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SENATE CONCURRENT RESOLUTION No. 64

STATE OF NEW JERSEY
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INTRODUCED JANUARY 30, 1978

By Senators MERLINO, .J. RUSSO and FELDMAN

Referred to Committee on Revenue, Finance and Appropriations

A Concurrent REsoLuTion creating a Joint Committee on Tax

Policy.

BE 11 rESOLVED by the Senate and General Assembly of the State
of New Jersey:

1. There is hereby created a Joint Committee on Tax Policy
to consist of 12 members. Six members shall be appointed by the
President of the Senate as follows: three members of the Senate
Revenue, Finance and Appropriations Committee, no more than
two of whom shall be of the same political party and three other
members of the Senate, no more than two of whom shall be of the
same political party. Six members shall be appointed by the
Speaker of the General Assembly as follows: three members of
the Assembly Taxation Committee, no more than two of whom
shall be of the same political party and three other members of
the General Assembly, no more than two of whom shall be of the
same political party. Vacancies in the membership of the com-
mittee shall be filled in the same manner as the original appoint-
ments were made.

2. The committee shall organize as soon as may be after the
appointment of its members and shall select a chairman from among
its members and a secretary who need not be a member of the
committee.

3. It shall be the duty of the committee to assess, evaluate and
review the ‘‘tax reform program of 1976,’’ including, but not limited
to, the New Jersey Gross income Tax Act, the Tenants’ Property
Tax Rebate Act, the homestead rebate law, the State Revenue
Sharing Aect of 1976, the laws imposing limitations on State, county
and municipal expenditures, the commuter tax act, amendments

and supplements to the foregoing and any other laws relating to

ExXpLANATION—Matter enclosed in bold-faced brackets [thusl in the above bill
is not enacted and is intended to be omitted in the law.
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taxation. The committee shall consider and recommend any
changes or revisions in such tax laws and any new tax proposals
as it may deem neeessary or advisable.

4. "The commitiee shall he entitled to call to its assistanee and
avail itself of the serviees of such emplovees of any State, county
or municipal department, hoard, burcau, commission or agency as
it may requive and as may be available to it for said purpose, and
to employ such stenographic and elerical assistants and incur such
traveling and other miscellancous expenses as it may deem neces-
sary, in order to perform its duties, and as may be within the
limits of funds appropriated or otherwise made available to it for
said purposes.

5. The committee shall have all the powers eranted pursuant to
chapter 13 of Title 52 of the Revized Statutes.

6. The committee may meet and hold hearings at such place or
places as it shall designate during the sessions or recesses of the
Legislature and shall report its findings and recommendations
to the Legislature, accompanyine the same with any legislative
bills which it may desire to recommend for adoption by the

Legislature, on or befove *[May 1, 1978]* *June 1, 1978*.



SENATE CONCURRENT RESOLUTION No. 106

STATE OF NEW JERSEY

INTRODUCED AUGUST 14, 1978
By Senator PERSKIE
(Without Reference)

A CowxcurrenT REesorution to extend the reporting date for the
Joint Committee on Tax Poliey created pursuant to Senate
Concurrent Resolution No. 64 of 1978.

1 Wauereas, The mandate given the Joint Committee on Tax Policy
2 encompasses a broad range of subjeets which require careful
3 consideration; and

4 Warrrag, The commitice has developed a large body of data and

5 received extensive testimony from all levels of government and
6 all segments of the gencral population; and

‘WaEereas, The reporting date of October 16, 1978 will not provide
sufficient time for the committee to properly evaluate the ac-

cumulated data and present its recommendations to the Legis-

10 lature; now, therefore,

1 BEe 11 RESOLVED by the Senate of the State of New Jersey (the
2 General Assembly concurring):

1 1. The date upon which the Joint Committee on Tax Policy
2 shall report is hereby extended to December 4, 1978.

STATEMENT
This coneurrent resolution extends the reporting date of the

Joint Committee on Tax Policy from October 16, 1978 to Decem-
ber 4, 1978.
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SUMMARY REPORT OF THE
JOINT COMMITTEE ON TAX POLICY

The Joint Committee on Tax Policy was created pur-
suant to Senate Concurrent Resolution 64 of 1978, directing the
Committee to review and evaluate the Tax Reform Program of 1976
and the impact of that program in all its elements upon State,
County and Municipal Government. The Joint Committee organized
on April 24, 1978, and elected Senator Perskie as Chairman and
Assemblyman Van Wagner as Vice Chairman. At that time the
Chairman directed the staff to develop a format within which
the Committee would operate and to develop a schedule for a
series of public hearings throughout the State.

It was proposed to the Chairman subsequently, that
the areas of study were sufficiently broad that the Committee
should be divided into three subcommittees so as to allow more
thorough investigation. The Committee agreed to this recommen-
dation and the Chairman appointed three subcommittees as follows:

Subcommittee #1 - State Property Tax Relief Fund

Chairman - Assemblyman Karcher

Members - Assemblyman Albanese, Senators Perskie
and Lipman

Subcommittee #2 - State General Fund

Chairman - Senator Yates

Members - Assemblyman Brown, Senators Dorsey and
Foran

Subcommittee #3 - Local Government

Chairman -~ Assemblyman Kavanaugh

Members - Assemblyman Van Wagner, Assemblywoman
McConnell, and Senator Sheil

Xv



The work of the Committee has been divided into two
functions; that of staff research, and that of public hearings.
Staff research was directed toward the analysis of the various
clements represented by the three subcommittees to determine the
effect of the Tax Reform Program and included the analysis of a
survey conducted to measure the impact of the local "cap" law
on the State's municipalities. The public hearings were directed
toward receiving the testimony of both public and private in-
dividuals as to the impact of that program and their views as
to what changes might be affected to improve its operation.

In the course of its deliberations the Joint Com-
mittee held eleven public hearings throughout the State attended
by a very broad cross section of individuals, organizations and
public officials.

This report, therefore, represents a combination of
data developed as a result of staff study, and that resulting

from the testimony delivered at the public hearings.

Review of the Tax Reform Program of 1976

The Tax Reform Program of 1976 was designed to meet
two specific goals -- one mandated, the other deemed equitable.
The mandate was in the form of court direction to provide a more
equitable distribution of funds for the support of the public
schools. The other was a means whereby property taxes could be
substantially reduced in the State. The form taken to meet both
of these was the enactment of the New Jersey Gross Income Tax.

At this point in time, after three years' experience

with the results of the program, it is necessary to begin
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to examine whether these goals have been met. It appears to be
quite obvious that the answer in both instances is that they
have been accomplished.

The funding of Chapter 212, P.L.1975 -- commonly
known as the "T & E" legislation -- obviated the necessity to
raise local property taxes to meet the Supreme Court mandate,
and State support as a percentage of the funds for the public
schools has slightly exceeded the 40 percent plateau which was
the goal.

General property tax relief has been accomplished
in two ways; first by an ohtright reduction in the amount of
property taxes raised throughout the State in the year following
the enactment of the program, and second by the Homestead Re-
bate program which has distributed property tax rebates to home
owners in excess of one-quarter billion dollars annually.

Thus, the combination of general tax reduction,
the decrease in the reliance upon property taxes for the pub-
lic schools, and the direct property tax rebates have resulted
in de-emphasizing property taxes in New Jersey.

Although the funding of the T & E program and the
Homestead Rebate program perhaps are the key elements in the
Tax Reform Program, there were numerous other elements which
have contributed both.to maintaining a lesser reliance upon
the property tax and to promoting the economic well-being of
the State.

The Revenue Sharing Act has remained at a constant
$50 million annually. However, the actual return to the munic-

ipalities is almost double that amount for, within the terms of

xvii



that Act, municipalities are reimbursed for the full cost of
senior citizen deductions and veteran deductions which prior

to its passage were borne by the local taxpayer. Perhaps as
important as the reduction in local property taxes resulting
from the assumption of the senior citizen and veteran deductions
by the State was an indication of the State's moving toward the
assumption of costs mandated by State law, which has long been
sought by local officials.

Perhaps the only element of the program which has
not had much success is that of the Tenants' Property Tax Re-
bate. Much of the problem in this element of the program is
mechanical rather than conceptual. The property tax structure
and the method for assessment and collection of taxes does not
lend itself readily to effectuating this type of program. It
is possible that in the future a different approach may be
developed to provide tenants with more direct benefits than is
now the case.

Possibly the area least publicized in the Tax Reform
Program, at least at this point in time, were the benefits to
the business community. As a means for stimulating business
growth, the repeal of the sales tax on business machinery and
equipment was considered at the time of its passage a key ele-
ment in the program. Similarly, a repeal of the Unincorporated
Business Tax, the Retail Gross Receipts Tax, and the phasing out
of the Business Personal Property Tax were additional benefits
to business.

Despite the substantial benefits from the repeal of

the sales tax on business machinery and equipment, the Unincor-
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porated Business Tax, and the Retail Gross Receipts Tax, and
the phasing out of the Business Personal Property Tax in terms
of dollars, what is seldom considered in terms of benefits to
business under the Tax Reform Program is that business in gen-
eral benefits whenever property taxes are offset or reduced.
Therefore, the only major element of the total program in which
business does not benefit directly is the Homestead Rebate
program.

During the course of its hearings, as well as
through letters directed to the Committee, there have been
minor complaints directed at the Homestead Rebate program. Al-
though to an individual the complaint may not be a minor one,
when one considers the magnitude of the program the difficulties
are relatively minor in the overall evaluation of that program.

