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ENABLING RESOLUTION 

STATE OF NEW JERSEY 

LAWS OF 1949, J. R. No.3 

A JOINT RESOLUTION directing the Commission on State Tax Policy to under­
take a comprehensive study of the entire State and local tax structure and 
to report thereon to the Governor and to the Legislature. 

WHEREAS, The growing demands upon government, as well as the rising costs 
of the goods and services purchased by government, have caused the burden 
of Federal, State and local taxes to mount steadily from year to year; and 

WHEREAS, These major tax requirements have made it more important than 
ever that there be a fair and equitable distribution of the tax burden within 
each State, and a proper allocation of tax resources among the Federal, 
State and local governments, if we are to eliminate unnecessary duplication, 
overlapping and waste in the administration of governmental taxing 
powers; and 

WHEREAS, A systematic review of the entire tax structure is essential to pro­
vide the basis for the most efficient administration and use of the existing 
property tax and the general and special excise taxes, and for a simplifica­
tion and co-ordination of the State and local tax systems and fiscal relations; 
and 

WHEREAS, The Commission on State Tax Policy established by chapter one 
hundred fifty-seven of the laws of one thousand nine hundred and forty­
five, including its predecessor of the same membership, the Commission on 
Taxation of Intangible Personal Property (Laws of 1944, Joint Resolution 
No.4), has rendered invaluable service to the Governor, the Legislature 
and the people of this State in a wide range of general and special tax 
problems which have been referred to it, and in the course of such work has 
developed a rich background of materials, a broad understanding of the 
workings of our present tax system, and a special competence to undertake 
an over-all tax study; now, therefore 

BE IT RESOLVED by the Senate and General Assembly of the State of New 
Jersey: 

1. The Commission on State Tax Policy is hereby directed to undertake a 
comprehensive study of the entire State and local tax structure, of its relation­
ship to the tax systems of the Federal Government and of other States, and of 
its impact upon the residents, business, and economy of this State. The com­
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mISSIOn shall report the results of its study and recommendations to the 
Governor and Legislature not later than the regular session of the one hundred 
seventy-fourth Legislature. 

2. The commission shall issue such report or reports to this and to suc­
ceeding Legislatures as the progress of its work may permit and as it may 
deem necessary or desirable. In the course of such report or reports, the 
commission, among such other matters as it may deem appropriate, shall 
recommend: the manner in which the burden of State and local tax require­
ments may be more fairly and equitably distributed; methods and procedures 
for simplifying and co-ordinating State and local taxes and to provide for their 
most efficient administration; and an appropriate allocation of taxing power 
as among State, county and local governments. 

3. In addition to such other powers as may be conferred upon the com­
mission by law, it shall have power to require any and all State, county, school 
and municipal officials concerned with the levy, assessment or collection of any 
State or local tax to provide such information, in such form and manner and 
at such time or times, under oath or otherwise, as the commission may deem 
necessary to accomplish the purposes of this resolution. It shall be the duty 
of all such officers to assist and co-operate with the commission and, within the 
limits of available facilities, to provide the commission and its authorized 

. agents and employees with necessary books, papers, documents, records, clerical 
and technical assistance, and any other services or information relating to 
taxation, as it may require, and without the payment of any costs, fees or 
charges whatsoever. 

4. The county clerks, registers of deeds, and all other recording officers of 
the respective counties shall, within the limits of their appropriations and 
facilities, upon request, provide the commission with such information, data 
and reports as it may require for the study and analysis of any tax or taxes or 
of any matter reasonably related thereto, without any cost, fee, or charge what­
soever. 

5. The commission may incur commitments and authorize expenditures 
for the purposes of this resolution within the limits of such appropriation for 
the uses of the commission as may be included in the general appropriation act. 

6. This resolution shall take effect immediately. 

Approved March 29, 1949. 
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LETTER OF TRANSMITTAL 


To His Excellency, Governor Alfred E. Driscoll, and Members of 
the One hundred and Seventy-fourth Legislature: 

The 1949 session of the Legislature (Joint Resolution No.3) 
directed the Commission on State Tax Policy to undertake a com· 
prehensive study of the State and local tax structure and to 
report thereon to (he Governor and the Legislature not later than 
the regular session in 1951. The preamble recited the growing 

demands and increasing taxes at Federal, State and local 
levels and emphasized the importance of an equitable distribution 
of the burden and a proper allocation of tax resources as among 
the various taxing authorities. 

The Cont1nission was thereupon directed to undertake a compre­
hensive study and to recommend: 

"The manner in which the burden of State and local tax 
requirements may be more fairly and equitably distributed; 

11:ethods and procedures for simplifying and co-ordinating 
the State and local and to provide for their most 
efficient administration; and 

An appropriate allocation of taxing power as alllong 
State, county and local governments." 

responsibilities of the Com1nission under this directive can 
only be understood within the fiscal and political environment of 
the 1949 Legislature and the gubernatorial campaign. It 
was with the greatest difficulty that the 1949-50 State budget was 
balanced. This required an anticipated transfer of highway funds 
to the extent of SOIlle $19 nlillion (of which some $10 million ,vas 
actually used) and it was thought that the budget for the fiscal 
year 1950-51 would require additional revenues. Ostensibly the 
Legislature wanted a conlplete survey of the present fiscal situa­
tion before considering" new "; expressed an awareness of 

flagrant inequities in the fiscal" system"; and implied 
a studied revision of the tax structure with a view to the more 
adequate finance of public services and a more equitable treat­
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nlent of the taxpayers. But nfay the two major party plat­
fornls showed a definite reluctance to encourage the promise of 
Joint Resolution No.3. 

Governor Driscoll's budget Inessage to the Legislature on 
February 13, 1950, again recOInn18nded a balanced budget on the 
basis of severe economies, no nmv taxes and a second transfer of 
highway funds as a balancing' itenl to the general fund-this time 
some $22 million. The Governor told the Legislature: 

"In my inaugural address to the Legislature in 1947, I 
stressed the need for modernization of our inadequate tax 
and assessment systems. In subsequent messages to the 
Legislature I have emphasized the dangers inherent in the 
present method of assessing and taxing property in this 
State. 

Our new Constitution has presented ne-w opportunities 
for the classification of property and the develop111ent of a 
fair and equitable tax and assessment syste111. It is my 
hope that the forthcoming report of the State Tax Policy 
Com111ission will constitute a basis for a successful solution 
of these pressing problems." 

* * * 
It is against this background that the Commission files the 

accolnpanying report. During its five years of existence it has 
relied upon certain established policies to guide its recommenda­
tions, and it has never felt justified in departing from them: 

(1) The C01n1nission is not a revenue raising body-its 
function is to seek equality of tax treatment as among tax­
payers and taxing jurisdictions; 

(2) It can make no recOInmendations the validity of 
,vhich cannot be determined by accepted techniques of study 
and research; and 

(3) It cannot express opinions on purely political ques­
tions nor will it submit positive reconlmendations on sub­
jects which have no hope of serious legislative consideration. 

There is considerable evidence indicating that the present temper 
of public thinking is entirely unsuited to any large scale tax ad­
justments involving the creation of new tax bases. The extensive 
study undertaken by the Com1nission during the past year has 
therefore been reduced to an over-all analysis of the present tax 
situation within the State and the implications of suggested changes 
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that may guide future thinking on the subject. It is the Commis­
sion's hope that after a period of consideration and discussion of 
this material, a basis may be laid for some of the adjustments so 
essential to the equitable treatInent of taxpayers in a great indus­
trial State. 

'* '* '* 

The State of New Jersey is completely lacking in a long range 
fiscal policy. Over the past fifteen years its financing has been 
on the basis of sheer expediency. Neither taxpayer, State ad­
ministrator, municipal or county official nor school supervisor has 
known from year to year what his financial responsibilities would 
be and each session of the Legislature has created the greatest 
apprehension among tax paying and tax spending units alike. 

Not only is there no clearly defined fiscal policy, there is likewise 
no basic fiscal philosophy. "Ability to pay" that has guided the 
tax policy of both the Federal Government and some of the lead­
ing industrial States has almost no place in the tax thinking or 
tax practice of New Jersey. In place of this, ownership of prop­
erty-among the 1110st regressive of all tax bases-has been the 
unformulated standard of tax equity throughout the State. Its 
application accounts for 66 per cent of all State and local taxes 
and for 92 per cent of all local Aside from a few heavily 
taxed special groups-banks, insurance companies, utilities and 
railroads-and a small medley of taxes based upon "benefits" or 
excises, there is no base of significance to the taxpayer except 
the property tax. has led to a mass of inequities that are 
almost unbelievable as the basis for the support of public services 
in a modern industrial State: 

The individual citizen pays nothing toward the support 
of the general services of his State Government unless he 
buys a package of cigarettes, gambles at the pari-mutuels, 
buys a little liquor, or dies. 

A citizen can own a million dollars' worth of high-yield 
securities and pay not a nickel to either State or local gov­
ernment; but if he o\vns a million dollars' worth of real 
estate and improvements he pays an average of 6 per cent• 
to a variety of local taxing districts. 

A corporation that o,vns little or no property pays only 
a most modest tax of eight-tenths of a mill on its allocated 
net worth. Indeed, 42,000 corporations in New Jersey, 
among them the greatest in the country, pay a total of 
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between $7 million and $8 million each year to the State­
40 per cent of this from 85 corporations. This is an anonlaly 
al110ng the tax structures of industrial States. 

On the one hand, highway users are now supporting gen­
eral State Government to the extent of 25 cents out of every 
dollar and are facing a possible Federal penalty of $3 mil­
lion a year for this doubtful privilege; on the other, some 
$50 million from the general property tax is "diverted" 
each year by municipalities in the form of expenditures on 
municipal streets and roads, their maintenance and policing. 

The administration of the general property tax (real 
estate and improvements) is a chaos. On the business side 
it a matter of a nlore or less gentle bargaining process 
that over the years has created a host of insecure but 
"favorable" conditions; and on the home o-wners' side, a 
steadily mounting tax rate to take up the slack. 

