1.9 percent in the first quarter. GDP growth has been hampered by declining exports and business fixed-investment. One explanation for the disconnection between employment and GDP is that employers have been hiring more, but investing less in new technology. This is reflected in labor productivity - or output per working hour, which has fallen to an average annual rate of only 0.5 percent over the past five years. It previously averaged 1.5 percent annually between 1948 and 2007. Near-flat productivity means that the standard of living is not improving. Another explanation is that GDP imperfectly captures economic improvements that are not assigned a price. GDP may not capture improvements in computers and cell phones. GDP is pushed down by the ability to download free entertainment and information that was previously paid for. 
Underlying the low GDP growth are obstacles faced since mid-2014. A strong dollar and weaker global demand has battered U.S. manufacturing and exports. Diving energy and commodity prices have taken the wind out of the energy and mining sectors, further discouraging business capital investment. The turmoil in financial markets, stemming from the economic slowdown in China and emerging markets has infused volatility in U.S. equities. This has set stock prices on a downward course that only rebounded in mid-February. The rebound was short-lived, and has generally been trending downward since late April. The Federal Reserve, in response, has adopted a more accommodative stance.  After finally raising the federal funds rate by a quarter percentage point in December, the policy committee deferred an anticipated rate increase in March. This implies a planned trajectory of two quarter percentage point increases a year instead of four.  A more short-term drag on the economy is the surplus in private inventories, which is estimated to require another two quarter to be sold off.
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IHS Global Insight forecasts national employment growth to gradually decelerate from 1.9 percent in 2016, to 1.4 percent in 2017 and 0.9 percent in 2018.  IHS also projects real GDP growth to gradually accelerate to 3.1 percent by the fourth quarter.  The economy will grow by only 1.7 percent in 2016, and strengthen to 2.7 percent in 2017 and 2.6 percent in 2018.  It will then decline to 2.3 percent annually in 2019 and 2020.[footnoteRef:2] The economy will be helped along in the short-term by the inventory surplus being worked off, and in the long-term by a very gradual weakening of the dollar, and rising energy and commodity prices. [2:  IHS Economics, ‘U.S. Executive Summary,’ May 2016.] 

City Economy
The City’s vibrant economy is carrying over into 2016. The first quarter 2016 added 106,500 payroll jobs year-over-year, surpassing fourth quarter growth of 93,700, though less than 116,300 in the third quarter. The City’s unemployment rate fell from 6.1 percent in March 2015 to 5.1 percent in October 2015. While the rate inched back up to 5.5 percent as of March 2016, this was due to New Yorkers joining or returning to the labor force, drawn by a more promising job market. The City’s labor force participation rate remains a concern at 61.5 percent as of March 2016, 1.5 percentage points below the mediocre U.S. rate. Average wage growth in the City has been less spectacular than job growth, and is estimated to have grown by only 0.4 percent in 2015. The average wage was pulled-down by the struggling securities industry, whose average wage dropped by an estimated 2.1 percent from reduced bonuses. Turning to the sectors, professional and business services, which covers a wide range of decent-paying positions, continues to create jobs at a rapid pace. In April, business activity expanded at its fastest clip in four months.[footnoteRef:3] Health care is also unflagging in stoking job growth, as it responds to increasing demand from baby boomers and newly insured New Yorkers through the Affordable Care Act. [3:  Institute for Supply Management-New York, ‘Report on Business,’ April 2016.] 

There are some warning signs, however, that certain sectors are beginning to cool down. The City’s financial sector has been rattled by the security industry’s profits diving 10.5 percent in 2015 and revenues falling 1.7 percent, due to the volatility in stock prices. [footnoteRef:4] After dynamic payroll expansion in 2014 and 2015, finance and insurance slowed their job growth in the first quarter 2016 to only 60 percent of its previous pace, year-over-year.  Job growth in leisure and hospitality had begun tapering off in mid-2015, reflecting more cautious spending by tourists facing a strong dollar, and New Yorkers apprehensive about Wall Street. Retail has been losing jobs non-stop since August 2015, for the same reasons.  [4:  New York Stock Exchange (“NYSE”) members’ trading and brokerage operations.] 

The residential real estate market continues to expand in terms of prices and sales. As of the first quarter 2016, the median cost of a one bedroom co-op or condo in Manhattan jumped 10 percent from a year ago to $825,000.[footnoteRef:5]  The commercial market in 2015 achieved its third strongest year in a decade, in terms of leasing an additional 28.2 million square feet. This dynamic growth, however, has slowed during the first quarter 2016, with leasing falling 6.0 percent year-over-year to 6.6 million square feet. The commercial market, however, after reaching record heights in 2015, slowed in the first quarter, with leasing falling 6.0 percent year-over-year to 6.6 million square feet. Soaring construction costs are also a concern. Additionally, 2015 was the third consecutive year City construction costs rose by roughly 5 percent, compared to nationwide costs of between 2.5 percent and 3.0 percent.[footnoteRef:6] [5:  http://www.millersamuel.com/aggy-data]  [6:  New York Building Congress, ‘Update,’ March 16, 2015.] 