It is the considered opinion of this Joint Committee
that the Tax Reform Program has had a salutary effect upon prop-
erty taxes in the State, and at the same time has had an effect
upon government expenditure. This is not to say that there are
not flaws which iﬁ time must be addressed, but at this point an
overall view of the program indicates that no significant changes

should be made in any of its elements.
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FINDINGS AND RECOMMENDATIONS OF THE
JOINT COMMITTEE ON TAX POLICY

A. STATE PROPERTY TAX RELIEF FUND

The Property Tax Relief Fund has met its initial goals and
legislative intent.

The Homestead Rebate program has functioned in the manner
expected upon enactment. The Committee recommends continu-
ation of this program in its current form.

The senior and disabled citizen and veterans property tax
deduction programs have been successful. The Committee
recommends the expansion of the senior and disabled citzen
property tax deduction program as a priority claim on any
future PTRF revenues.

The distribution of revenue sharing funds on a per capita
basis is found to be a fair and equitable method. The
Committee recommends continuation of this program in its
eurrent form.

The General Fund contribution to aid to education will not
decrease to the 1976 level, under any reasonable income tax
growth assumption, by 1985.

The PTRF will not have the capacity to replace a significant
portion of revenue lost as a result of repealed taxes at any
time in the foreseeable future.

Assuming a 13 percent growth rate in income tax revenues, the
PTRF will have sufficient resources to stabilize the General
Fund aid to education at the 1980 level by fiscal year 1982.

Beginning in fiscal year 1983, consideration can be given to
new and expanded property tax relief programs.

As noted, the Committee recommends that the first priority
for expanded property tax relief programs be to increase the
property tax deduction for senior and disabled citizens. The
Committee recommends that the second priority for property
tax reltef programs should be State assumption of county
welfare, court and prosecutor's office costs.

B. STATE GENERAL FUND

The high rate of General Fund expenditures growth experienced
through the 1960s and early 1970s has moderated. Currently,
General Fund expenditures as a percent of personal income are
lower than they were in 1974.

The State expenditure limitation law and the stabilization of
the General Fund portion of aid to education will exert
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considerable influence in moderating General Fund expenditure
growth through the mid 1980s.

During the high expenditure growth period of the 1960s and
early 1970s, General Fund revenues kept pace with expenditures
through rate changes rather than inherent growth.

Because of the overall inelasticity of the revenuc system that
supports the General Fund, it is expected that revenues will
grow at a rate below that of the State's economy. An average
annual revenue growth rate in the revenues supporting the
General Fund, of 6 to 7 percent is anticipated through the
mid 1980s.

The Committee finds that with good management, the 6 to 7 per-
cent rate of revenue growth can maintain the current level of
State services. It will not be expected, however, to provide
sufficient revenues for new and expanded State services.

C. LOCAL GOVERNMENT

It does not appear that the "cap" law needs any significant
amendment with regard to the base on which the "cap'"is imposed.

The blending of restraint and flexibility found in the "ecap"
law is adequate to control property tax increases and take
sufficient cognizance of the needs of the governing body to
provide necessary services to its residents.

There is substantial evidence that the "cap'" law has arrested
the growth in property taxes.

The general consensus of local officials is that the Legislature
should be aware of the following pressures or circumstances:

a. A rate of inflation commonly predicted to range from 7
to 9 percent through the mid 1980s;

b. Pension, insurance and utility cost increases which con-
sume a substantial portion of the allowable increase in
expenditure or levy;

e. Federal and State mandated costs which must be met within

the "eap™ limit;
d. Loss of non-property tax revenue.
The Committee recommends adoption of S-3146 (OCR) concerning the
"eap" referenda procedures, and the Assembly Committee Substitute
for A-3227 which limits rate increases for certain State mandated
costs to 6 percent.

The Committee recommends amendments to the "eap" law to accomplish
the following:
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a. FPermit capital expenditures to be made outside the'cap."

b. Permit program expenditures which are reimbursed by Federal,
State or other funds to be made outside the'eap.'

c. Provide a more precise definition of the type, review and
approval process for emergency appropriations which may be
funded outside the "cap."

d. Delete from the statute the provision for "uncapped” munic-
ipalities.

e. Allow county govermments the exemptions from the "eap" now
available to municipalities for programs funded in whole
or in part by Federal or State funds.

ALl of these amendments are intended to be a further clarification
or restatement of legislative intent and are not designed or in-
tended to relax the 5 percent limitation.

The Committee recommends that a study of insurance costs and methods
be undertaken to determine the feasibility and advisability of
munteipal self-insurance.

The Committee endorses the Supreme Court decision regarding binding
arbitration and the "cap" law and particularly welcomes its inter-
pretation that the arbitrator has an obligation to consider the
"eap" situation.

The Committee recommends that the Legislature declare a moratorium

on the creation of special districts and to proceed forthwith to

study spectial districts with a view of very severely restricting

the circumstances under which a special district -- for any purpose --
may be formed.

xxiii






REPORT
ON THE

PROPERTY TAX RELIEF FUND






INTRODUCTION

The Property Tax Relief Fund (PTRF) was established
pursuant to the New Jersey Gross Income Tax Act (C.54A:9-25)
with the revenue generated by the income tax specifically
dedicated to reduce or offset local property taxes. This fund
does not, and never was intended to, provide revenue in sup-
port of State government.1 The program was designed to use
income tax revenue in substitution for increased local prop-
erty taxes.

C.54A:9-25 Property Tax Relief Fund

Taxes collected under the provisions of this
act shall be deposited by the State Treasurer
in a special account to be known as the Property
Tax Relief Fund. Moneys in the Property Tax Re-
lief Fund shall be annually appropriated, pur-
suant to formulas established from time to time
by the Legislature, to the several counties,
municipalities and school districts of this State
exclusively for the purpose of providing property
tax relief and for the purpose of reducing or
offsetting property taxes, including the funding
of the requirement of P.L.1975, ¢.212, and home-
stead exemptions under 1976 Assembly Bill No.1330,
as said acts may hereafter be amended or sup-
plemented and provided there may be deducted the
administrative costs of the collection hereof
and in replacement of revenues resulting from
the repeal of certain laws under this and com-
panion legislation.

The expenditure program for the PTRF reflects this
original intent and includes the following:
1. State aid to local school districts,

2. Homestead rebates.

1This report is not intended to be a catalog of issues and
events surrounding the enactment of the income tax or the
expenditure program. For an exhaustive review see '""The New
Jersey Gross Income Tax: An Analysis from Background to En-
actment,'" Richard Van Wagner, Seton Hall Legislative Journal,
Vol. 2, No. 2, pp. 100-121.



3. Municipal revenue sharing.

4. State assumptions of the cost of property tax
deductions for senior citizens, disabled per-
sons and veterans.

5. Administrative costs associated with collection
of the income tax and with the homestead rebate
program

The focus of this report is on the expenditure ele-

ments of the program. It is not the intent of the Committee
to review the income tax itself -- its structure and equity --
but rather to report upon the expenditure experience to date
and to measure the capacity of the income tax to meet future
expenditure demands. The extensive testimony concerning the
structure and equity of the tax that was received during pub-
lic hearings has been preserved for the record and will be
formally transmitted to the Assembly Committee on Taxation

for its review and consideration.2 The Committee assumes
continuation of the income tax in its current form for revenue

and expenditure analysis and makes no specific recommendations

with regard to rates or structure.

NEW JERSEY GROSS INCOME TAX

The basic features of the Gross Income Tax as it
exists in 1979 are nearly the same as the features in the bill
that was enacted finally by the Legislature on July 7, 1976,
and signed into law on July 8, (P.L.1976, c.47). Not unex-
pectedly, technical amendments were necessary later to cor-
rect unforeseen administrative problems. In addition, some

other changes occurred.

2

Of particular interest is the report to the Committee from the
New Jersey Bar Association which recommends several substantive
policy changes and other technical changes.



Sections of the original law repealing the New York
and New Jersey commuter taxes were removed —-- New York resi-
dents working in New Jersey now pay the greater of the tax
liabilities under the Gross Income Tax or the Emergency Trans-
portation Tax. Proceeds from these commuters equal to the New
Jersey Gross Income Tax liability are credited to the Property
Tax Relief Fund. New Jersey residents working in New York, of
course, receive a credit on the New Jersey tax liability for
taxes paid to New York.

By agreement between the States, New Jersey and Penn-
sylvania residents now pay an income tax to the state of resi-
dence at the resident state's rates, without regard to the
location where the income is earned. 1In effect, the re-
taliatory Transportation Benefits Tax is repealed.

Subsequent to the original enactment of the income
tax, the Legislature passed amendatory legislation providing
an added $1,000 personal exemption for college students under
the age of 22. A special $1,000 personal exemptioﬁ for pri-
vate school students in the original law was declared uncon-
stitutional by the U. S. District Court. The U. S. Court of
Appeals in January, 1979, and the U. S. Supreme Court on May 29,
1979, upheld the lower court's decision.

The Legislature intended in the original statute to
treat pensions similar to the Federal rules in the U. S. In-
ternal Revenue Code -- basically, pension payments from em-
ployer contributions are subject to tax. The New Jersey State

Attorney General in an advisory opinion ruled, however, that



a long-standing law affecting New Jersey public employee
pensions had precedence. Thus, any potential tax liability
for calendar year 1976 from these pensions was lost.
Meanwhile, the Legislature was under considerable
pressure to reevaluate the income tax treatment of all pen-
sions. The result after due consideration was amendatory
legislation treating all pensions fairly and equally. In
addition to the existing exclusion of Social Security and
Federal Railroad Retirement pensions in the calculation of
income, a gross $10,000 retirement income exclusion was added
for married couples and $7,500 for single taxpayers regard-
less of source. Also, those not participating in the Social
Security program were allowed a total income exclusion of up
to $6,000 for married persons or $3,000 for a single person
in addition to the general $10,000 or $7,500 pension income

exclusion.