Personal property taxation has long ago lost even a senlblance 
to a "system": 

Tangible business personalty-inventories, 111achinery 
and equipment-is assessed from zero to \vhatever the 
traffic \vill bear; and is used, in many places as a "balancing 

" to protect the real estate levy. This abuse is "widely 
known as " lightning." 

:Household personalty-furniture, equipnlent and per­
sonal effects-is alnlost everywhere assessed at a nominal 
SUIn that has no reference whatever to base. 

Intangibles-stocks, bonds, notes, mortgages, etc.-in the 
hands of individuals are entirely exempt; and the small cor­
porate net worth tax (referred to above) is lieu of a tax 
on intangibles, corporately held. 

It seems needless to recapitulate these conditions-and there are 
many more. They have been emphasized on innumerable occasions 
over a long period of years. Governors have labored with them 
time and again. Governor Driscoll fought hard for a modification 
of the conventional platform pledge against all new taxes but could 
gain little support for the plank during his campaign. The temper 
of the State seems to be this-we recognize all of these things, we 
are ashamed of them, they should be remedied-but without new 
taxes (except additional property taxes). And even those groups 
who are constantly advocating' 'broader tax bases" do so on the 
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grounds of more money for their special spending interests, but 
with little regard to the correction of inequities which have so long 
marred the tax policies of the State. 

This attitude has been intensified during the past few years.. It 
is not only a stubborn reluctance to face the facts that has stopped 
all efforts to 1110dernize the State's tax structure. There is also a 
basic but inarticulate fear of what the implications of widespread 
tax adjustnlents rnay nlean. The citizens of New Jersey seem to 
be torn between two dilemmas: 

First, a desire to remedy the gross inequities of their 
tax structure and to place the financing of their public 
services on a known and defensible basis; 

Second, a fear of opening the State to a flood of broad 
base taxes with their inlplications of large central financing, 
high pressure expenditure progranls, and little over-all 
relief fronl present burdens. 

This the Com1nission would emphasize no idle fear. Other 
States have undertaken these steps and are no happier than New 
Jersey. Still others have telnporized, as N ew ,Jersey has, and 
while few have held the line as rigidly, lTIany have operated with 
conlparatively narrow bases at the State level. There is a growing 
fear of bigness in governnlent and bigness is measured in large 
part by fiscal resources. But it cannot be shown that K ew Jersey 
has exercised any nlore restraint in expenditure policies than 
States with broad base taxes. New Jersey spends almost as much 
per capita for government as do other highly developed industrial 
States. It is true that its per capita State tax collections are the 
lowest of any State in the Union. But this is no evidence of 
over-all econonly. It is merely a reflection of fiscal policy-namely, 
the great bulk of its public money is locally raised and locally 
spent, and the "new taxes" appear year after year in increased 
local property levies instead of in the more conventional State ad­
ministered taxes. These are important considerations and set 
certain questions which are fundamental to basic tax policy: 

Does the State of New Jersey wish to remain predominantly a prop­
erty tax State? or does it wish to shift in part at least to an activity 
tax base? 

Does it wish to maintain its major fiscal support at local levels? or 
does it wish to enlarge the responsibility of the State through increased 
central financing? 
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Does it wish a broad base of individual support for both State and 
local services? or does it wish to draw its major fiscal support from 
special tax groups-corporations, selective sales and special buisnesses? 

* * * 

Let us assume that general property will be principal base 
for the support of local governnlent for a long tiIne to C0111e. It 
does not have to be the only base nor does it have to be an erratic 
base; but it will continue to be the donlinant base because it is 
the only pennanent, inlnlovable, assessable asset COlnnlon to all 
communities. The first requiren1ent, therefore, to a sound tax 
structure is obvious-put the property tax in order. This sug­
gests-

A new approach to the present vaguely defined H true value" mea~ 
sure-a step permitted for the first time by the new constitution. 

Centralized supervision of assessments by the State, county or both­
as now required by law but a dead letter in practice. 

The correction of inequities in the personal property tax-that is, 
the tax on business personalty (inventories, machinery and equipment) ; 
household personalty (furniture, equipment and personal effects); and 
farm personalty (livestock, machinery and equipment).l 

If local assessment is to continue, the machinery for the establish­
ment of equalized assessments as among taxing districts, both for the 
fair apportionment of the county tax and for the fair distribution of 
State aid based upon ratables, is of first importance. This, also, is a 
matter of much law and little practice. 

are serious suggestions and "would require that equally 
serious steps be taken to answer problems inherent in the recon­
struction of the property tax. The effect of a new approach to 
true value in the readjustnlent of the personal property tax would 
doubtless promote" equality of treatnlent. It would also have an 
uneven effect on local tax revenues. Careful planning could nlini­
Inize this, but it is never possible to raise the same amount of 
money from different tax bases, and have the results fall evenly 
on a multiplicity of taxpayers or tax jurisdictions. From the view­
point of State jilftanCe, moreover, the fully effective use of the gen­
eral property tax might well reduce the need for further grants-in­
aid. 

1 Alternative ways of treating this problem are discussed in Chapters III and V of 
this report. 
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The removal of personal property from the general property 
base would cost the municipalities (1949) as a whole about $46.6 
luillion-household goods, $7.5 million; farm stock and fanu ma­
chinery, $0.7 million; business inventories, $22.4 million; and other 
business personalty, including lnachinery and equipluent, $16 nlil­
lion. Lis a practical lnatter any loss of revenue to the munici­
palities would have to be absorbed or replaced, and lnany devices 
have been used to reduce the impact of large changes in the prop­
erty base: 

The use of State-collected locally shared taxes to ((replace" losses in 
local revenues; 

The increased use of grants-in-aid for special services-particularly 
for highways, schools and welfare; 

The reallocation of services from municipal to county levels and from 
county to State levels; 

The creation of new tax bases for the use of municipalities in lieu 
of taxes on general property; and 

The imposition of H tax limits" or ttexpenditure limits" to protect the 
property tax from undue pressures. 

These are the conventional ways in which large scale adjustnlents 
in the property tax have been achieved with varying success in 
States which have faced the problem. It will be recalled that the 
C01n112ission recomnlended a modest beginning in its 1947 report. 
It proposed that nlachinery and equipnlent used in business be 
assessed at book value by the State at rates keyed to the local 
levy; and that inventories be exempt from taxation, and their 
yield replaced by a 2 luill gross receipts tax-the proceeds of both 
taxes to be turned back to the municipalities. In spite of a favor­
able recomrnendation from the Governor, no substantial support 
for this proposal was developed frorn any other source, with the 
result that even this lTIodest beginning in property tax reform 
collapsed in the discussion stage. The tax clause of the new con­
stitution subsequently opened the way to a more flexible method of 
treatnlent. 

This brings us, therefore, to the first question: 

Does the State of New]ersey wish to remain predominantly a prop­
erty tax State? or does it wish to shift in part at least, to an activity hase? 

If it wishes to remain predominantly a property tax State (with 
"no new taxes" other than the annual increases in the property 
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tax rate), it need do no more than inlprove the administration of 
the general property in the interest of equitable treatment, 
increased yields, and stability of revenue. If, however, it wishes 
to both redefine and to "relieve" the property tax, a new tax 
structure 'will be necessary, and there are only four taxes which 
either singly or in combination would provide the sums necessary 
for major adjustn1ents-a corporation net income tax, an indi­
vidual net incOlne tax, a gross receipts tax, or a COnSU111erS 
sales tax. 

* * 

There is no conlparable industrial State that has so lllany un­
developed tax bases as New Jersey. This is true, as has been 
elllphasizecl, because X ew Jersey has used, substantially, only one 
base-property. Thirty-four States now have corporate net in­
come taxes. Thirty-two States now have personal net income 
taxes; gross income or gross receipts taxes upon selected tax­
payers are present in some fonn in a large number of States; and 
4 States have general gross receipts taxes as a major State tax­
one in combination with a personal income tax and 2 in addition 
to a retail sales Twenty-eight States have consun1ers sales 
taxes and 18 States have both corporate and individual net incon1e 
taxes and consumers sales taxes as well. If a replacen1ent pro­
gram were undertaken, or if nmv and important revenues were 
necessary for other purposes, these are the sources which 'would, 
of necessity, be considered: 

1. 	 A corporation net inCOlne tax would raise about $12 
million for each 1 per cent in the rate. 

2. 	 A personal net inCOll1e tax with the following' exen1ptions 
and rates would raise a rnaximUll1 of $42 million: 

Exernptions Rates 	 Yield 
First $5:000-1% ISingle, $1,000 Xext 5,000-2% n1illion$30 

Married, $2,500 Over 10,000-3% 

Dependents, $400 
First $1,000-1% \ 
Next 4,000-2% 

5,000-3% $42 milli onNext 


Over 10,000-4% 




3. 	 A gross receipts tax-for manufacturing, 1/4%; for 
wholesaling, 1/4%; for retailing, 1/2%-$3,000 exemp­
tion: for individuals and other business, 1 %-$1,000 
exemption, would raise a minimum of $75 million. 

4. 	 A consumers sales tax for each 1 per cent (no exemp­
tions) would raise $44 million; for each 1 per cent (food 
exempted) would raise $31 million. 

In appraising these taxes on a comparative basis with 7 other 
industrial States-4 in the East (l\::Iassachusetts, Connecticut, New 
York and Pennsylvania) and 3 in the Middle 'Vest (Ohio, Indiana 
and Illinois )-the position of New Jersey becomes clearer. New 
York and Massachusetts apply net income taxes to both indi­
viduals and corporations. Cities and counties in New York are 
permitted to apply retail sales taxes and gross receipts taxes, and 
6 or 7 jurisdictions (including' New York City) have made nse of 
this opportunity. Connecticut and Pennsylvania use net income 
taxes for corporations but none for individuals. Connecticut, 
however, has a retail sales tax. Pennsylvania permits local gov­
ernments to adopt a variety of taxes under rate regulations and 
hundreds of local 'jurisdictions have done so. Ohio, Indiana and 
Illinois have no net income taxes, but Ohio and Illinois have retail 
sales taxes and Illinois recently authorized its cities to use this tax. 
Indiana depends upon a comprehensive gross income tax ap­
plicable to all business, and (with a $1,000 exemption) to all indi­
viduals. The over-all result is this : New Jersey receives 66.1 per 
cent of its total State and local revenue (exclusive of unemploy­
ment compensation payroll taxes) from property taxes-as com­
pared with 60.3 per cent in Massachusetts, 49 per cent in Connecti­
cut and 44 per cent in Pennsylvania and New York. 