The City’s five-year stretch of dynamic growth is beginning to slowly ease, but the Finance Division expects moderate growth in the short-term and not a recession. As of the first quarter 2016, payroll employment is still growing by over 100,000 year-over-year. Extensive residential and office building development is already in the pipeline and due to hit the market around 2017, softening the rise in residential and commercial costs. On the national level, excess inventories are expected to reach sustainable levels in a couple of quarters, the dollar is slowly falling, and energy prices are gradually rising. A national recession, spilling into the City is unlikely over the next four years.
What’s expected in the City is slower economic growth. Payroll employment is expected to add around 94,000 positions in 2016, and gradually slow to 53,000 in 2019. The growth of the average wage will be pushed up by a tightening labor market, from only 1.3 percent in 2016, to averaging 2.9 percent annually between 2017 and 2020. Excluding the finance sector, average wages will surpass 3 percent annually. 
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There are appreciable downside risks to the Finance Division’s forecast that the City’s economy will only slow, and not experience a recession. The baseline scenario depends upon at least moderate consumer activity, which has been the chief driver of GDP growth during this recovery. Global financial conditions need to stabilize, as any future crises would additionally pound U.S. equities, discouraging U.S. households and firms. More global instability would also drive investors to the relatively safe U.S. assets, which would appreciate the dollar, further weakening manufacturing and exports. There is always the threat of a major terrorist attack, with its incalculable impact. The Fed’s milder approach to raising short-term rates may not be mild enough, and may constrain credit with higher interest rates, as well as strengthen the dollar. 
Prominent economic forecasts have recently upped the odds of a recession, although they’re still comfortably below 50 percent.  Wells Fargo Securities sets the probability for a recession during the next six months at 26 percent.  IHS Global Insight projects a 20 percent probability that a mild recession will occur sometime during the middle of 2017.
As for New York City, the vague signs of a slowdown may prove to be more pronounced, entailing negative growth in gross city product and employment during the course of the financial plan. Soaring costs in housing and construction may deter households and firms from locating in the City. A national recession would filter to the City, as firms lose their national clientele. 
IHS also forecasts a slightly smaller 15 percent probability that growth will accelerate, with GDP growth of 2.6 percent in 2016 and 3.7 percent in 2017.  This requires stronger total factor productivity growth in the U.S. and stronger growth in the Global Economy.
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Regarding City tax revenues, the Finance Division forecasts a 3.7 percent increase in tax collections in Fiscal 2016, and 2.4 percent in 2017. This is a considerable drop from 7.5 percent in 2015, and the 6.9 percent average annual growth over the past five years. Collections in the outyears are expected average 4.5 percent growth annually.
The projected growth in collections is based upon the direction of the City’s economy. Property tax collections will maintain strong growth throughout the financial plan, driven by rising billable assessed values. These gains will soften only slightly in Fiscal 2017, as higher long-term interest rates decelerate the climb in market value. 
The transaction taxes - real property transfer (RPTT) and mortgage recording (MRT), have remained stronger than expected in Fiscal 2016, though falling short of the double-digit growth over the last five years. Fiscal 2017 brings a decline in RPTT revenue due to a lower number of expected commercial sales, as well as a decline in MRT revenue largely due to rising interest rates. The softer market will gradually return to more stable growth.  
Personal income tax collections (PIT) will experience a sharp decline in Fiscal 2016, as the fall in Wall Street revenues in 2015 took a huge toll on bonus payments and falling stock prices on capital gains realizations. Positive growth will be eked out thanks to increasing employment and total wages. The weak growth in collections will only gradually accelerate throughout the next four years.
Collections from the two business taxes – general corporation (GCT) and unincorporated business (UBT), are going in different directions. The UBT, which taxes generally smaller, more local-based businesses, is maintaining healthy growth, which is expected to continue through the Plan. The GCT, which is more nationally-oriented, is reflecting the losses in corporate profits from the macroeconomic challenges mentioned earlier. GCT collections will be lower in 2016 and will grow slowly through the next four years.  The GCT is a subject of some concern.  It has undergone a major reform, effective for tax year 2015.  These reforms add an extra layer of uncertainty to forecasting the tax. 
Sales tax collections are also disappointing, and are expected to slow in 2016 and throughout the financial plan. The slowdown is ascribed to tourists spending less, and more cautious New Yorkers. 
In short, weaker collections from the PIT, business and sales taxes are reflecting a City economy that’s still growing, but more slowly. Even these lackluster tax revenue forecasts - like the underpinning economic conditions, are subject to considerable downside risks. They rest upon global markets stabilizing, the dollar falling, energy prices rising, maintaining confidence among consumers and firms, and continued employment growth. Of course the reverse applies if these conditions improve beyond expectations.
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Average Monthly Change in Employment and Real GDP Growth
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NYC Private Sector Employment and Average Wage Growth
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Forecast of Selected Economic Indicators: National and New York City, CY2015-2020