Income Tax Collection Experience

The income tax was expected to have produced over
the period 1977 to 1979 total revenue of $2.412 billion. It
has produced (with 1979 estimates) $2.25 billion or approxi-
mately 95 percent of expected yield.

The income tax revenue was expected to support an
expenditure program of $2.552 billion and has been charged
through 1979 with expenditures of $2.245 billion.

On adoption, it was recognized that over the three-
year period the revenue from the income tax would not match

the anticipated expenditure program. It was expected that the



initial year's surplus would carry the program through the
second year and that in the third year, an increase in the
Corporate Business Tax would replace a portion of the revenues
lost as a result of tax repeals and reforms.

In addition, it was understood that replacement of
revenue lost through tax repeals and reform was the lowest
priority expenditure item. To maintain the balance of the
fund, it was expected that deferral of replacement would take
place until such time as income tax proceeds exceeded other
PTRF expenditures,.

The actual experience has been that program balance
was achieved by a one-time savings of $130 million in the
Homestead Rebate program by shifting from a semi-annual pay-
ment schedule to a single annual payment, and not by charging
the PTRF with the full level of revenue lost to the General
Fund by reason of the several tax repeals. (See Tables I,.

II, and III.)

31t was originally planned to increase the Corporate Business

Tax from 7.5 percent to 9 percent effective in 1979 to off-
set lost revenue due to repealers. This plan was not carried
out and in combination with expenditure restraint, the General
Fund has absorbed these losses. See the report of the New

Jersey Commission on Government Costs and Tax Policy, Decem-
ber, 1977. Page A-21.




TABLE 1

COMPARISON OF GROSS INCOME TAX ESTIMATES
AT TIME OF ENACTMENT TO ACTUAL COLLECTIONS
FISCAL YEARS 1977 to 1979

(Millions of Dollars)

Est. Three-Year

1977 1978 1979 Total
Estimates of Revenue at Time
of Enactment $754 $791 $867 $2.,412
Actual Collections, FY 1977
and 1978. Rev. Est. 1979* $656.1 $748.9  $845.0 $2,250.0

Difference: Estimated to Actual  ($97.9) ($42.1) ($22.0) ($162,0)

*Excludes taxpayer designations to Gubernatorial General Elections Fund.

Source: Adopted from memoranda prepared for New Jersey Assembly, July, 1976,
subsequently printed in Analysis of Executive Budget, Office of
Fiscal Affairs, February, 1977, and New Jersey State Budgets.

TABLE 1II

COMPARISON OF ACTUAL TO
ESTIMATED COST OF EXPENDITURE PROGRAMS AND TAX REPEALS
ENACTED WITH THE INCOME TAX, JULY 1976

(Millions of Dollars)

Fiscal Years Three-Year

1977 1978 1979 Total

Homestead Rebates $130 $260 $260 $650
Senior Citizens, Veterans, Disabled

Property Tax Deductions 22 44 45 111

State Revenue Sharing 25 50 50 125

Aid to Education 374 485 574 1,433

Tax Repeals and Reforms 28 85 120 233

Total Est. Cost of Income Tax Program  $579 $924  $1,049 $2,552
Actual Program Costs Charged to PTRF
(See Table III for specifics) 521 766 958 2,245

Difference: Estimated to Actual ($58)  ($158)  (%$91)° ($307)

Source: Adopted from memoranda prepared for New Jersey Assembly, July, 1976,
“subsequently printed in Analysis of Executive Budget, Office of Fiscal
Affairs, February, 1977, and New Jersey State Budgets.



TABLE TII

PROPERTY TAX RELIEF FUND
REVENUES AND EXPENDITURES - FISCAL YEARS 1977 to 1980

(Millions of Dollars)

1977 1978 1979 Three-Year 1980
Actual Actual Revised Total Budgeted

Revenues
Surplus, July 1 $ -- $135.0 $117.5 $ 4.3
Gross Income Tax Revenue* 656.1 748.9 845.0 $2,250.0 945.0
Total: Funds Available $656.1  $883.9  $962.5 $949.3
Program Appropriations
Homestead Rebates $137.2  $139.5 $267.0** $543.7 $256.0**
Senior Citizens, Veterans,

Disabled Property Tax

Deductions -- 50.4 54.0 104.4 53.0
State Revenue Sharing 25.0 50.0 50.0 125.0 50.0
Program Admin. Costs 6.7 7.0 6.3 20.0 7.9
Aid to Education 352.5 500.7 584.9 1,438.1 573.1
Business Personal Property

Tax Replacement -- 18.8 - 18.8 --
Less: Unspecified Lapse of

Appropriations (.3) -- (4.0) (4.3) --

Total: Expenditures $521.1  $766.4  $958.2 $2,245.7 $940.0
Surplus, June 30 $135.0 $117.5 $ 4.3 $ 4.3 $ 9.3

*Excluding annual $1 million taxpayer checkoff to Gubernatorial General

Elections Fund.

*%$71 million in fiscal year 1979 and $17 million in fiscal year 1980 of
Homestead Rebates in addition to the amount shown is charged to the Casino
Revenue Fund. Several technical changes were made by the Legislature in
the fall of 1978 so the State could fund the Pharmaceutical Assistance to
the Aged program from casino tax revenues.

Source: New Jersey State Budgets.



Expenditure Components

Homestead Rebates. The homestead rebate system is

a pioneer effort in refunding taxes to homeowners. Unlike
some states with exemptions from assessments for homeowners,
New Jersey provides a direct rebate to homeowners from the
Property Tax Relief Fund for property taxes paid based on
assessed value and effective tax rate. The State-administered
system simplifies the process by avoiding local conflict over
proper entitlements, eliminates the possibility of duplicate
applications and greatly reduces the chance for rebates being
allowed owners of single-~family rental property or second
home vacation structures. As many as 200,000 units fall into
this latter category with a potential unintended cost of
nearly $40 million.

The homestead rebate method will have a benefit
considered parenthetically at the time the program was en-
acted. Potentially, in fiscal years 1980 or 1981 and in
later years, the State and local units of government will
share added funding under the Federal General Revenue Sharing
program if it is extended. The formula for sharing Federal

revenues includes factors for income tax collections and tax

effort -- a measure comparing tax levies to personal income.
By recycling property taxes -- income tax collections re-
bated for property taxes paid -- rather than foregoing prop-

erty tax collections at the outset through a credit on tax
bills, the State is projected to receive an estimated increase
of $10 million to $12 million annually in Federal General

Revenue Sharing allocations.
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Comparing the homestead rebate experience to legis-
lative expectations, Table II shows that expenditures were
estimated to total $650 million for the three fiscal years
1977 to 1979. Actual experience for the three budget years —-
including $11 million shifted to the Casino Revenue Fund in
fiscal year 1979 to enable State funding of the Pharmaceutical
Assistance to the Aged program -- totals $554.7 million, a
difference of $95.3 million. (See Table III.)

Two reasons account for the difference. The pri-
mary reason was that the payment schedule was changed from
semi-annual installments to a single annual payment. This
accounting technique shifted the costs forward as far as the
State's fiscal year was concerned but did not alter taxpayer
receipt of the rebates in the proper calendar year. A second
reason was the expansion of the Homestead Rebate program to
cover co-ops, condominiums and certain other homeowner situa-
tions not contemplated initially. Overall, however, the pro-
gram has functioned in a manner consistent with the intentions
expressed in 1976.

Summarizing, the homestead rebate system has worked.
It has provided a measurable element of property tax relief.
Most non-senior citizen homeowners are guaranteed a rebate
of $150 -- senior citizens $200. This amounts to a base cost
of approximately $230 million to the Property Tax Relief Fund.
The remaining $43 million cost, about 15 percent of the total,
will decrease or increase depending on changes in local prop-
erty equalized tax rates. The likelihood is that this com-

ponent of the rebate will show a decline because equalized
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tax rates are expected to decline, due in part to expenditure
limitations (5% cap law) and increases in property values.
While an overall decrease in rebate costs is indicated, the
individual taxpayer will experience changes from year to
year most commonly in the range of $1 - $15.

The Committee finds that the Homestead Rebate Program

has functioned in the manner expected upon enactment

and endorses the program in its current form.

Senior and Disabled Citizens and Veterans Property

Tax Deductions. This program represents both an expansion and

full State assumption of a cost previously reflected in local
property taxes.

By Constitutionél mandate, one-half of the $160
senior and disabled citizens property tax deduction is paid
for by State government. The income tax program requires
State government to pay for the entire cost of the deduction.
Prior to the income tax that portion of the deduction not
paid by the State was reflected in the property tax levy.

Now the entire cost of this program is paid for out of the
Property Tax Relief Fund.

The veterans deduction of $50 had been included in
the local property tax levy as well. The income tax program
requires State government to pay the full cost of this de-
duction. The cost of this program has also been assumed by
the PTRF.

The Committee recommends the continuation of this pro-

gram and feels that the expansion of this program

should be a first priority claim on any future PTRF

resources.

Revenue Sharing. This program distributes $50 million

annually to all municipalities, except those with an equalized

12



tax rate of less than $1.00 per $100 of assessed value, on a
per capita basis. By the terms of the enabling legislation
(C.54A:10-7) these revenues must be anticipated in the munic-
ipal budget and applied to the reduction of the property tax
levy. This budget requirement is an important feature of the
program, since it is conceivable that the revenue sharing
funds could have been used to fund new expenditures rather
than reduce the property tax levy.

Because the program is based on population, the
entitlement to any particular municipality will vary from
year to year as will the per capita amount. This will be
of concern to urban areas particularly but affects every
municipality.

The Committee finds the distribution of Revenue

Sharing Funds on a per capita basis to be a fair

and equitable method and recommends its continua-

tion.