Any major readjustment of the New Jersey tax system as com­
pared with these seven States would, moreover, imply considera­
tion of the various selective tax bases that have revenue possibili­
ti"es. The Cornmission constantly opposed the increased use 
of this type of financing-" a miscellaneous assortment of special 
or selective taxes chosen as a matter of convenience and expedi­
ency' '-as major supports for general governmental purposes, 
but they are an important part of the present tax structure. 

N ew Jersey's gasoline tax of 3 cents a gallon is equal to 
those of Massachusetts and Illinois and is exceeded by 
those of Connecticut, Pennsylvania, Ohio, Indiana and New 
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York. A 1 cent additional tax (an increase from 3 cents to 
4 cents) would yield an additional $9 million. 

Cigarettes are taxed in each of the seven States. None 
has a lower rate than New Jersey's 3 cents a package; but 
Massachusetts and Pennsylvania have a 4 cent rate. A 1 
cent additional tax (an increase from 3 cents to 4 cents) 
would yield an additional $5 million. 

Pari-mutuel racing pools are taxed in New Jersey at 6 
per cent upon the first $40 million for each track and 7 per 
cent on amounts in excess of $40 million plus the "break­
age." Because of variations in the tax bases, interstate 
comparisons are difficult, but New Jersey is among the high 
States. A 1 per cent tax rate increase in New Jersey would 
probably yield $1.5 million in additional revenue. 

Alcoholic beverages and beer: The New Jersey tax is 
3 1/3 cents a gallon on beer-the same as New York and 
Connecticut, but lower than Illinois (4 cents, Massachusetts 
(61/3 cents) and Indiana and Pennsylvania (8 cents). The 
New Jersey tax on liquor is $1.50 a gallon-higher than 
Connecticut and Illinois ($1.00), but lower than Indiana 
($2.00) and Massachusetts ($2.25). It has been estimated 
that an increase in the beer tax (from 3 1/3 to 5 cents) 
would produce an additional $2 million; and that an in­
crease in the alcoholic beverage tax (from $1.50 to $2.50) 
would produce an additional $6.8 million. 

Taxes on invested capital in New Jersey take the form of 
an 8/10 of a mill (8/100 of 1 per cent) levy upon the 
allocated net worth of general business corporations, and 
3/4 of 1 per cent upon banks and other financial busi­
nesses. ~fassachusetts taxes "corporate excess" at 6/10 
of 1 per cent; Pennsylvania taxes the "value" of corporate 
stock at 1/2 of 1 per cent, and N ew York and Connecticut 
apply a capital measure as a minimum tax under corpora­
tion income tax measures-New York 1/10 of 1 per cent, 
Connecticut 15/100 of 1 per cent. Ohio taxes the value of 
capital stock at 1/10 of 1 per cent; Illinois at 1./20 of 1 per 
cent; and Indiana 1./4 of 1 per cent on financial institutions 
only. An increase from 8/10 of a mill to 1 mill in New 
Jersey would yield about $1.8 million additional revenue. 
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Inheritance and estate taxes range from 1 per cent to 16 
per cent with exemptions from none to $5,000 depending 
upon the beneficiary. Ohio rates are from 1 per cent to 10 
per cent with exemptions comparable to New Jersey; 
Indiana, from 1 per cent to 20 per cent with exemptions of 
$100 to $15,000 ; New York, from 1 per cent to 20 per cent 
with exemptions of $7,000 to $22,000; Massachusetts, from 
1.23 per cent to 18.45 per cent with exemptions of $1,000 or 
$10,000; Pennsylvania, 2 per cent to 10 per cent with a $500 
exemption for the wife; Illinois, from 2 per cent to 30 per 
cent with exemptions ranging from $100 to $20,000. During 
the past 18 years, New Jersey has derived a fluctuating 
revenue from this tax-from less than $6 million to almost 
$22 million. 

New Jersey taxes the gross receipts of public utilities 
(street railway, gas and electric, light, heat, water, tele­
phone, telegraph and sewer) at 5 per cent. In addition, 
street railways and gas and electric, light, heat and power 
companies are taxed at the average general property tax 
rate in lieu of a personal property tax on the value of their 
property in, on or above the public streets-6.14 per cent 
in 1949. This makes a total gross receipts tax on utilities 
including that in lieu of property tax of 11.14 per cent-an 
extremely high tax. Utility taxes in none of the seven States 
come even near it. 

Following an extensive examination of the railroad tax 
problem in 1948, the Commission reported a "tax that 
takes all or nearly all of an industry's net operating in­
come allocable to the taxing jurisdiction is excessive. It 
certainly should not be increased and probably should be 
reduced .... There can be no doubt that New Jersey State 
and local taxes upon railroads operating in this State are 
heavier than the same taxes imposed in other States." 

It is true that considerable revenue could be raised by increas­
ing the yield from selective tax bases. 1fost increases of this 
kind 'would be ill-advised, and none would contribute in the slight­
est degree toward remedying the fundamental inequities in the 
tax structure. Indeed, in some cases, they would only magnify 
them. Any substantial adjustments looking toward equality of 
treatment must be sought in broad base taxes. It is not, however, 
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technical guidance that is needed-this has been developed time 
after time, and the choices, implications and results of fiscal 
changes can be predicted with accuracy. The real block is this: 
For years all exploration has ceased when confronted with the 
slogan "no new taxes." Until there is a disposition to look be­
hind this shibboleth, attempts to improve the tax structure of New 
Jersey from the standpoint of the distribution of burdens will 
have no meaning. 

• 

Does the State of New Jersey wish to maintain its major fiscal sup­
port at local levels? or does it wish to enlarge the responsibility of the 
State through increased central financing? 

If the answer is Yes-that is, the State does wish to maintain 
its major fiscal support at local levels-there are certain alterna­
tive policies to be considered and applied either singly or in com­
bination: 

The property tax as indicated above should be placed in 
order. 

Additional tax bases should be provided for county and 
municipal use-possibly, sales, gross rece:Tlts and payroll­
following the principal examples of N(;:w York, Pennsyl­
vania and California. 

Central financing (grants-in-aid) would be used to stimu­
late minimum service standards and fulfill "foundation 
program" requirements in functions of a State-wide in­
terest. They would not be used to finance the general 
budget needs of local government. 

If the answer is No-that is, the State wishes to depart from 
major fiscal support at local levels and to enlarge the responsi­
bility of the State, suggested methods are as follows:' 

The use of State collected, locally shared taxes (probably 
income, sales, or both) and the increased use of grants-in­
aid for schools, highways, health and welfare. 

The use of local supplements to State-wide taxes to be 
levied within limits at the discretion of county or munici­
pality, to be administered by the State, the proceeds to be 
returned to the taxing district. 
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The property tax as indicated above to be placed in order 
and a special equalization table developed to place local 
valuations on a comparable basis for grant-in-aid pur­
poses-this is the New York practice. 

Restraints on the use of property as a tax base through 
the application of "tax limits" or "expenditure limits"­
property cannot be "relieved" until the use of the base is 
limited. 

Does the State of New]ersey wish a broad base of individual support 
for both State and local services? Or does it wish to draw its major 
fiscal support from a few special tax groups-corporations, selective 
sales and special businesses? 

New Jersey at the State level is at present a "special tax State," 
as it is at the local level a "property tax State." This means that 
it depends heavily upon selected groups, commodities or activities 
for general State revenue purposes. Taxes upon railroads, public 
utilities, motor fuels, motor vehicles and alcoholic beverages ac­
count for about three-fourths of all State and local taxes exclud­
ing property taxes and payroll (unemployment compensation) 
taxes. The remaining one-fourth is also on selected tax bases­
inheritances, corporate franchises, banks, insurance companies 
and pari-mutuel betting. 

Although the corporation franchise tax (a small tax of 8/10 
mills upon allocated net worth) is a general tax upon corporate 
business, it does not apply uniformly to all corporations and 
there is no comparable tax on unincorporated business. Even as 
late as 1948 when new revenues were necessary, special taxation 
was again resorted to in the form of a cigarette tax, but nothing 
in the way of general taxation either upon business or upon indi­
viduals 'was seriously considered. When the veterans bonus was 
recently before the Legislature the financing most hopefully dis­
cussed was increases on the beer tax, gasoline tax and a new tax 
on consumers of electric power. The $25 million bond issue for 
capital expenditures for institutions and agencies cut still further 
into general fund revenues by pledging such part of the alcoholic 
beverages tax as may be required for debt services; and the 
present bill providing a $10 million bond issue for State teachers 
colleges followed the same blind practice of pledging so much 
of the transfer inheritance tax as may be required to meet 
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the bond requirements. Indeed, the only broad base tax adopted 
by the Legislature since the depression emergency-the gross re­
ceipts (1949)-died when the voters rejected the veterans bonus 
proposal at the November, 1949, referendum election. 

There is probably no State that receives so little from its fran­
chise privileges as New Jersey_ A heavy tax (as high as 11 per 
cent on gross receipts) on certain public utilities is all returned to 
the municipalities; a 3/4 of 1 per cent tax on the invested capital 
of banks and financial businesses is shared by the county and 
municipality; from a total of some $16 million collected from the 
railroads each year the State receives only $4 million; and a tax 
on the surplus of life insurance companies goes entirely to the 
municipalities and in addition acts as a set off against the 
premium tax which would otherwise go to the State. Aside from 
this unbalanced distribution, the variations in tax burdens among 
these corporations and as between these corporations and other 
corporate businesses of the State is amazing. Two insurance com­
panies pay 14 per cent of the tax levy of the City of Newark-in 
addition to real property taxes; 49 corporations pay 1/3 of the 
net worth tax of about $8 million; banks and financial institutions 
pay the equivalent of 3/4 of 1 per cent on their invested capital, but 
other corporate business pays about 1/12 of 1 per cent; the rail­
roads, by any measure, are more heavily taxed than in any other 
State in the Union. 

