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PARTNERSHIP FOR NEW YORK CITY

The Partnership for New York City, Inc. (the "Partnership") submits this comment in response to the Request for Comments #1 posted by the President's Advisory Panel on Federal Tax Reform.  The Partnership is an organization of New York City business leaders focused on economic development and job creation.  

One of the questions on which the Panel has sought comments is the "[g]oals that the Panel should try to achieve as it evaluates the existing tax system and recommends options for reform."  

The Partnership submits that an important goal should be the preservation of the fiscal balance between the federal government on the one hand and the state and local governments on the other.  Under our federal system, certain functions are performed by the federal government and certain functions are performed by states and localities.  Governments at all levels must raise money to finance their operations through a combination of taxes, fees, and other sources.  A critical component of the existing balance is the deductibility of state and local income and property taxes (and, under some circumstances, sales taxes) for federal income tax purposes.  The deductibility of state and local taxes facilitates the raising of tax revenues by states and localities by reducing the economic burden that such taxes would otherwise impose.  States and localities have taken deductibility into account in structuring their tax systems.  

PARTNERSHIP FOR NEW YORK CITY

Repealing the deductibility of state and local taxes would seriously disrupt the delicate balance that now exists.  At a time when the federal government is attempting to transfer more governmental functions to the states and localities, the federal tax system should not be changed in a way that makes it harder for those governments to raise the necessary funds to perform those activities and that results, indirectly, in a shift of state and local revenues to the federal government.  Indeed, the balance has been adversely affected by the expansion of the alternative minimum tax (under which state and local taxes are not deductible) to middle-income taxpayers.  This trend should be reversed and the AMT should be limited to those wealthy taxpayers to whom it was originally intended to apply.  

The preservation of this fiscal balance between the states and localities on the one hand and the federal government on the other should be an important objective of any tax reform efforts.  

The Partnership will submit comments on other aspects of the deductibility of state and local taxes when appropriate.  This comment is limited to the questions specifically posed by the Panel's Request for Comments #1.  
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