Cost of Administering the Gross Income Tax and the

Homestead Rebates. Administrative costs were not addressed

directly in 1976 when the legislative debate over the income
tax took place. Nevertheless, it is a cost which is charge-
able to the Property Tax Relief Fund.

It is estimated that the cost of collecting the
Gross Income Tax in fiscal year 1980 will be $6.3 million,
about seven-tenths of one percent of gross revenue. This
makes the tax one of the most inexpensively administered
taxes in New Jersey.

Homestead rebate administrative costs are projected

to be $1.6 million in fiscal year 1980 -- less than $1.10 for
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each check issued to homeowners. This cost includes audit
procedures that assure that homeowners receive the correct
amount to which they are entitled -- one rebate per resident
homeowner. Adequate auditing would be considerably more ex-
pensive if this program were a credit against property taxes
rather than a direct rebate.

Aid to Education. The primary impetus behind the

enactment of the Gross Income Tax was to increase the amount
of funds appropriated by the State to local school districts.
The spending program enacted with the tax contemplated an
acceleration of aid to local education above levels already
being appropriated in the State's general fund budget. As
shown in Table II, 1976 estimates of additional outlays for
local education totaled $1,433 million for the three fiscal
years 1977 to 1979. A comparison of the anticipated spending
plan with actual appropriations shows that the intent of the
1976 Legislature has been met. Actual and projected spending
through the end of fiscal year 1979, detailed in Table III,
totals $1,438 million, $5 million more than the 1976 pro-
jections.

The Legislature knew that initially, the level of
estimated funding from the Property Tax Relief Fund would
exceed the added costs due to the passage of the "T & E"
law, Chapter 212, Laws of 1975 and the need to increase the
State's share of total educational expenditures. General
Fund appropriations for aid to education in fiscal year
1977, the year "T & E'" funding started, and in the fol-

lowing two years, were less than the amount spent from the
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General Fund in fiscal year 1976, the last year of the old
"Bateman'" school funding program. (See Table VII.) The
Property Tax Relief Fund, by paying a portion of previously
existing General Fund aid to education costs, provided a
mechanism for reimbursing the General Fund for a portion

of the tax losses due to the repeal of several business and
individual tax levies.

Tax Repeal Costs. The complete property tax relief

program included the repeal and reform of a portion of the
General Fund revenue structure. The one year old tax levied
on interest, capital gains and other non-wage earnings -- the
Unearned Income Tax -- was superceded and replaced by the
Gross Income Tax. The Unearned Income Tax produced $51.6
million of revenue in fiscal year 1976, the one full year it
was operational. It was repealed effective July 1, 1976, but
the State received tax payments totaling $29.0 million during
fiscal year 1977 for reported tax liabilities occurring in
the first six months of calendar year 1976. Thus, the General
Fund experienced an absolute loss of $22.6 million in fiscal
vear 1977 from the level collected in fiscal year 1976 and
$51.6 million in the succeeding years. (See Table 1IV.)

The repeal of the Sales Tax levy on the purchase of
business machinery and equipment was one of four components
of a reform of the New Jersey business tax structure. The
repeal became effective January 1, 1978. The cost to the
General Fund was estimated to be $35 million annually. It
is not possible to estimate the actual effect of this repeal

with any degree of reliability. Sales tax records maintained

15



by the Department of Treasury are not organized inla manner
that will support an accurate estimate. However, for the
purposes of illustrating the fact that there is a real loss
of revenue to the General Fund, an estimated annual loss of
$35.0 million has been projected.

The remaining three components of the business tax
reform package were General Fund revenue sources enacted in
the late 1960s to replace local municipal revenues lost by
the elimination of local property taxes on business personal
property.

The Unincorporated Business Tax and the Retail Gross
Receipts Tax were repealed outright, effective January 1, 1977.
Tax liabilities due on the previous calendar year's business
activity were payable in the spring of 1977. Therefore, the
effect of the repeal was not noticed until fiscal year 1978.
As indicated by Table IV, some revenue was received in fiscal
year 1978 so that the full year's revenue loss of $30.6 million
was not felt until fiscal year 1979.

The Business Personal Property Tax produced $81.2
million for the General Fund in fiscal year 1978, an increase
over the prior year despite the fact a phased repeal started
January 1, 1977. Fiscal year 1979 is the first year a drop
of revenue has been noted and the amount of decline will be
somewhat less than the $4 million currently expected in the

State budget.
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TABLE IV

ESTIMATED AND ACTUAL COST TO STATE GENERAL FUND OF TAXES LOST
DUE TO REPEAL AND REFORM OF GENERAL REVENUE STRUCTURE
FISCAL YEARS 1977 to 1980
(Mi1lions of Dollars)

1977 1978 1979 1980

Estimated General Fund Tax Loss
at Enactment of Property Tax Relief Program

Taxes Repealed

Unearned Income Tax $28.0 $55.0 $55.0 $55.0
Sales Tax on Bus. Machinery and

Equipment -- 17.5 35.0 35.0
Unincorporated Business Tax -- 20.0 20.0 20.0
Retail Gross Receipts Tax -- 10.0 10.0 10.0
Business Personal Property Tax -- 4.0 12.0 20.0
Total: Estimated Cost of Repeals $28.0 $106.5 $132.0 $140.0

Actual General Fund Tax Loss

Unearned Income Tax $22.6 $51.6 $51.6 $51.6
Sales Tax on Bus. Machinery and

Equipment -- 23.0* 35.0% 35.0%
Unincorporated Business Tax -- 19.6 22.6 22.6
Retail Gross Receipts Tax -- 7.5 8.0 8.0
Business Personal Property Tax -- -- 4.0 8.0
Less: PTRF Appropriation -- (18.8) -- --
Total: Actual Loss of Revenue $22.6 $82.9 $121.2  §$125.2
Source: New Jersey State Legislature, Joint Committee on Tax Policy. The

estimated losses are from memoianda prepared for the New Jersey
General Assembly, July, 1976. The actual losses are derived by
subtracting the revenue collected from the taxes following enact-
ment of the repeal legislation from the total collections for each
source in the fiscal year immediately preceding the time of imple-
mentation of the repeal as reported in the New Jersey State Budgets.

*It is not possible to determine the exact cost of the revenue loss due
to the repeal of the Sales Tax levy on business machinery and equipment
purchases as the Department of Treasury records are not programmed to
provide such data. However, for the purposes of illustrating the fact
that there is a real loss of revenue to the General Fund, the estimated
loss of $35 million is reflected here.

17



Summary

The concept formulated in 1976 of an income tax for
New Jersey that would both meet the need for revisions in the
way the State provided aid to education and reduce the overall
reliance on property taxes has worked. Income tax revenues

are being expended as intended.

TABLE V

PROPERTY TAX RELIEF FUND
TOTAL REVENUES AND EXPENDITURES
FISCAL YEARS 1977 to 1979
(Millions of Dollars

Three-Year Total

Revenues
Gross Income Tax Revenues $2,250.0
Expenditures
Aid to Education $1,438.1
Homestead Rehates* 543.7
Senior Citizens, Veterans, Disabled

Persons Property Tax Deductions 104.4
State Revenue Sharing 125.0
Business Personal Property Tax Replacement 18.8
Program Administrative Costs 20.0
Less: Unspecified Lapse of Appropriation (4.3)
Total Expenditures ' $2,245.7
Estimated Surplus, June 30, 1979 3 4.3

*An additional $11 million has been appropriated for
Homestead Rebates, making a total of $554.7.

The State will have collected $2.25 billion from
the Gross Income Tax in the first three years of operation.
Ovér $1.4 billion has been appropriated to local school dis-
tricts to offset local education costs. A total of $544

million has been turned back to homeowners in the form of
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Homestead Rebates from the Property Tax Relief Fund -- 24.2
percent of the income tax collections. Local units of govern-
ment have received nearly $250 million in revenue sharing
funds, all but $18.8 million of which was for the express pur-
pose of reducing local property tax levies. Only $10 million
has been needed during the three years to administer the
entire program -- less than nine-tenths of one percent.

In short, the Joint Committee on Tax Policy finds

that the Property Tax Relief Fund has met its
initial goals and legislative intent.

FUTURE PROPERTY TAX RELIEF FUND EXPENDITURES FOR EXISTING

PROGRAMS

The projections for the 1980 fiscal year indicate
that for the first time since the start of the income tax
program, General Fund aid to education 4 will be above the
1976 lével. As a result, none of the revenues lost through
the tax repealers will be offset.

This occurrence is not the result of a sudden drop
in income tax revenues or major increase in total aid to edu-
cation. Rather it is the result of certain problems inherent
in the program from the beginning.

As shown previously on Tables I and II, the pro-
posed program indicated a level of expenditures approximately
$140 million over anticipated receipts through the first three

vears. The fact that the fund was in balance at the end of

4Defined as the Budget Program Element 31100, General Assist-
ance to Local Educational Agencies.
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the three-year period was the result of the deferral of home-
stead rebate expenditures. This deferral merely postponed
the deficit to the 1980 fiscal year.

The last column in Table III shows the program in
1980. The significant figure in this table is "Aid to Education"
which shows a decline of $11.8 million from the 1979 level. The
result of this decline is that the Géneral Fund will be forced
to pick up slightly more than the full annual increase in total

aid to education.

The future role of the PTRF in financing the increased
costs of aid to education is dependent on two factors. The
first is the level of non-educational expenditures from the

PTRF, and the second is the rate of growth in income tax revenues.