New Jersey has taken great pride in boasting that it is "a good 
State for business to come to and a good State for business to 
stay in." Among its major arguments has been "no income 
taxes, no sales taxes, no gross receipts taxes." But the question is 
being raised-"a good State for what business~" As Governor 
Driscoll has recently pointed out, one of the largest industrial 
operations to come to the Atlantic seaboard in many years, chose 
a nearby Pennsylvania site with a 4 per cent net corporate income 
tax in preference to the no-income tax State of New Jersey. The 
truth is the New Jersey tax structure is not favorable to business 
that must own large holdings of real estate and improvements; 
that requires large inventories; that faces heavy replacements in 
machinery or equipment; that wishes to encourage home owner­
ship for its employees; or that is seeking a stable tax base bearing 
some reference to its capacity to pay. 
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Neither this Commission, nor in its judgment, any other com­
mission, can resolve these problems for the State of N ew Jersey. 
It is a waste of time and money to prepare large and detailed ad­
justments in the tax structure only to have them tested by such 
yardsticks as "Does this involve a new tax' Does it contain an 
income measure 1 Is it in fact a sales tax 1" It is equally impos­
sible to improve the situation with attitudes expressed at the recent 
public hearing held by the Commission-the "soak the rich" 
attitude of labor; the lack of a common program among business 
interests; the "pass-it-on" theory of small business; "more 
money for the schools" from any source whatsoever; and' 'more 
taxes for my competitors"-a growing concern in tax policy. Nor 
is it helpful to read so frequently the admonitions of the press­
"demanding attention" to the tax problem, dismissing every pro­
posal with the old slogans, and urging better schools, better high­
ways, better institutions-and even better libraries and museums. 

The Commission would respectfully reiterate that Joint Reso­
lution No.3 provided for a most comprehensive study of the tax 
structure of New Jersey. Such a study must necessarily have the 
broadest implications. The Legislature could not be expected to 
consider at one session the full impact of a complete revision of 
the tax laws-a program that would alter in many ways the eco­
nomic life of the State. The Commission is, therefore, suggesting 
various projects from among which the Legislature may select one 
or more for consideration at such special or regular session as 
might be determined. Should the Legislature by resolution or 
otherwise indicate an interest in a suggested project, the Commis­
sion is prepared to submit detailed recommendations with accom­
panying bills. For example: 
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PROJECT 1 

Purpose: 
To improve the administration of the general property 
tax in the interest of equity, stability and increased 
yields. 

This will require no new taxes. 

Methods: 
1) A new approach to the present vaguely defined "true 

value" measure-a step permitted for the first time by 
the new Constitution. 

2) Abolition of the property tax on household goods­
a tax impossible to administer fairly-with a provision for 
an optional occupancy tax to be assessed by the munici­
pality in lieu thereof. 

3) Centralized supervision of assessments by the State, 
county or both-as now required by law but a dead letter 
in practice. 

4) The establishment of equalization ratios of local as­
sessments as among taxing districts as a basis for appor­
tioning the county tax and measuring needs for State aid. 

5) Reconsideration of the subject of property tax ex­
emptions to redefine, limit and reduce them. 

PROJECT 2 

Purpose: 
To balance the State budget for 1951-52 and thereafter 
without the use of highway funds. 

This would require both new taxes and additional revenues 
to the extent of some $30 million. 

Method: 
The selection from among both existing and undeveloped 
tax bases of such taxes or combination of taxes as would 
yield the required revenue and promise equitable treat­
ment as among taxpayers. 
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PROJECT 3 


Purpose: 
To remove the inequalities from specially taxed groups. 

This will require new tax bases, as well as adjustments in 
present taxes. 

Methods: 
1) A revision of the corporate franchise (net worth) 

tax by the addition of an income measure; placing banks 
and other financial businesses under the revised tax and 
repealing the special taxes now applicable to these busi­
nesses. 

2) The taxation of unincorporated business in such 
manner as to end the present discrimination against in­
corporated business. 

3) To refrain from additional dependence upon already 
heavily taxed special businesses-such as insurance com­
panies, railroads and public utilities. 

4) The adoption of a gross-ton-mile truck tax (in addi­
tion to license increases in pending legislation) requir­
ing interstate and other carriers to pay their fair share 
of the cost of highways, police and general governmental 
services. 

5) The replacement of the present sales taxes on cer­
tain selected commodities by a broad based tax having a 
more general incidence among individuals. 

PROJECT 4 
Purpose: 

To remove the hazards of "tax lightning" from the field 
of business personalty. 

This may or may not require new taxes. 

Alternative methods: 
1) The exemption of all tangible personal property 

from the general property tax-this would require re­
placement of about $47 million, either by State or local 
taxation; 
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OR 

2) The State assessment of business personalty at a 

low, fiat rate-this would require no new taxes, but it 
would require a willingness to accept extreme variations 
in effect as among municipalities and a possible shift in 
the tax burden as between real property and business 
personalty; 

OR 

3) Local assessment according to a classification of all 
business personal property at fixed fractions of book 
value-this would now be possible under the new Con­
stitution and would require no new taxes. This would 
not recognize the business characteristics of inventories 
which make them unsuited to t/axation as property; 

OR 

4) Local assessment according to a classification, of 
machinery and equipment, plus the exemption of business 
inventories. This would give tax recognition to the busi­
ness characteristics of inventories. It would require-

a) New taxes at the State level to replace the $22.4 
million now being realized from assessments on inven­
tories, and the return of the proceeds to the munici­
palities; 

or 

b) The grant of optional local taxing power to the 
municipalities to replace the loss in revenue; 

or 

c) A combination of a) and b) by which part of the 
revenue loss would be made up locally and part through 
the State-State replacement could be provided with­
out new taxes if it were undertaken together with re­
vision of the corporate franchise tax under Project 3. 
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PROJECT 5 
Purpose: 

To provide increased central financing for local govern­
ments. 

This will require both new tax bases and additional revenues 
to whatever extent the Legislature may determine. 

Methods: 
1) To strengthen and develop State grants-in-aid pro­

grams-particularly for schools, highways, welfare and 
health; 

2) The selection from among both existing and unde­
veloped tax bases of such taxes or combination of taxes as 
would yield the required revenue and promise equitable 
treatment as among taxpayers; 

3) Restraints on the use of property as a tax base 
through the application of "tax limits" or "expenditure 
limits. " 

PROJECT 6 
Purpose: 

To place local governments (counties and municipalities) 
in a position to finance themselves from bases other than 
property. 

This will require new tax bases (other thttn property) for 
the optional use of counties and municipalities. 

Methods: 
To authorize counties and municipalities to levy, assess 

and collect such taxes as are suitable for local adminis­
tration-for example, a consumers sales tax, luxury 
taxes, gross business tax or income (payroll) taxes; 

OR 
To authorize counties and municipalities to levy sup­

plemental rates upon such State tax as may otherwise be 
selected for State purposes. This would mean State ad­
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ministration with a return to the municipality of the 
yield from the supplemental rate. 

[Either alternative would imply a reduction of cen­
tral financing of local services through the State grants­
in-aid.] 

PROJECT 7 

Purpose: 
To "relieve" the property tax upon real estate to the 
extent of some $100 million-about 1/3 of its present 
burden. 

This will require new tax bases to the extent of the property 
tax relief. 

Methods: 
Apply and extend the methods of Project 5; 

OR 

Apply and extend the methods of Project 6; 

OR 

Provide State revenues adequate to offer local gov­
ernments a block grant (distributed, for example, upon a 
per capita basis, as in New York) conditioned on all 
possible reductions in the real estate tax. 

[This will require effective property tax limitation 
and possibly expenditure restrictions before its pur­
pose can be assured.] 

In the accompanying pages, the Commission has prepared ma­
terials which will permit almost any adjustment in tax policy to 
be undertaken quickly and effectively. It stands ready to assist 
the Legislature in formulating any program or parts of a pro­
gram that it may care to undertake. But until there is a dispo­
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sition to face these questions on the merits and to remove the 
blocks that forbid the examination of proposals which are inherent 
in the problems, there is little use in going further. 

COMMISSION ON STATE TAX POLICY 

JOHN F. SLY, Chairman 

W . PAUL STILLMAN, Vice-Chairman 

DAVID VAN ALSTYNE, JR. 

AMOS DIXON 1 

NORMAN F. S. RUSSELL 

CHARLES R. ENGLISH 

• 

Mr. Jacob S. Glickenhaus, a member of the Commission, did not 
sign the above letter of transmittal. Mr. Glickenhaus' position is 
explained in the following letter to the chairman: 

March 29, 1950. 
HONORABLE JOHN F. SLY, 

4 Pyne Administration Building, 
Princeton, New Jersey. 

DEAR DR. SLY: 

I must respectfully decline to sign the letter of transmittal of 
the State Tax Policy Commission to Governor Driscoll and the 
melnbers of the Legislature. 

The commission was directed to undertake a comprehensive 
study and to recommend: 

"The manner in which the burden of State and local tax 
requirements may be more fairly and equitably distributed; 

Methods and procedures for simplifying and co-ordinating 
State and local taxes and to provide for their most efficient 
administration; and 

An appropriate allocation of taxing power as among 
State, county and local governments." 

1 Mr. Amos Dixon's term on the Commission expired as of January, 1950. His 
faithful attention during the past year to the preparation of this report, permits him 
to be recorded in favor of the majority opinion. 
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While the commission has reviewed apparent inequities under 
the present tax laws and suggests some alternative methods with 
respect thereto, it has not made, for reasons contained in the letter 
of transmittal, any specific recommendations in line with the legis­
lative requests. 