CY15 CY16 CY17 CY18 CY19 CY20

NATIONAL ECONOMY

Real GDP % 2.4 1.7 2.7 2.6 2.3 2.3

Private Employment

Level Change, '000 2,768             2,566             1,963             1,118             830                1,135            

Percent Change, % 2.4                 2.1                 1.6                 0.9                 0.7                 0.9                

Unemployment Rate, % 5.3                 4.9                 4.8                 4.8                 5.1                 5.1                

Total Wages % 2.3                 2.4                 2.6                 3.0                 3.0                 3.0                

Interest rates %

  3-Month Treasury Bill 0.05 0.44 1.35 2.34 2.81 2.81

  30-Year Conventional Mortgage Fixed 3.85 3.90 4.42 5.13 5.71 5.71

NEW YORK CITY ECONOMY

Real GCP % 2.0 1.8 2.4 2.4 2.0 1.7

Private Employment

Level Change, '000 114.7 94.0 81.4 59.3 53.1 57.5

Percent Change, % 3.2 2.6 2.2 1.5 1.4 1.5

Average Private Wages % 0.4 1.3 3.0 2.9 2.8 2.9

Total Private Wages % 3.6 4.0 5.2 4.5 4.2 4.4

NYSE Member Firms %

Total Revenue -1.7 -5.1 1.8 1.7 2.2 2.9

Total Compensation 1.2 0.6 4.8 4.6 4.9 5.3

Source:  IHS Global Insight, May 2016 (Nat'l); New York City Council - Finance Division (City)
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Finance Division Forecast: Difference from OMB

Dollars in Millions

FY16 FY17 FY18 FY19 FY20

Real Property  $0  $25  $73  $46  $110 

Personal Income  (120) 82  184  178  200 

General Corp. & Banking Corp. 28  38  12  60  142 

Unincorporated Business  29  62  68  60  50 

Sales  (19) (27) 8  35  58 

Commercial Rent 10  10  10  10  10 

Real Property Transfer 104  88  107  104  95 

Mortgage Recording  58  71  105  111  119 

Utility (6) (5) 8  20  32 

Hotel 3  45  54  71  95 

All Other (includes STAR) 0  0  0  0  0 

Audits 0  0  0  0  0 

Total Taxes $86  $388  $629  $696  $910 

Source: New York City Council Finance Division, Executive Budget Plan, Fiscal 2017
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FY15* FY16 FY17 FY18 FY19 FY20

Real Property  6.7% 7.0% 5.2% 6.1% 5.8% 4.9%

Personal Income  11.4% 1.4% 2.7% 3.7% 3.6% 4.1%

General Corporation 2.3% (3.8%) 1.4% 5.5% 1.2% 3.0%

Unincorporated Business  4.2% 4.8% 3.2% 4.5% 4.0% 4.2%

Sales  3.8% 3.8% 3.4% 4.5% 4.6% 4.5%

Commercial Rent 3.4% 6.1% 4.5% 4.3% 4.1% 4.0%

Real Property Transfer 15.6% 3.1% (7.1%) 1.2% 2.9% 2.3%

Mortgage Recording 20.2% 8.2% (8.0%) 2.6% 3.0% 2.9%

Utility (5.2%) (5.3%) 3.4% 7.0% 6.2% 5.5%

Hotel 3.8% 2.1% 3.1% 5.3% 6.6% 7.6%

All Other (includes STAR) 3.6% (0.7%) (2.8%) 0.1% 0.2% 0.2%

Audits 31.6% (6.3%) (32.7%) 0.0% 0.0% 0.0%

Total Taxes 7.5% 3.7% 2.4% 4.8% 4.4% 4.3%

*Actuals

Source: New York City Council Finance Division, Executive Budget Plan, Fiscal 2017

Finance Division Forecast: Growth Rates
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Finance Division Forecast: Levels

FY15* FY16 FY17 FY18 FY19 FY20

Real Property  $21,317  $22,815  $24,006  $25,470  $26,946  $28,275 

Personal Income  10,629  10,775  11,071  11,484  11,899  12,383 

General Corporation 4,087  3,932  3,987  4,206  4,256  4,384 

Unincorporated Business  1,962  2,056  2,122  2,218  2,306  2,404 

Sales  6,742  6,999  7,239  7,565  7,915  8,274 

Commercial Rent 735  780  815  850  885  920 

Real Property Transfer 1,765  1,820  1,690  1,710  1,760  1,800 

Mortgage Recording 1,155  1,250  1,150  1,180  1,215  1,250 

Utility 384  364  376  402  427  451 

Hotel 556  568  586  617  658  708 

All Other (includes STAR) 1,477  1,466  1,425  1,427  1,430  1,433 

Audits 1,132  1,060  714  714  714  714 

Total Taxes $51,941  $53,885  $55,181  $57,843  $60,413  $62,995 

Sales Tax Reduction ($50) ($150)

Net Total Taxes: 51941.423 53834.854 55030.728 57843.16715 60412.951 62995.401

*Actuals

Source: New York City Council Finance Division, Executive Budget Plan, Fiscal 2017

Table 13. Council Forecast: Levels

Dollars in Millions