Non-education Cost Components

Homestead Rebates. The cost of this program is pro-

jected to decrease every year through the mid 1980s. Rising
property values combined with the cap on local spending will
likely lead to declining equalized tax rates in most munici-
palities. If the 1979 to 1980 trend holds, actual outlays for
homestead rebates will decrease in future years even though
more homeowners may become eligible for the rebate. As shown
on Table VI, it is expected that the statewide cost of ﬁhis
program will decline an average of $4 million a year.‘ From-
the viewpoint of the homeowner, the change from year to year
will be slight. The basic $150 rebate will still apply --
with senior citizens at $200. The add-on to this amount, based

on tax rates, is what will vary. Based on experience this year
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to year change will likely be in the range of increase or de-
crease of $1 to $15

Senior Citizens, Veterans, Disabled Property Tax

Deductions. The current program cost is projected to remain

stable. Historically a one percent growth rate can be identi-
fied; however, for projection purposes this is not considered
significant. The cost to the PTRF will be $53 million.

Current legislative proposals to increase the de-
duction amount will increase the cost of this program and
result in an additional expenditure demand on the PTRF.

State Revenue Sharing. Existing law specifies

that $50 million shall be distributed annually to munici-
palities with equalized property tax rates less than $1.00

per $100 of valuation. Costs are fixed short of a legislative
decision to change the funding level.

Cost of Administering the Gross Income Tax and the

Homestead Rebates. These costs are projected to increase

through 1985 at an average rate of 8 percent per year. This
is midway between a generally accepted 7 percent to 9 percent
range of the level of inflation for the forecast period.
Collectively, the non-education property tax relief
expenditure programs are expected to cost $380.5 million, a
3.4 percent decrease. For analysis purposes the difference
between this non-education expenditure component and total
income tax revenue will be considered the amount available to
meet aid to education costs or other further property tax re-

lief programs.
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Income Tax Revenue Growth

For projection purposes three growth rates are used
to estimate the income tax revenue over'the period 1981 to 1985.

Historic trends (1978-1980) tend to support a growth
rate assumption of 13 percent. Generally accepted coefficients
of elasticity for the New Jersey income tax of 1.2 to 1.3
applied to a 9 to 10 percent growth in personal income indicates
a 12 to 13 percent growth range. An optimistic viewpoint on
personal income growth is reflected in a 14 percent growth
rate assumption.

Based on these growth rate assumptions, the income
tax will yield in a range of $1,058 to $1,077 million in 1981.
By 1985 the revenue yield should range between $1,665 to

$1,819 million. (See Table VI.)

PTRF CAPACITY TO FUND EDUCATION STATE AID COSTS AND OTHER

PROPERTY TAX RELIEF PROGRAMS

Given the relatively stable non-education PTRF
expenditure program, the growth in the income tax revenue
will be available for education and other property tax relief
programs. The determination of whether additional property
tax relief programs can be funded in the future depends
largely upon the Legislature's year to year decision as to
what portion of PTRF resources will be used to offset in-
creases in the cost of aid to education expenditures and in
the level of recognition of the General Fund revenue losses

attributable to the repeal of taxes.

22



TABLE yI

PROPERTY TAX RELIEF FUND
ESTIMATED REVENUES AND NON-EDUCATION EXPENDITURES
FISCAL YEARS 1981 to 1985

(MiTlions of Dollars)

1981 1982 1983 1984 1985
Current Revenues
Gross Income Tax at a
Growth Rate of 12% - $1,058.4 $1,185.4 $1,327.7 $1,487.0 $1,665.4
13% - 1,067.9 1,206.7 1,363.5 1,540.8 1,741.1
14% - 1,077.3 1,228.1 1,400.1 1,596.1 1,819.5
Non-Education Property
Tax Relief Expenditures
Homestead Rebates* $269.0 $265.0 $261.0 $257.0 $253.0
Senior Citizens, Veterans,
Disabled Property Tax
Deductions 53.0 53.0 53.0 53.0 53.0
State Revenue Sharing 50.0 50.0 50.0 50.0 50.0
Program Administrative Costs 8.5 9.2 10.2 10.8 11.6
Total: Non-Education
PTRF Expenditures $380.5 $377.2 $374.0 $370.8 $367.6
Balance Available for Educa-
tton and Other Purposes
Assuming an Income Tax
Growth Rate of 12% - $677.9 $808.2 $953.7 $1,116.2  $1,297.8
13% - 687.4 829.5 989.5 1,170.0 1,373.5
14% - 696.8 850.9 1,026.1 1,225.3 1,451.9

*Total cost of rebates.

Source:

New Jersey State Legislature, Joint
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Growth in Aid to Education Costs

The rate of growth in aid to education used in the
Committee projection is 9 percent. This rate is derived in
consultation with the State Department ol Education. Local
school expenditures are projected to rise at less than 8 per-
cent in line within projected inflation rates of 7 to 9 per-
cent. There should be a decline in the growth rate in the
future as the effect of declining enrollments in many districts
is reflected in staff and support cost reductions, but this
eventuality defies quantification and is not reflected in the
projections through 1985.

At a 9 percent growth rate, education State aid
costs are expected to be $1,578.8 million in 1981 increasing
to $2,228.6 million by 1985.

Depending on the level of income tax growth funds,
available for aid to education from the PTRF will range from
$677.9 million to $696.8 million in 1981 and from $1,297.8

million to $1,451.9 million by 1985.

FUTURE IMPACT OF PROPERTY TAX RELIEF FUND ON GENERAL FUND

Tables VIII, IX and X show the future impact of the
PTRF on the General Fund under the three levels of income tax
revenue growth previously discussed. As the Tables show, the
General Fund contribution to aid to education will not return
to the 1976 level, under any of the income tax growth assump-
tions, by 1985.

As shown on Tables IX and X, however, it will be

possible to freeze the General Fund contribution to aid to
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education at the 1980 level. This will occur in fiscal year
1983 under the 13 percent income tax revenue growth assumption
and in 1981 under the 14 percent income tax revenue growth
assumption.

If the objective is to return to the 1976 level of
General Fund aid to education, it will not be possible for the
PTRF to replace revenue lost as a result of repealed taxes at
any time in the foreseeable future.

If, however, the objective is to freeze General Fund
aid to education at the 1980 level, given the 13 percent and
14 percent income tax revenue growth projection, the PTRF can
begin to replace revenue lost as a result of repealed taxes
as soon as fiscal year 1982. It should, however, be pointed
out that full replacement of revenue lost, by the PTRF, is not
in the realm of possibility within the foreseeable future.

Charts 1 and 2 graphically illustrate the PTRF's
future impact on the General Fund.

They indicate that the significant contribution of
the PTRF, through 1985, will not be in maintaining a particu-
lar level of General Fund aid to education or in replacing
revenue lost as a result of repealed taxes, but in the fact
that the General Fund contribution to aid to education will
be stabilized at approximately 1980 levels. Given the 6 to
7 percent anticipated growth of General Fund revenue, this
stabilization will provide the General Fund with a significant
amount of relief from expenditure pressure from education

programs.
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sSummary

An overall analysis of the performance of the PTRF
finds that a substantial amount of property tax relief is
being provided. The PTRF's contribution to aid to education
will allow the General Fund aid to education to stabilize and
begin to decline. However, it is not likely that the PTRF
will be in a position to replace a significant amount of
revenues lost as a result of repealed taxes.

This analysis is based on the assumption that in-
come tax revenues will grow at an average annual rate of 13
percent. The Committee's acceptance of the 13 percent income
tax growth rate is based upon the projection that personal
income in the State will grow at a rate of approximately 10
percent and that the coefficient of elasticity for the New
Jersey Gross Income Tax is 1.3.

At the 13 percent growth rate the PTRF will have
sufficient resources to stabilize the General Fund aid to
education contribution by fiscal year 1982. General Fund
aid to education could begin to decline slightly after fiscal
yvear 1982.

As discussed in the General Fund report, it is antic-
ipated that General Fund resources will grow at a 6 to 7 per-
cent annual rate. It is also anticipated that the State ex-
penditure limitation law and the fact that General Fund aid
to education will be stabilized will keep General Fund expend-
itures within this range.

These facts plus the fact that the General Fund is

already absorbing the current level of revenue lost as a
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result of the repealed taxes, indicate that the General Fund
will have the continued capacity to absorb this revenue loss.

As a result, beginning in fiscal year 1983 consider-
ation can be given to new or expanded property tax relief
programs.

It is the Committee's feeling that first priority
for expanded property tax relief programs should be to in-
crease the property tax deduction for senior and disabled
citizens. The second priority should be State assumption of

county welfare, court and prosecutor's office costs.
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INTRODUCTION

With the exception of casino gambling and income
tax revenues, and the proceeds of a number of miscellaneous
dedicated accounts, the General Fund is the primary reposi-
tory of State revenues.

Except for a portion of aid for education, home-
stead rebates, and the administrative costs associated with
collecting the income tax, which are paid from the Property
Tax Relief Fund, and expenditures from the Casino Control and
Casino Revenue Funds, the major portion of State government
expenditures are made from the General Fund.

Although the Tax Reform Package of 1976 was primar-
ily a tax replacement program, it was anticipated that the
General Fund would benefit indirectly by stabilizing that por-
tion of school aid that was financed through the General Fund.
With school aid held at 1977 levels, it was felt that there
would be less expenditure pressure on General Fund revenue
sources. It was hoped that the shifting of the allocation
of General Fund resources could continue without resorting
to the tax rate adjustment patterns, (i.e., nuisance tax in-
creases) experienced over the past ten years.

To date, the indirect benefits to the General Fund
have not materialized.

There are a number of reasons for this; they include:
the way the total reform package was actually implemented;
problems inherent to the sources of revenue that finance the

General Fund; and spending pressures generated by certain State
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programs and operations.