As stated in the aforesaid letter, the commission concludes that 
it cannot comply with the legislative requests without considering 
the imposition of new or replacement taxes. The commission then 
states unequivocally that the public does not want any new taxes. 
Personally, I believe there should be no new taxes. 

Our State budget has been balanced each year with our presently 
available revenues, and this practice can continue in the foresee­
able future. These things being so, there is no need to discuss 
now new or replacement tax methods. 

Another reason for declining to sign this report is my consistent 
opposition to some of the tax methods suggested by the com­
mission. 

Very truly yours, 

JACOB S. GLICKENHAUS. 
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CHAPTER I 

THE TAX SYSTEM 

The Commission has received little, if any, support to convert 
the present tax structure of New Jersey into a "model system." 
If it were possible to begin from the beginning, a system of taxa­
tion might be established which would meet such economic, 
philosophical and ethical standards as the tax architect might 
select. 'Ve begin, however, with a mature system in which the 
errors of the past-if they were errors-have become the condition 
and the environment-and even the values-of the present. 

11uch thinking on taxation has been conditioned by the theory 
of capacity to pay. When tax burdens were relatively light, and 
the results of different theories were not refl·ected by great diversi­
ties in tax payments, the problem of capacity to pay assumed much 
less importance than it does today. 'Vhen the total tax require­
ments of the Nation, State and community begin to take some 
24 per cent of the National income, the classical measure of 
capacity to pay assumes new meaning. 

In the early history of our tax system, when property was the 
sole important source of tax revenues, taxes were generally levied 
at rates which were proportional. Property taxes are still levied 
at proportional rates, that is, at rates of so much per hundred 
dollars of value, regardless of the total value of the property 
assessed. Progressive rates, on the other hand, are familiar in the 
income tax field. They are levied upon the assumption that 
capacity to pay is greater as an individual or business acquires 
greater total units of wealth, or of income, or of activity. The 
rates of income taxes are accordingly said to be "progressive" 
when they increase as the amount of income of the taxpayer in­
creases. In application this has produced the familiar "tax 
bracket. " 

TAXATION IN A FEDERAL SYSTEM .. 
The canons of a fair tax system cannot be applied under our 

form of government to anyone of·the levels of government. We 
neither seek to supply all of the services of government nor to 
raise all of the revenues needed to support those services through 
any single agency of government. From the tax viewpoint alone, 
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it would undoubtedly be preferable to the taxpayer to have a 
simple and uniform system of taxation throughout the Nation. 
The freedom of the States to develop their own tax systems, the 
relative independence of municipalities in administering the local 
property tax, and the pervading influence of the Federal tax 
system, all combine to make the cost of compliance onerous to any 
taxpayer. It is the problem of over-centralization of government, 
and the ultimate dominance that comes with power over the 
revenue system that should assure the permanence of forty-nine 
separate taxing systems under our present form of government. 

There is nothing in the Federal system of government, however, 
which requires each level of government to have the power to levy, 
assess and collect the same taxes. In fact, there are real advan­
tages in the apportionment of taxing power among the levels of 
government so that those taxes most suitable for local administra­
tion will be left to the municipality, and those most suitable to the 
State will be left for State use. This is a need which has been 
pointed up by the Hoover Commission and others and the Commis­
sion can only add its most emphatic support. 

A failure to recognize this need to allocate tax sources among 
the various levels of government in a Federal system has per­
mitted some able students of taxation to fall into the pitfall Qf 
arguing that each level of government should within itself show 
the application of the so-called canons of taxation. This view is 
obviously untenable to anyone who accepts the allocation of taxing 
authority among the various levels of government. That is, the 
government which has the tax that can be fitted to the notion of 
progressive rates is able to emphasize capacity to pay, whereas 
the municipality, for example, would hardly use the real estate tax 
to that end. Your Cornmission concludes that in a Federal system 
of government the test of a fair and equitable tax system should 
be made in terms of the over-all effect of Federal, State and local 
taxation upon the individual taxpayer. 

Table 1 shows the combined effect of taxation upon the people 
of New Jersey. The results are striking in their implication. 
From Table 1 we may conclude: 

• 
1) 40 per cent of taxes raised in New Jersey today are from individual 

incomes-but the Federal Government takes it all. 

2) In the decade since 1939, individual income tax payments have 
multiplied more than ten times (1,344 per cent increase)-although 
the national income has increased but three times. 
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• 

TABLE 1 

DISTRIBUTION OF ALL FEDERAL, STATE AND LOCAL TAXES IN NEW JERSEY (EXCLUSIVE OF PAYROLL TAXES) 

1939 AND 1948 

(Amounts in Thousands of Dollars) 

,---------1939 	 ---1948~---------, 

State, % of State, 
State &; Looal &; Total State &; Local &; % of 0/0 Increase 

Measure of Tax Local Federal Federal Taxes Local Federal FederaZ Total Taxes 1939-1948 

Corporation income $36,942 $36,942 7.00/0 $312,575 $312,575 18.60/0 746.10/0 
Individual income ......... . 41,161 47,161 9.0 681,014 681,014 40.5 1,344.0 
Corporation franchise .... . $1,937 1,937 0.4 $7,092 7,092 0.4 266.1 

~ 	Corporation insurance .... . 4,411 4,417 0.8 6,951 6,951 0.4 57.4 
<:.11 	 Inheritance and estate ... . 6,915 18,080 24,995 4.7 9,590 39,573 49,163 2.9 96.7 

Excises* .................. . 31,892 75,314 107,206 20.4 54,529 173,758 228,287 13.6 112.9 
Property-real and personal 249,871 249,871 47.5 322,160 322,160 19.2 28.9 
Property-railroad ........ . 18,600 18,600 3.5 16,027 16,027 0.9 -13.8 
Public utilities ............ . 12,984 12,984 2.5 24,448 24,448 1.5 88.3 
Motor vehicles and drivers. 20,355 20,355 3.9 30,480 30,480 1.8 49.7 
All others ................. . 936 592 1,528 0.3 2,033 1,528 3,561 0.2 133.0 

Total Taxes ......... . $347,901 $178,089 $525,996 100.0% $473,310 $1,208,448 $1,681,758 100.00/0 219.70/0 


Source: New Jersey State Department of Taxation and Finance. 
U. 	S. Treasury Department, Annual Report of Commissioner of Internal Revenue. 

* Gasoline, oleo, amusements, sales, etc. 



3) Corporation taxes provide 19.4 per cent of the total, but more 
than 95 per cent of them go to the Federal Government. 

4) Property taxes, the mainstay of local government, amounted to 
47.5 per cent of the total in 1939, but have dropped to 19.2 per cent in 
1948-because of the large increase in Federal tax totals. 

5) The hidden taxes-so-called special excises-have jumped 113 
per cent since 1939-an increase due almost entirely to Federal invasion 
of this tax field. 

COMPETITIVE SITUATION AMONG THE STATES IN TAXATION 

Taxation by State and local governments raises difficult prob­
lems of jurisdiction to tax which are relatively unimportant in the 
National taxing system. It is almost self-evident that States and 
local governments can be permitted to tax only persons, property 
and activities located within their respective borders. This is 
the constitutional requirement, but its application to a complicated 
economy which knows no boundaries of States has produood a 
large body of technical case law enunciated by the United States 
Supreme Court. Any State taxing authority must be constantly 
aware of the implication of the constitutional law on taxation, and 
of its administrative requirements. These are particularly im­
portant in the taxation of interstate activities, where the law 
requires a State to tax only a fairly allocated proportion of the 
tax base in accordance with the activities which nlay be fairly at­
tributable to the taxing States. 

Those who design the revenue system of a State, moreover, 
must always be aware of the relative mobility of persons and prop­
erty among the States. It is this mobility which places the States 
in a position of actual competition among themselves to provide 
relatively favorable tax structures. State and local taxes are still 
relatively far down the line of factors which induce the average 
industry to locate in a given area, although they can be nlajor 
factors in some forms. \Vhere two or more locations are fairly 
even as to other factors, taxes may playa balancing part in the 
decision of managenlent. For this reason it is perfectly possible 
for a State to have the reputation of being both favorable and • 
unfavorable in a tax sense. To the company that operates on a 
relatively substantial profit lnargin, the absence of an incolne tax 
may present real advantages. To the company that requires a 
substantial capital investment, or heavy payrolls, the character of 
a State's taxation of property or of payroll may be more significant 
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than its treatment of income. Since the location of new industry 
and the expansion of existing industry determines employment 
opportunities and even the general standard of living in a State, 
the competitive element in State tax policy should not be under­
estimated. 

COMPARATIVE TAX BURDEN IN NEW JERSEY AND SELECTED STATES 

Over-aU Tax Burden 

In terms of over-all State and local taxes per capita, New Jersey 
appears lower than such comparable industrial States as New 
York and 11assachusetts, but higher than Connecticut and Pennsyl­
vania. As shown in Table 2, non-payroll State and local taxes in 
1948-1949 amounted to about $106 per capita in contrast to $132 per 
capita for New York, $116 per capita for 11assachusetts, $102 per 
capita for Connecticut and $80 for Pennsylvania. 

Also as shown in Table 2, however, all State and local taxes in 
New Jersey represent a comparable proportion of individual in­
come to those in N ew York. New Jersey· and New York taxes 
amount to about 7 per cent of income payments to individuals as 

TABLE 2 

COMPARATIVE STATE AND LOCAL TAXES 

(EXCLUSIVE OF UNEMPLOYMENT COMPENSATION TAXES) 

IN NEW JERSEY AND FOUR OTHER STATES-1948-19491 

Item 
New 

Jersey 
New 
York 

Pennsyl­
vania 

Connect­
ieut 

Massa­
chusettB 

Amount of Taxes ($ millions) : 
General property taxes .,. ...... ,. .............. 
All other taxes ..................................... 