The income tax has not provided sufficient revenues
to stabilize the amount of aid to education coming from the
General Fund; nor has it been able to replace lost revenue
from repealed taxes. Although the income tax definitely in-
creased the elasticity of the overall tax system, revenue
sources available to the General Fund remain quite inelastic.1
Spending pressures, particularly those generated by State em-
ployee salary and benefit costs, medical assistance programs
and transportation programs have grown faster than the tax
structures yield. Although by virtue of the State cap
(P.L. 1976, ¢.67) and the extent to which the Property Tax
Relief Fund was able to absorb much of the increased expen-
ditures, the total increase in State spending funded by the
General Fund has leveled off from the experience of prior

years, as will be shown in detail in this report.

GENERAL FUND - EXPENDITURES

Expenditure Growth Since 1961

In the 1961 fiscal year, General Fund expenditures
amounted to $431.78 million. This represented a per capita
expenditure of $69.39 and 2.48 percent of the State's total
personal income. By 1968, General Fund expenditures had
climbed to $1039.086 million, a total increase of 140 per-

cent or a 13.3 percent average annual rate of growth. 1In

1New Jersey Tax Policy Committee. Part V, Non-Property Taxes
in a Fair and Equitable Tax System. Table 5-10, page 12.
February 23, 1972, Trenton, New Jersey.
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1968, General Fund expenditures amounted to $148.17 per capita
and represented 3.64 percent of the State's total personal
income. In 1978, the expenditures from the General Fund
amounted to $3105.81 million, an increase of 619.3 percent
from 1961 and 198.9 from 1968. The average annual growth
rate between 1961 and 1977 was 12.3 percent. The average
growth rate between 1968 and 1978 was 10.5 percent. In

1977, the last year for which income and population figures
are available, expenditures had climbed to $414.07 per capita
and represented a total of 5.06 percent of total State personal
income. If per capita expenditures are adjusted to reflect
the changing value of the dollar,the shift in per capita
expenditure is dampened slightly from $78.76 in 1961, to
$142.06 in 1968, to $223.21 in 1977. Table I shows the an-

nual increase in expenditures between 1961 and 1977.

Shift in Expenditure Patterns

In 1961, General State Operations represented 42.2
percent of General Fund expenditures, State Aid represented
44 .3 percent, Capital Construction represented 10.3 percent
and Debt Service represented 3.2 percent. In 1968, State
Aid had increased to 49.1 percent and General State Operations
had dropped to 38.0 percent. Capital Construction and Debt
Service remained essenfially the same. State Aid continued to
increase as a portion of General Fund expenditures to 1970
when it represented 53.2 percent of the total. By 1978, some
dramatic shifts had taken place. General State Operations

now represented 51.2 percent, State Aid 42.5 percent, Capital
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Construction dropped to 1.5 percent and Debt Service had
climbed to 4.1 percent. A major cause of the shift between
General State Operations and State Aid within the General

Fund is the State Income Tax. Income tax proceeds are
accounted for in the Property Tax Relief Fund, not the Gen-

eral Fund. 1If school aid expenditures from the Property

Tax Relief Fund were counted as State Aid, the distribution
between General State Operations and State Aid would shift

from the present 51.2 percent General State Operations,

42.5 percent State Aid; to 43.5 percent General State Opera-
tions, 51.2 percent State Aid. Given the slight increase

in Debt Service, the dramatic shift is in Capital Construction,
whose share of expenditures dropped from 10.3 percent to 1.5
percent. Although there are numerous reasons for this decline,
the primary ones are increased reliance on long-term bonding,
the completion of the major portion of the higher education
expansion program and pressures exerted by the State's ex-
penditure limitations law. Tables IIa and IIb show the shifts
between budget category. Table TII shows Bond issues since

1968.

Expenditure Shifts by Department

Between 1968 and 1978, the Departments of Higher
Education and Human Services were the only two major State
departments to increase their share of total General Fund
spending. Although it should be noted that if aid to
education financed by the Property Tax Relief Fund were in-

cluded, the Department of Education would show a substantial
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TABLE Ila

MAJOR BUDGET CATEGORIES AS A PERCENT
OF TOTAL GENERAL FUND
1961 to 1978

General
State State Capital Debt
Fiscal Year Operations Aid Construction Service
1961 42.? 44.3 10.3 3.2
1962 42.5 43.3 11.1 3.0
1963 41.3 42.8 13.3 2.6
1964 42.7 44 .1 10.0 3.2
1965 45.0 43.8 7.9 3.3
1966 43.7 43.7 9.1 3.6
1967 37.6 50.1 9.8 2.5
1968 38.0 49.1 10.6 2.3
1969 36.3 53.0 8.8 1.9
1970 39.0 53.2 6.0 1.8
1971 42.1 50.8 4.7 2.3
1972 42.5 49.9 4.4 3.2
1973 44.2 48.7 3.4 3.7
1974 44.8 47.0 4.4 3.7
1975 44.3 48.9 3.3 3.5
1976 46.1 48.0 1.9 3.9
1977 48.9 44.0 3.1 4.0
1978 v 51.2 42.5 1.5 4.1

Source: New Jersey Department of Treasury, percentages calculated by Committee.
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TABLE IIb

ANNUAL PERCENTAGE INCREASE IN GENERAL FUND EXPENDITURES
BY MAJOR BUDGET CATEGORY

1961-1978
General Total
State Capital Sub-Total State Debt General
Fiscal Year Operations  Construction GSO/Capital Aid Service Fund
1962 10.6% 18.4% 12.1% 7.1% 5.9% 9.7%
1963 7.8 33.0 13.0 10.0 (6.1) 11.1
1964 8.8 (21.2) 1.4 8.1 29.1 5.0
1965 9.8 (18.1) 4.5 3.6 10.3 4.3
1966 9.3 29.8 12.3 12.6 20.6 12.7
1967 17.3 47.7 22.5 56.0 (3.4) 36.2
1968 18.7 26.2 20.3 15.1 7.7 17.4
1969 14.8 0.2 11.6 29.9 (1.6) 20.3
1970 32.5 16.3 22.9 23.7 18.4 23.2
1971 18.9 (12.1) 14.7 5.2 38.8 10.0
1972 14.2 5.6 13.3 11.0 56.2 13.1
1973 15.6 (15.4) 12.7 8.4 28.8 11.1
1974 15.1 50.3 17.6 9.6 15.1 13.6
1975 15.7 (13.2) 13.1 22.1 9.7 17.2
1976 5.0 (41.7) 1.8 (1.1) 12.9 0.8
1977 12.6 71.0 14.9 (2.7) 9.1 6.2
1978 8.4 (48.8) 5.0 (1.0) 4.5 2.3
Total Growth
Since 1961 782.9 6.8 630.3 590.6 839.8 619.3
Ave. Annual 13.7 0.4 12.4 12.0 14.1 12.3
Total Growth
Since 1968 307.7 (56.6) 295.1 158.8 428.4 198.9
Ave. Annual 15.1 (5.5) 14.7 10.0 18.1 10.5

Source: New Jersey Department of Treasury, percentages calculated by Committee.
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increase in its share of total State spending. The portion

of General Fund spending for Higher Education and Human Ser-
vices increased from 11.2 percent and 16.5 percent respectively
in 1968 to 13.4 percent and 25.8 percent respectively in 1978,
The Department of Transportation showed the greatest drop in
portion of total General Fund spending, going from 12.7 per-
cent in 1968 to 7.6 percent in 1978. The Department of
Higher Education showed major increases in State Aid and

Debt Service budget categories. This reflects the expansion
of the county college system and the construction program
associated with the growth of the State college system.

The Department of Human Services showed major
growth in both the General State Operations and the State
Aid portions of the budget. Medical Assistance programs and
the shift towards community-based programs account for a
large part of this growth.

The Department of Transportation's drop in its share
of State spending shows a much more complex picture. The
actual overall drop is made even more dramatic by two facts.
The first is the increase in the Department's portion of Debt
Service from 3.9 percent in 1968 to 37.0 percent in 1978,

The second is that although there is little shift between 1968
and 1978 in Transportation State Aid, between 1972 and 1978
there has been roughly a 60 percent drop. Tables IVa through
IVd show expenditure shifts between departments between 1968

and 1978.

Expenditure Shifts by Object of Expenditure

Object of expenditure detail is available for the
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years 1973 to 1979. Within the General State Operations
category, Employee Benefits, Public Transportation and
Medical Assistance programs have grown faster than other
programs. In 1968, Public Transportation and Medical As-
sistance accounted for 2.6 percent and 15.4 percent of the
General State Operations budget, respectively. By 1978, these
portions had grown to 3.5 percent and 17.5 percent, respectively.
However, by far the most important component of
General State Operations spending has been, and it appears
as though it will be in the future, Salaries and Employee
Benefits. Their combined share of General State Operations
spending in fiscal year 1979 is 48.8 percent, up from 47.2
percent in 1973. As the table below shows, the number of
State employees is growing at a rate of roughly 2,000 per year
and the average rate of compensation per employee is growing

at an average annual rate of 7.3 percent,

Benefits
Total Average As a
Total Salary Number of Salary & Percent of
and Benefits Employees Benefits Total

1968 $251,443,000 39,939 $ 6,296 15.2
1978 783,199,000 61,537 12,727 23.8
Total Increase 211.5% 21,598 102.1%
Average Annual 12.0% 2,160 7.3%

The major shift in state aid expenditures has been
in the locally-shared taxes program which increased from 5.5
percent in 1973 to 11.6 percent in 1979. The drop in the
Highways categcery from 3.0 percent to 1.0 percent has had a

very real impact on the Transportation budget but does not
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involve the same large sums of money that other programs do.
Other than these shifts, the program distribution with State
aid has remained quite constant. Tables Va through Vd show

the shift in object of expenditures between 1973 and 1979.

GENERAL FUND - REVENUES

Because of the Constitutional requirement for a bal-
anced State budget, State revenues have, of necessity, in-
creased at a rate commensurate with State spending. However,
revenues have kept pace with spending only by raising taxes.
In the ten-year period between 1968 and 1978, there have been
five major tax increases.