$322 
178 

$919 
982 

$372 
478 

$115 
92 

$309 
240 

Total State and Local Taxes ............ $500 $1,901 $850 $200 $549 

Common Denominators: 
Popula tion-1948 (thou.) ......................... 
Income payments to individuals 1948 ($ mil­

lions) .. " .................... ~ ........................................ 
Retail sales-1948 ($ millions) ................ 

4,729 

$7,181 
$4,396 

14,386 

$27,378 
$13,695 

10,689 

$15,126 
$8,807 

2,011 

$3,381 
$1,965 

4,118 

$6,997 
$4,229 

State Hnd Local Taxes Per Capita ................ $105.86 $132.14 $79.51 $102.48 $116:45 

81ate and Local Taxes as PE'r Cent of: 
Income payments to individuals . ~ .'" .. '" ... ,. ....... 
Retail sales .... ~ ................................................... 

7.0% 
11.4% 

5.6%' 
9.6% 

6.1% 
10.5% 

7.9% 
13.0% 

1 State tax collections for fiscal years ended in 1949, local taxes for calendar year 1948. 


Sources: S·tate and local taxes, see Table 3. 


Population, U. S. Department of Commerce, Bureau of the Census, "Current Population Reports," 

Population Estimates, October 3, 1948. 

Income payments to individuals, U. S. Department of Commerce, Bureau of Foreign and Domestic 
Commerce, "Survey of Current Business" (Augm,t, 1949). 

Retail sales, Sales Management, Inc., "Sales Management," May, 1949. 
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compared with 8 per cent in Massachusetts and 6 per cent in Con­
necticut and Pennsylvania. Based upon the latest information 
available, these comparisons indicate that the aggregate tax burden 
in New Jersey is not noticeably different from that in other indus­
trial States. 

Distribution of Tax Burden 
But it must be recognized that the over-all amount of taxes is 

only one criterion of the State's relative tax position. Of at least 
equal importance is the way the tax burden is apportioned among 
the State's taxpayers. It is entirely possible for a frugal State 
to raise a relatively modest total tax revenue in such a way as to 
impose a harsh burden upon a few taxpayers while leaving others 
virtually untouched by the tax collector. Under such circum­
stances the taxpayers who find themselves liable for the major 
support of State and local services may derive little consolation 
from the fact that those services are relatively inexpensive. They 
may look with favor upon less frugal States where a heavier tax is 
distributed with greater evenness over a larger group of tax­
payers. 

These are the kinds of comparisons which are implied in tax 
equity appraisals. .At best difficult to define, tax equity means in 
an abstract way that no taxpayer or group of taxpayers shall be 
required to bear a disproportionate share of the total tax burden. 
Just what constitutes a disproportionate share depends upon the 
value judgments by which the apportionment is made and justifi,ed 
and complete agreement is probably impossible of attainment, as 
is evidenced by the large differences in tax structures-and sup­
posedly tax incidence-found in the several States. 

Table 3 shows a rough distribution of State and local taxes by 
source in New Jersey and in four other industrial States. New 
Jersey stands out in the comparison in five principal ways: 

First, as a "property tax State," New Jersey derives 
two-thirds of all non-payroll State and local taxes from 
this source-compared with 56 per cent in Massachusetts 
and Connecticut, 49 per cent in N ew York and 44 per cent in 
Pennsylvania. 

Second, as an "easy tax State" for individuals, New Jer­
sey derives less than 2 per cent of its taxes as direct taxes 
upon individuals and less than 9 per cent from indirect 
taxes upon individuals. In contrast, direct and indirect 
taxes upon individuals provide 26 per cent of the total in 
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New York, 21 per cent in Pennsylvania, 20 per cent in 
Massachusetts and 18 per cent in Connecticut. 

Third, as a "highway user" tax State, New Jersey de­
pends upon gasoline and motor vehicle taxes for 12 per 
cent of its State and local tax revenues-less than the 15 
per cent in Pennsylvania and the 13 per cent in Connecticut, 
but more than the 9 per cent in ]\fassachusetts and 8 per 
cent in .New York. 

Fourth, as a "selective business tax" State, New Jersey 
derives les~ than 2 per cent of its State and local tax revenue 
from general corporate business-as compared with 16 per 
cent in Pennsylvania, 12 per cent in :Massachusetts, 10 per 
cent in New York and 8 per cent in Connecticut. 

Fifth, as a "utility tax State, " New Jersey collects more 
than 6 per cent of its State and local taxes from non-general 
property taxes upon railroads and public utilities-as com­
pared with 3 per cent in Connecticut, 2 per cent in New 
York and 1 per cent in Massachusetts and Pennsylvania. 

The distribution of taxes as shown in Table 3 is admittedly 
rough because the line between taxes upon individuals and taxes 
upon business is not always as sharp as it may at first appear and 
each State imposes certain taxes which apply to both. For ex­
ample, a large family of taxes upon sales and activity are com­
monly assunled to rest upon individuals as consumers, but they 
are paid in part by business and they are regarded by business as 
obstacles in their trade channels. Other taxes such as those upon 
the gross receipts of utilities are assum'ed to rest upon business, 
but they are paid in part by individuals as increased charges. To 
the extent that all of these taxes affect trade patterns, they are in 
fact taxes upon business activity which must be reckoned at either 
end of the trade transaction. Property taxes as they are applied 
rest upon all taxable property without distinction as between busi­
ness property and property owned by individuals for their per­
sonal use. 

In the final analysis all taxes are paid from the economy of the 
State and the major policy decision is one of determining just 
where the economic stream can be tapped with the least harmful 
effect. 
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TABLE 3 
COllPARATIVE SOURCES OF STATE AND LOCAL TAXES (EXCLUSIVE OF UNEMPLOYMENT 

IN NEW JERSEY AND FOUR OTHER STATE8-1948-19495 
COMPENSATION TAXES) 

(Amount ot Tax-MUlionl of Dollara) (Per Cent Distribution of Total Tax) 

Direct Taxes Upon Individuals: 
Personal income .........•..••...••.••... 
Polls ........•..............••.•.••...•• 
Inheritance and estate .................. . 

$0.1 
10 

New 
York 

$161 

27 

$36 
1 

24 

Connect­
icut 

$6 

Massa­
chusetts 

$43 
3 

11 

New 
Jersey 

1.9% 

New 
York 

8.5% 

1.4 

Pennsyl­
vania 

4.2% 
.2 

2.8 "2.9% 

Masla­
chuletta 

7.7% 
0.5 
2.0 

SUb-total $10 $188 $61 $6 $56 1.9% 9.9% 7.2% 2.9% 10.3% 

Taxes 

Amusement ...........•... _....•......... 
racing ................•.... 

$15 
18 

10 

$1373 
69 
52 

IS 

45 

$52 
41 

14 
8 

$15 
8 
7 

. 'ii9 
21 

5 

8 

"il:i% 
3.5 

2.0 

7.2% 
3.6 
2.7 

0.2 

2.4­

1.6 
1.0 

7.4% 
4.0 
S.5 

"3:5% 
3.9 
0.9 

"i:i; 
Sub-total ..•....................... $48 $308 $115 ,$31 $53 8.6% 16.2% 13.50/0 14·9% 9.7% 

<:;.:) 
o 

Taxes Upon Motor Vehicles and Motor Fuel: 
Gasoline tax .. . ...•.............•..•.• 
Motor vehicle drivers' licenses ......• 
Motor vehicle •...................• 

$30 
32 

$84 
68 

$78 
50 

$18 
9 

$24 
11 
14 

6.0% 
6.4 

4.4% 
3.6 

9.2% 
5.9 

8.5% 
4.6 

4.4% 
2.0 
2.5 

SUb-total $62 $152 $12& $27 $49 12.4% 8.0% 15.1% 13.1% 8.9% 

Taxes Upon Business: 
Corporation taxes and fees .•............. 
Stock transfer ..........••..•.••........• 
Unincorporated business .•....•.•......... 
Miscellaneous licenses •.............•...• 
Business gross receipts .......•........... 
Soverance ................... . 
Railroads, buses, and public 
Insurance taxes (ine!. agents 
Banks and financial businesses ..........• 

$9 

334 
8 
2 

$184 
18 
16 

643 

35 
7 

..... 1 

$1322 
0.1 
5 
5 

1 
l() 

15 
4 

$16 

1 

5 
6 

1 

$66 
.3 

4 
9 
2 

1.7% 

6.5 
1.6 
0.4 

9.7% 
1.0 
0.9 

3.4 

1.9 
0.3 

15.5% 

0:6 
0.6 
0.1 

1.2 
1.8 

.5 

7.5% 

0.3 

2.5 
2.8 

12.0% 
0.1 

0.7 
1.7 
0.3 

SUb-total ......................... . $51 $324 $172 $27 $821 10.3% 17.1% 20.4% 13.1% 14.9% 

Property ......................•... $:134 $371 $115 $309 66.8% 48.3% 
0.5 

43.8% 55.90/0 56.2% 

SUb-total ..................•...... $334 $929 $371 $115 $309 66.80/0 48.8% 43.8% 55.9% 56.2% 

Total ..............•.•............ 
1 Included in corporation 

$300 $1,901 $847 $206 $549 

2 Exclusive of $15 million of 
8 New York City only. 

taxes collected in 1949. 

4 Exclusive of $12.1 million 
II Property taxes for 1948, 3 
Source: Oommerce Clearing 

property taxes assessed upon Class II RailrOad property. 
for fiscal years ended in 1949. 
Systems" (1949 Edmon) and State Reports. 

100.0% 100.0% 100.0% 100.0% 100.0% 



TAXES UPON INDIVIDUALS 

New Jersey taxes which clearly rest upon individuals as such 
include a negligible amount of poll taxes (in municipalities) and 
inheritance and estate taxes. As shown in Table 3, thes,e taxes 
totaled $10.1 million to account for 1.9 per cent of all State and 
.local taxes in 1948-1949. Connecticut which has a similar tax 
structure in this respect derived 3 per cent of its total State and 
local taxes from the inheritance and estate taxes in 1948-1949. 
Massachusetts and N ew York supplement the inheritance tax 
with personal income taxes and Massachusetts assesses a sub­
stantial poll tax, with the result that direct taxes upon individuals 
provide about 10 per cent of all State and local taxes in those 
States. Pennsylvania assesses a substantial tax upon intangible 
personal property held by individuals and Philadelphia levies a 
personal income tax. 