Since State spending was increasing at a rate con-

siderably faster than the State's economy was growing, many

21968

P.L.1968, c¢. 51 - Cigarette Tax increase from 11¢ to
14¢ per pack.

P.L.1968, c¢.112 - Corporation Business Tax increase
from 3% to 4% percent.

P.L.1968, c¢.111 - Motor Fuels Tax increase from 6¢

to 7¢ per gallon.

1969 P.L.1969, c. 52 - Alcoholic Beverages Tax increase
from $1.80 to $2.30 per gallon.

1970 P.L.1970, c¢. 7 - Sales Tax increase from 3 percent
to 5 percent.

1972 P.L.1972, c¢. 53 - Alcoholic Beverages Tax increase
from $2.30 to $2.80 per gallon.
P.L.1972, c. 24 - Cigarette Tax increase from 14¢ to
19¢ per pack.
P.L.1972, c. 25 - Corporation Business Tax increase
from 4% to 5% percent.
P.L.1972, c¢. 26 - Motor Fuels Tax increase from 7¢
to 8¢ per gallon.
1975 P.L.1975, c¢.172 - New Capital Gains and Unearned In-

come Tax instituted.
P.L.1975, c¢.162 - Corporation Business Tax increase
from 5% to 7% percent.
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of these tax increases were unavoidable. However, as State
expenditure increases begin to more closely follow the growth
in State personal income, there are indications that rate in-
creases may still be necessary for revenues to keep pace with
expenditures. Ironically, this is true even as the total State
revenue system has become more elastic with the imposition of
the State Gross Income Tax.

The problem with the State tax system is its rela-
tive inelasticity. 1In 1968, three taxes, the Alcoholic
Beverages Tax, the Cigarette Tax and the Motor Fuels Tax
accounted for 30.4 percent of State revenues. By 1974, these
taxes had dropped to 24.1 percent of State revenue and by
1977 they accounted for only 16.0 percent of State revenue.
Further, between 1974 and 1978, the total revenue yield from
these sources grew by 5.6 percent or about 1.4 percent an-
nually. As noted previously, the imposition of the income
tax has increased the elasticity of the State's tax systems.
However, income tax revenues are not available for General
Fund purposes. The General Fund revenue picture becomes even
bleaker if the Business Personal Property Tax and Motor Vehicle
fees are included. Since new purchases of equipment and ma-
chinery are not included in the Business Personal Property Tax
base, revenue from this source will slowly decline and the shift
to smaller and lighter cars means that Motor Vehicle fees, which

are based on gross vehicle weight, will exhibit minimal growth.3

3It should be noted that P.L.1979, c¢.3 changed the automobile

registration fee schedule to lessen the fee differential be-
tween lighter and heavier vehicles. The impact of this legis-
lation will be to prevent an actual decline in motor vehicle
revenues as more people switch to smaller and lighter cars.
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The significance of this to the General Fund is illustrated
by the fact that these five revenue sources represent about
28 percent of total General Fund revenues.

Table VI shows major State revenue sources between
1968 and 1978. As the table indicates, even those revenue
sources that do demonstrate a degree of elasticity such as,
the Sales and Use Tax, the Corporate Business Tax and the
Transfer Inheritance Tax, do not demonstrate sufficient
growth to offset those sources of revenue whose growth has
basically stagnated.

In the 1968 to 1978 period, federal aid has been
a significant source of funds for program expansion. As
Table VII showsfederal aid is decreasing as a vnercent of
total revenue. The limited growth of federal aid and the
possibility that State government will no longer receive
General Revenue Sharing funds will further complicate the

problem of total revenue growth.

INTERSTATE COMPARISONS

Expenditures

Between 1961 and 1977, General Fund expenditures
in New Jersey grew from $69.39 per capita and 2.5 percent of
total State personal income to $414,07 per capita and 5.1
percent of total State personal income. For the nation as
a whole during the comparable period, (1961 to 1976 actually),
State government expenditures went from $155 per capita and
6.8 percent of total national personal income to $630 per

capita and 9.8 percent of total national personal income,
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Although State expenditures in New Jersey grew at a faster
rate than did State government, nationwide, New Jersey State
Government remained considerably below the national average.

A more detailed comparison of expenditure patterns
between selected states has been drawn together for the 1976
fiscal year. As Table VIII shows, New Jersey remains below
the national average for all items of expenditure. Only
in the area of long-term full faith and credit debt per
capita is New Jersey above the national average. And if
New Jersey's debt is related to State personal income or
assessed value of its real property, New Jersey is below
the national average.4

If expenditures are related to State nersonal income,
New Jersey drops even further below national expenditure
norms. An interesting point is illustrated when total State
expenditure measures are related to total State and local
expenditure measures, Although New Jersey is below the
national average in both categories, New Jersey State and
local expenditure totals are much closer to the national
average than are the State totals alone.

When the comparisons are limited to the more indus-
trialized states, particularly those in the Northeast, New
Jersey's frugality stands out even more. Of the industrialized
states, only Ohio and Connecticut spend less per capita for
State and local government combined, None of the industrialized

states spends less as a percent of personal income on State

4The Governor's Commission to Evaluate the Capital Needs of
New Jersey. Pages 60 and 61. April 1975, Trenton, New Jersey.
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general expenditures than does New Jersey, Although the
imposition of the income tax changes the picture slightly,
New Jersey still remains below the national average for

State expenditures and falls just behind Ohio and Connecticut

among the industrialized states.

Revenues

The National Institute of Education conducted a
follow-up study to the Advisory Commission on Intergovernmental
Relations' study, ''Measures of State and Local Fiscal Capacity."
The Institute's study entitled, "Tax Wealth in Fifty States"
compared the economies of each state to a model national tax
structure. By doing this, they were able to obtain a measure
of each state's revenue raising potential, both in total and
by specific revenue source. They then compared actual revenue
collections in each state to get a measure of tax effort.
Although any attempt to conduct such a study is fraught with
problems of data adequacy and definition, it does provide a
basis by which to compare New Jersey tax system to other states.

Table IX shows this comparison with selected other
states. Since the study was conducted in 1975, New Jersey
figures had to be adjusted to reflect the income tax. The
adjusted figures indicate that New Jersey is collecting about
107 percent of its revenue potential. This is compared to the
99 percent figure in the pre-income tax year of 1975, 1If,
however, the homestead rebate is netted out, the percentage

of potential collected drops to 102 percent,

New Jersey percentage is considerably below California
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(pre-proposition 13), Massachusetts and New York; about the
same as Connecticut and Pennsylvania; and higher than Texas,
Ohio, North Carolina and Georgia.

When individual taxes are examined, it is found that
New Jersey collects less than its potential from corporation
net income taxes, the general sales tax and the individual
income tax. It collects more than its defined potential
from the property tax, selective sales and gross receipts
taxes, license fees, and death and gift taxes.

Among the states selected for comparison, New
Jersey no longer demonstrates the greatest reliance on
property taxes, as Massachusetts now leads that category.
New Jersey does, however, have the lowest reliance on cor-

poration net income taxes as a source of revenue.

GENERAL FUND - PROJECTIONS THROUGH THE MID 1980s

Expenditures

Projecting expenditures with any degree of reliability
is virtually impossible. Although public finance literature
contains a number of econometric models that purport to pre-
dict levels of government expendture, none of these models has
any practical value to those who must face the realities of
budget decision making. For the most part, the models at-
tempt to relate government expenditures to some economic in-
dicator. In actuality, the factors that determine State
government expenditures are so complex and dynamic that attempts
to project a rate of growth or a future dollar demand are

futile.
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However, an examination of current activities, the
demand for future government action and the state of the econ-
omy can provide clues as to where the pressures for expenditures

may come.

Salaries and Employee Benefits. Salaries and employee

benefits make up to 48.8 percent of General State Operations ex-
penditures, or apparently 25 percent of all General Fund Expend-
itures. Over the past ten years, total salaries and benefits
have increased at an average annual rate of 12 percent, although
the average per employee salary and benefit total has only in-
creased by an average annual rate of 7.3 percent.

Controlling salary and employee benefits will be a
major factor in the State's efforts to keep expenditures within

available revenues.

State Aid Accounts. State aid totals about 42.5 per-

cent of all General Fund expenditures. Although State aid has
grown at an average annual rate of 10 percent over the past ten
years, the growth has been negative in the past few years.

To some extent, State aid is totally controllable.
The State merely has to shift the cost to subordinate units.
of government. However, local cap legislation has made 1oCa1v
units of government acutely aware of the costs of State man-
dates. As these mandates consume increasingly greater por-
tions of the local cap leeway, considerable pressure will

be generated for the State to expand State aid accounts.
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When coupled with the stated desire for less reliance on
property taxes, the pressure for more State aid may be the

largest problem facing the General Fund.

Medical Assistance. Medical assistance payments

consume 17.5 percent of General State Operations expenditures.
They are one of the fastest growing segments of the General
Fund having increased by 106 percent over the past ten years.

Controlling medical costs is the key to controlling
medical assistance payments. Although in general, New Jersey
appears to be controlling these costs better than most states,
it is anticipated that rising medical costs will place con-
siderable expenditure pressure on the General Fund through
the mid 1980s.

I

Public Transportation. Although public transporta-

tion expenditures make up only 3.5 percent of General State
operations, behind employee benefits, they are the fastest
growing object of expenditure category. Over the past ten
vears, expenditures for public transportation have increased
by 149 percent. With the ''gas crisis' predicted to continue
and even worsen, pressure for continued expansion of public

transportaion expenditures will be great.

Commodity Prices. Materials and supplies will be

subject to inflationary pressures. However, the fact that they
make up only 4.4 percent of General State Operations expenditures

indicates that these pressures should not place an inordinate

burden on the General Fund.
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Other Expenditure Items. Maintenance and current

capital expenditures are not a significant portion of the
General Fund. However, it may be decided that the past
practice of deferring these expenditures in order to free up
funds to maintain and expand other programs is no longer de-
sirable. If this decision is made, maintenance and current
capital items will place an increasing burden on available

General Fund revenues.

Revenues
Through the mid 1980s the present General Fund
revenue structure can be expected to grow at an average
annual rate of 6 to 7 percent.
This projection is based on the following assumptions:
The current General Fund revenue structure
will remain fundamentally the same as it
currently exists; and
Inflation will continue, but there will be
no dramatic upturns or downturns in the
State's economy.
An examination of specific revenue categories indi-

cates that it is reasonable to expect the following levels of

growth through the mid 1980s.

Price/Demand Sensitive Taxes. This category consists

of the Sales and Use Tax, Transfer Inheritance Tax, Insurance
Premiums Tax, Public Utility Excise Tax, Realty Transfer Tax
and the Emergency Transportation Tax. It constitutes about

42 percent of all General Fund revenues.
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These taxes are grouped together because they have
common characteristics. Each tax is affected by the amount
consumers spend for various goods and services and the fre-
quency of these expenditures.

Historically, the annual growth of revenue from
the group as a whole accelerates or decreases in line with
general economic conditions, employment and consumer income
in the State. From 1971 to 1978, the average annual rate of
growth of the revenue -- adjusted for statutory changes --
was 9.3 percent per year. This period, however, is marked
by three very slow growth years corresponding to the deep
recession during the period.

A recession of the magnitude of the 1973-1975 period
is not foreseen for New Jersey in the aggregate through the
mid 1980s. Therefore, it appears 1ikel§ that the average
rate of increase of tax revenues from the group will be
slightly above the historic trend of the recent past. An
expected average growth rate of 9.5 percent per year is

anticipated.

Business Taxes. The business taxes included are

the Corporate Business Tax and the Savings Institutions Tax.
They are grouped together because most of the revenue yield
is determined by the level of business profitability.

These taxes, constituting about 17 percent of all
General Fund revenues, are expected to grow about 9.0 per-

cent per year through the mid 1980s. This rate of growth
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is in line with longer term projections of corporate profits
modified by new entities in Atlantic City and possible busi-
ness expansion due to oil exploration activities in the

Baltimore Canyon.

Miscellaneous Taxes, Licenses and Other Revenues.

This category consists of departmental fees and revenues
including license fees, tuition, charges for services, etc.,
and constitutes more than 8 percent of all General Fund
revenues. It is anticipated that these revenues will grow
at an average annual rate of 9.5 percent in the next few
years in line with past trends.

Most of these revenues are related to direct activi-
ties of State government. Department of Human Services reim-
bursement fees, for example, are related to the cost of pro-
viding institutional and other services. It is assumed that
the myriad fees, taxes and other charges comprising the entire
category will be modified over time in line with changes in
the cost of State government and the addition or deletion of

governmental activities.

Excise Taxes. The taxes grouped together include

the Alcoholic Beverages Tax, the Cigarette Tax, the Mqtor
Fuels and Use Tax, and Motor Vehicle fees. The tax base of
each tax is a function of unit consumption and the tax rate
is a flat per unit charge.

These taxes constitute more than 22 percent of all
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General Fund revenues. It is anticipated that these taxes
will grow at an average annual rate of less than 1 percent
due solely to potential increases in revenue from Motor
Vehicle fees.

Alcoholic Beverages and Cigarette Tax revenues
combined over the last five years have fluctuated between
$221.3 million and $225.4 million each year, averaging
$223.5 million per year. There is no discernible past trend
and there is nothing on the horizon that suggests there will
be a net upsurge of consumption of the items.

The per vehicle consumption of motor fuel in the
future is expected to decline as the automobile downsizing
process continues. At best, it appears unlikely that any
further growth of fuel sales can be predicted over the long
term despite the potential for increased numbers of vehicles
being operated in the State. The present rapid change of
prices coupled with supply controls suggest a possible re-
duction of revenue in the short run, although this possible

action is not clear at this time.

Non-Casino Gambling Revenues. The two components

are the Pari-Mutuel Tax and State lottery profits. These
revenues constitute about 5 percent of all General Fund
revenues, and they are not expected to show significant
growth over time.

Lottery proceeds are expected to show a spurt of
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growth in the next fiscal year, but it is not anticipated
that this source of revenue will show appreciable levels of
growth through the mid 1980s except as existing games are
expanded or ncew ones developed.

Pari-Mutuel Tax revenue has been declining for
several years for a variety of reasons. Given the levels
of interstate competition, it is likely that Pari-Mutuel Tax

revenues will remain stable and possibly decline.

Miscellaneous Revenue Items. These revenues con-

sist of Miscellaneous Interfund Transfers, General Revenue
Sharing, the Business Personal Property Tax, and payments
from the New Jersey Sports and Exposition Authority.

These revenue items constitute about 5 percent of
all General Fund revenues. It is anticipated that these
revenue sources will remain at current levels or possibly
decline. Of particular concern in this revenue grouping is
the very real possibility that General Revenue Sharing ($76
million in fiscal year 1980), will no longer be available
for State government use after the first quarter of fiscal
year 1981.

Table X shows anticipated growth rates through

the mid 1980s by revenue category grouping.
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TABLE X

ANTICIPATED GROWTH RATES THROUGH THE MID 1980s

by
REVENUE CATEGORY GROUPING

Category as a Percent of all Anticipated

Category General Fund Revenue Growth Rate
Price Sensitive
Taxes 429 9.5%
Business Taxes 17 9
Miscellaneous Taxes,
Licenses and Other
Revenues 8 9.5
Excise 22 less than 1.0
Non-Casino Gambling
Revenues 5 0

Miscellaneous Revenue
Items 5 0

Composite 99%* 6-7%

*Difference in total due to rounding.

SUMMARY

Expenditure Growth. Between 1961 and 1978, State

government expenditures grew at an average annual rate of

12.3 percent. State expenditures now consume twice as much
State personal income as they did in 1961. However, over

the past three or four years, the rate of expenditure increase
has been sharply reduced. General Fund expenditures as a
percent of personal income are currently lower than they

were in 1974. New Jersey State Government expenditures

reamin considerably below the national average on both a

per capita basis and as a percent of personal income. When
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compared to industrialized states and the Northeast, in
particular, New Jersey spends even less. Three major items
of expenditure appear to be placing the most pressure on
State expenditures: Salary and Employee Benefits; Public
Transportation; and Medical Assistance. Highway expenditures
have decreased over the years but are a potential source of

considerable pressure for future expenditure growth.

Revenues. Although revenues kept pace with ex-
penditures over this time period, they did so through rate
changes rather than inherent growth. Currently, the General
Fund revenues are provided by a tax structure of which almost
one-third of its base is essentially stagnant. As a result,
it is expected that General Fund revenues will grow at a
rate considerably less than the State's overall economy. It
is anticipated that General Fund revenue will grow at an
average rate of 6 to 7 percent. There are indications that
New Jersey is deriving its full potential revenue in relation
to the State economy; however, the distribution by tax source
is uneven. Property taxes are still considerably higher than
the national average, as are selected excise taxes and

license fees.

The Income Tax Package. There is no question that

the State income tax has improved the total State tax struc-
ture. Initially property taxes were reduced. The first three
years' experience under the State income tax indicates that

property taxes have been stabilized or the rate of increase

73



sharply curtailed and that on a Statewide basis, there is
less reliance on the property tax as a revenue source. It
has provided more State aid for schools and it has improved
the equitability of school aid distribution. However, it

has not provided the anticipated level of assistance to the
General Fund. Because it has not been able to provide the
funds necessary for all of the increased school aid during
the 1980 fiscal year, the General Fund will be forced to
provide about $100 million more in school aid than antici-
pated. In addition, it has not been able to replace revenue
from repealed taxes as originally planned.5 The General

Fund has also felt the fact that the corporation net income
tax was not raised from 7% percent to 9 percent as envisioned
in the original 1976 income tax package. It should be noted
that such an increase in the corporation net income tax would
bring corporate income taxes to just slightly below their
potential for New Jersey as defined in the National Institute

for Education Study.

State Expenditure Limitations Act. The State Expend-

iture Limitations Act (P.L. 1976, c¢.67) will act to hold future
State expenditures below what was experienced during the 1961
to 1978 period. 1In fact, over a period of time, the effect

should be to maintain the percent of State personal income

5A more complete discussion of the impact of the income tax
package on the General Fund is contained on pages 24 through
31 in the Property Tax Relief Fund Section.
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being devoted to State government at a constant level. How-
ever, certainly in the short run future, revenue base limita-
tions will probably exert even greater pressure to hold down.
State government spending.

Over a longer period of time, the State expendi-
ture limitations working in concern with the more stringent
expenditure limitations on school districts, municipal and
county governments should have the effect of increasing the
State share of total government spending in New Jersey. As
this occurs, New Jersey will be more in line with State/local

expenditure relationships found nationwide.

The General Fund's Future - Through the Mid 1980s.

Given the moderation of expenditure growth that has prevailed
over the past three or four years, the generally inelastic
tax structure that supports the General Fund may not create
the problems it has in the past.

It is the Committee's feeiing that the State can
expect a General Fund revenue growth rate of 6 to 7 percent
annually.

The Committee generally feels that with good manage-
ment this growth rate can maintain the current level of State
services.

It will, however, not provide funds for the expan-
sion of current programs or the instituting of any new

programs.
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INTRODUCTION

One portion of the Joint Tax Policy Committee's
overall responsibility was to review the provisions, implem-
entation and impact of the local government expenditure
limitation law. While there are ma