But these are by no means all the taxes paid by individuals in 
New Jersey and in the other States for which the comparison is 
made. Within the category of indirect taxes, New Jersey indi­
viduals pay taxes when they buy such commodities as alcoholic 
beverages and cigarettes, or when they bet on the horses at pari­
mutuel tracks. New York and Massachus,etts apply these same 
indirect taxes upon individuals and derive approximately the 
same proportion of their State and local taxes from them as does 
New Jersey.1 Connecticut and Pennsylvania tax cigarettes and 
alcoholic beverages but derive no revenue from pari-mutuel racing. 

Within the category of indirect taxes upon individuals, how­
ever, New York City supplements the drinking, smoking and 
betting group with a general sales tax and a tax upon hotel rooms. 
Massachusetts applies a tax at 5 per cent upon meals selling for 
more than $1 and Connecticut applies a general sales and use tax. 
Pennsylvania applies amusement and soft drinks, taxes. The 
result is that whereas New Jersey obtains 8.6 per cent of its 
State and local revenues in this way, the other States obtain 
amounts ranging from 10 per cent of the total in Massachusetts 
to 16 per cent in New York. 

The largest taxes paid by many individuals who do not own 
real estate are those associated with their ownership and use of 
an automobile. For property owners, however, the major tax in 
New Jersey is their locally assessed general property taxes and 
their relative tax position as compared with other States depends 

1 New Jersey 8.6 per cent, New York 8.7 per cent, Massachusetts 8.9 per cent. 
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upon the incidence of local assessment practices about which no 
realistic generalization can be valid. 

TAXES UPON BUSINESS 

To an even greater extent than is true for individuals, the major, 
tax upon business in New Jersey is the locally assessed general 
property tax. "\Vhile business shares in some measure the "high­
way user" taxes, the only general business tax worthy of the 
name the corporation franchise tax which yields about $8 mil­
lion annually. Together with corporation organization fees, this 
tax causes corporate business as such to pay 1.7 per cent of all 
non-payroll State and local taxes. Unincorporated business in 
New Jersey is not taxed as such. 

Table 3 shows that in contrast to the New Jersey picture, Penn­
sylvania derives 15.5 per cent of its total State and local taxes from 
a 4 per cent corporation income tax and a franchise or capital stock 
tax of 5 mills per dollar of net worth. Massachusetts derives 12 
per cent of its total taxes from general corporations and applies 
a corporate income tax at 6.765 per cent and supplements it with 
a corporation excess (net worth) tax at .615 per cent. New York ap­
plies a 5.5 per cent corporation income tax which provides about 10 
per cent of all State and local tax revenue. Connecticut taxes cor­
poration income at 3 per cent to obtain 8 per cent of its total tax 
yield. 

Unincorpor~ted business is specially taxed in N ew York and 
Connecticut, but the yield from these taxes is modest, accounting 
for 1 per cent of all taxes in New York and 3/10 of 1 per cent in 
Connecticut. Massachusetts reaches unincorporated business 
under .its personal income tax at an effective rate of 1.845 per cent 
upon Income. 

While New Jersey is a favorable tax State for general business, 
it derives substantial revenues from special taxation of selected 
businesses. Railroads, public utilities, insurance companies and 
banks and financial businesses paid non-general-property State 
taxes amounting to $43 million or 8.6 per cent of all State and 
local taxes in 1948-1949. Although the figures are not entirely 
comparable, Table 3 indicates special taxation of such companies 
amounting to 2.2 per cent of all taxes in N ew York, 5.6 per cent in 
Connecticut, and 2.7 per cent in Massachusetts. 
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INTERNAL TAX EQUITY 

Granted this setting of any State tax system in its Federal en­
vironment and subject to the competitive influence of other States, 
there remains a most important area of internal tax equity to be 
considered. Thus far we have been discussing the tax problem in 
total, rather than in terms of the effect on specific taxpayers, inso­
far as taxes are concerned. Even as to individuals, the data pre­
sented show the relative tax burden of the statistical man rather 
than the real man. Whether or not the State is ready to make all 
the adjustments required, it is certainly desirable to review our 
internal tax equity, that is, the treatment of various taxpayers 
under any given tax law, and the treatment of various taxpayers 
under the combined effect of all of our tax laws within the State. 

The New Jersey tax system, as this Com'mission has remarked 
on previous occasion, requires nothing for the support of State 
Government from the individual beyond the taxes included in 
selected commodities he may consume. Business on the other 
hand is required to pay a considerable variety of taxes, depending 
upon the character of the business in the form of special franchises 
and property taxes of one kind or another. This includes the cor­
poration franchise tax of general business corporations, special 
taxes on public utilities, insurance companies, railroads and buses, 
on banks and financial businesses, and miscellaneous lesser levies. 
These are all special or selective taxes. The only broad based gen­
eral tax levied in the State of New Jersey is the general property 
tax. 

A key feature of the New Jersey tax system is that we rely more 
completely upon the general property tax than any other industrial 
State. 
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CHAPTER II 

THE NEW JERSEY TAX STRUCTURE 

SOURCE OF STATE AND LOCAL TAX REVENUE 

All State and local taxes in New Jersey amounted to about $592 
million in 1949. This total included about $72 million of payroll 
taxes dedicated for the payment of unemployment compensation 
and cash sickness benefits and $520 million of taxes for all other 
State and local purposes. 

A comparison of pre-war and post-war experience indicates that 
the total amount of State and local taxes increased 51.1 per cent 
from $392 million in 1939 to $592 million in 1949. Within this over­
all increase of $200 million, unemployment compensation taxes in 
1949 were $28 million above the 1939 level and taxes for other pur­
poses increased by $172 million. 

General Property Tax 

The keystone of the New Jersey tax structure is the general 
property tax. As shown in Table 4, taxes assessed to general 
property other than railroad property totaled $344 million in 1949 
to account for 58 per cent of all State and local taxes and 66.1 per 
cent of all non-payroll taxes. These are the taxes which rest upon 
real estate, tangible personal property and intangibles of insurance 
companies in the following proportions: 

Amount of Tax Per Cent 
(millions) Distribution 

Real Property (Land and Buildings) $292.5 85.0% 
Tangible Personal Property: 

Household goods .......................... 7.5 2.2 
Farm stock and machinery ............... 0.7 .2 
Business inventories ...................... 22.4 6.6 
Other Business tangibles ................. 16.0 4.6 

Total Tangible Personalty............ $46.6 13.6% 
Intangibles of Insurance Companies........ 4.9 1.4 

Total General Property Tax Exclusive 
of Railroad Property .........•..... $344.0 100.0% 
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TABLE 4 

NEW JERSEY MAJOR SOURCES OF STATE AND LOCAL TAX REVENUE 

1939-1949 

Millions of Dollars -, Per Cent Distribution 

Tax Source 1939 1942 1946 1949 1939 1942 1946 1949 

W 
~ 

General Property (exclusive of Railroad) .... 
Railroad Taxes ................................ 
Pubilc Utility Gross Receipts and Franchises .. 
Corporation Taxes: 

Corporation franchise ....................... 
Insurance .................................... 
Financial business ........................... 
Bank stock .................................. 

$250.0 
18.6 
13.0 

2.0 
4.4 

.6 

$.250.5 
18.5 
16.3 

1.7 
5.0 

.8 

$266.6 
16.7 
19.8 

7.0 
5.7 

1.4 

$344.0 
16.4 
28.3 

8.0 
7.4 

.4 
1.8 

63.8% 
4.7 
3.3 

.5 
1.1 

.2 

58.7% 
4.3 
3.8 

.4 
1.2 

.2 

59.2% 
3.7 
4.4 

1.6 
1.3 

.3 

58.1% 
2.8 
4.8 

1.4 
1.3 

.1 

.3 

Total Corporation ...................... 
Inheritance and Estate ....................... 
Selective Consumption Taxes: 

Alcoholic beverages ......................... 
Cigarettes ................................... 
Motor fuel (gasoline) ........................ 

$7.0 
$6.9 

8.6 

23.3 

$7.5 
$6.4 

11.0 

20.2 

$14.1 
$7.6 

13.2 

21.4 

$17.6 
$9.5 

14.8 
17.7 
30.0 

1.8% 
1.8 

2.2 

5.9 

1.8% 
1.5 

2.6 

4.7 

3.1% 
1.7 

2.9 

4.7 

3.0% 
1.6 

2.5 
3.0 
5.1 

Total Selective Consumption Taxes '" 
Pari-Mutuel Racing ........................... 
Motor Vehicle and Drivers' Licenses ......... 
Payroll (U. C.) Taxes ......................... 
All Other ...................................... 

$31.8 

$20.4 
44.0 

.3 

$31.2 

$23.9 
71.9 

.3 

$34.6 
$3.6 
23.7 
63.6 

.2 

$62.3 
$9.9 
32.2 
71.7 

.2 

8.1% 

5.2 
11.2 

.1 

7.3% 

5.6 
16.9 

.1 

7.7% 
.8 

5.3 
14.1 

10.5% 
1.7 
5.4 

12.1 

Total-All Taxes ...................... $391.8 $426.7 $450.6 $592.2 100.0% 100.0% 100.0% 100.0% 



Although the relative position of non-railroad general property 
taxes decreased from 64 per cent of all State and local taxes in 1939 
to 58 per cent of the total in 1949, they accounted for $94 million of 
the $172 million increase in all non-payroll taxes. However, the 
1939 total included property taxes assessed upon intangibles which 
were exempted by legislation adopted in 1945. The total amount 
of property taxes upon intangibles in 1939 was not reported sepa­
rately from the property taxes assessed upon other classes of 
property, but estimates by the COlnmission on Taxation of In­
tangible Personal Property indicated that the total did not exceed 
$3 million in 1944.1 Upon this basis it would appear that 

The increase in non-railroad general property taxes as presently de­
fined was only slightly less than $100 million between 1939 and 1949. 

Taxes on Railroads and Other Pu,blic Utilities 

Public utilities are important taxpayers within the New Jersey 
tax structure. Railroads and other public utilities were the source 
of almost 8 per cent of all State and local taxes for 1949. Within 
this category, railroad taxes amounted to $16.4 million and taxes 
measured by gross receipts of other utilities totaled $28.3 million. 

Railroad taxes in 1949 were about $2 million less than the total 
assessed in 1939. This reduction was largely the result of railroad 
tax legislation enacted in 1941 as a solution to the problems of 
large-scale railroad tax delinquencies which developed during the 
preceding decade of depression as well as in recognition of the 
apparent rail road tax inequities "which had been a continuing 
subject of litigation for more than a half century. Adoption at 
that time of an income factor, together with a fixed property tax 
rate at $3 per $100 as a measure of railroad tax caused the total tax 
to reach a maximum of $24 million in 1943 when "railroad earnings 
were at their war-time peak, but also permitted it to drop to $15 
million in post-war 1947. Adoption of the new State constitution 
in 1947 meant that railroad property taxable for local purposes 
would be taxed at local general property tax rates. Subsequent 
legislation adopted in 1948 recognized the established State policy 
of lessening reliance upon railroad taxes, reducing the amount of 
railroad taxes for State purposes to offset the increased taxes for 
local purposes as they were indicated at that time. The result is 
that approximately three-fourths of all railroad taxes are now as­

1 New .Jersey Commission on Taxation of Intangible Personal Property, Report, 
March 26, 1945, p. 17. • 
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sessed upon Class II railroad property taxable for local purposes 
and at local general property tax rates. 

Taxes upon the gross receipts of non-railroad utilities -are, in 
fact, the sum of two separate taxes. The first of these, the fran­
chise tax, applies at 5 per cent upon the gross receipts of utilities 
having lines or mains located in, on, or over streets, highways and 
other public places. In 1949 it reached 153 companies (street, rail­
ways, gas and electric, water, telephone and telegraph, district 
telegraph and sewer) who paid taxes totaling $14.2 million. Repre­
senting a "natural growth" in tax base, the franchise tax increased 
from $7 million in 1939 to $14.2 million in 1949 without any change 
in the 5 per cent tax rate. 

The second tax upon the gross receipts of public utilities applies 
at the State-wide average general property tax rate to gross re­
ceipts of street, railway tractions, gas and electric and power com­
panies using the public streets, roads, highways and other public 
places. This tax is paid in addition to the franchise tax and is in 
lieu of local taxes upon the personal property owned by the utili­
ties. In 1949, 28 companies paid a total of $14 million to repre­
sent an increase of 133 per cent over the $6 million collected from 
this tax in 1939. As contrasted with the flat rate franchise tax, 
this increase was due only in part to "natural growth" in the tax 
base and in part to changes in local tax rates which averaged $4.61 
per $100 valuation taxable in 1939 and $6.14 per $100 valuation tax­
able in 1949. 

Corporation Taxes 

Corporation taxes provided $17.6 million, or 3 per cent, of all 
State and local taxes in 1949. In addition to the general corpora­
tion franchise tax, this group includes specialized taxes applicable 
to banks, financial businesses and insurance corporations (other 
than selective property taxes upon intangibles of insurance 
companies) . 

The general corporation franchise tax yielded $8 million in 1949 
and accounted for slightly less than one-half of all corporation 
taxes and for 1.4 per cent of all State and local taxes. Largely as a 
result of legislation effective in 1946 which substituted a net worth 
tax for an ineffective and erratic tax upon capital stock, the gen­
eral corporation tax in 1949 was four times the $2 million assessed 
in 1939. However, the change was accompanied by abandonment 
of the general property tax upon intangible personal property and 
the resultant elimination of the threat of "tax lightning" assess­
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ments against intangibles of corporations and individuals alike. 
The maximum rate of taxation is 8/10 of 1 mill per dollar of net 
worth of corporation taxpayers. 

Special corporation taxes applicable to insurance companies and 
measured by gross premiums provided only slightly less tax 
revenue than was derived from the general corporation franchise 
tax. Amounting to $7.4 million in 1949, these taxes increased 68 
per cent since 1939. 

Other special corporation taxes included the bank stock tax and 
the companion tax upon financial businesses. Each of these taxes 
applied at the rate of 3/4 of 1 per cent, as compared to the 8/100 
of 1 per cent basic rate at which general business corporations are 
taxed upon a comparable tax base. The bank stock tax increased 
three-fold between 1939 and 1949 when it amounted to $1.8 million 
or 3/10 of 1 per cent of all State and local taxes. The financial 
business tax was adopted in 1946 as a means to protect the con­
stitutionality of the bank stock tax under the Federal rule provid­
ing that shares of national banks cannot be taxed at a rate exceed­
ing that imposed upon other moneyed capital used in competition 
with the business of national banks. This enactment was neces­
sitated by the exemption of intangibles from the general property 
tax in 1945. The tax yield from the financial business tax was less 
than $400,000 in 1949 when it represented 1/10 of 1 per cent of all 
State and local taxes. 

Inheritance Taxes 

A fortuitous and unpredictable source of tax revenue, inherit­
ance and estate taxes amounted to $9.5 million in 1949 to repre­
sent 1.6 per cent of all State and local taxes. Totaling $6.9 million 
in 1939, the annual total of inheritance and estate taxes has varied 
since that year by such extremes as $5.4 million in 1941 to $15.8 
million in 1947. 

Selective C01zsumption Taxes 

Although the sales tax is an anathama in New Jersey, the State is .. 
not without its taxes measured by commodity sales. Taxes upon 
the sale of alcoholic beverages, cigarettes and gasoline totaled $62 
million in 1949 to represent almost 10.5 per cent of all State and 
local taxes. Revenues derived frOlTI these selective sales taxes 
increased by more than $30 million between 1939 and 1949. 
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Adopted in 1948, the cigarette tax was applied for the first time 
in 1949 when it yielded $17.7 million. Of this amount some $1.5 
million represented a non-recurring windfall derived from the 
taxation of cigarette inventories on hand when this tax became 
effective so that the tax which would be derived in another year 
with sales at the 1949 level is appro~imately$16 million. New 
Jersey is now one of forty States which taxes cigarette sales and 
one of twenty-six cigarette tax States which apply a rate as low 
as three cents per package. 

Gasoline sales are taxed in every State and New Jersey is one of 
five States which have maintained a tax rate as low as three cents 
per gallon. Without any change in tax rates, the gasoline tax 
totaled $30 million in 1949 as compared with $23.3 million in 1939. 
About 5 per cent of all State and local taxes are derived from this 
tax. 

Alcoholic beverage taxes increased from $8.6 million in 1939 to 
$14.8 million in 1949. 

Pari-Mttltlel Betting 

The tax upon pari-mutuel betting at horse racing tracks is among 
the newcomers to the New Jersey family of taxes. Applicable for 
the first time in 1948, this tax yielded $9.9 million in 1949 to account 
for 1.7 per cent of all State and local taxes. The measure of the tax 
is the amount of contributions to all pari-mutuel pools at every race 
track. The rates are 6 per cent on $40 million or less and 7 per 
cent on all over $40 million, plus" breakage. " 

Motor Vehicle and Drivers' Licenses 

All motor vehicle and drivers' licenses totaled $32.2 million in 
1949 to represent 5.4 per cent of total tax collections. Together 
with the gasoline sales tax, this means that more than 10 per cent 
of all New Jersey taxes are associated directly with the ownership 
and operation of motor vehicles. With only modest changes in 
motor truck registration fees, the amount of vehicles and drivers' 
licenses evidenced a "natural growth" of more than one-half from 
the $20 million collected in 1939. 

For the registration period April 1, 1948 through }Vlarch 31, 
1949, the Division of :M~otor Vehicles reported total revenues of 
$31.2 million. Of this amount, $22 million was derived from regis­
tration fees; $7.4 million from various charges against vehicle 
owners, including the drivers' licenses; and $1.8 million in miscel­
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laneous bureau receipts, including $1.2 million in inspection fees. 
The $22 million in registration fees was derived as follows: 

Number of 
Amount of Fee Registrations 

Type of Vehiole (thousands) (thousands) 

Passenger vehicles ........................... $13,099 1,108 
Commercial vehicles ......................... 6,754 175 
Trailers .. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,217 24 
Omnibus vehicles ............................ 460 11 
Farm trucks ................................. 325 18 
Dealers' tags ................................. 93 3 
Others ........................................ 68 24 
"No fee" registrations ...................... . 15 

Total .................................. . $22,016 1,378 

Payroll (U.C.) Taxes 
Payroll taxes occupy a unique position in the State and local tax 

structure because they are rigidly segregated for the payment of 
unemployment and cash sickness benefits and are ill no way avail­
able for any other purpose. U. C. taxes collected are deposited in a 
special account in the Federal Treasury from which the State 
draws amounts sufficient to pay benefits. For these reasons there is 
some question that these taxes should be considered within any 
over-all appraisal of the general tax structure. They are largely 
in the nature of insurance premiunls paid by employees and em­
ployers to cover the contingency of unemployment. 

vVith these reservations, however, it must be recognized that pay­
roll taxes constitute a public charge for a public service and one 
which is in some measure within the control of the State and subject 
to interstate variation. New Jersey is one of two States which tax 
employees (1 per cent)1 as well as employers (2.7 per cent).l Pay­
roll taxes totaled almost $72 million in 1949 to account for about 
12.1 per cent of all State and local taxes. 

ADMINISTRATION AND DISTRIBUTION OF STATE 

AND LOCAL TAXES 

As shown in Table 5, taxes assessed for local purposes in New 
Jersey totaled $387.2 million in 1949 to account for 65.4 per cent of 
all State and local taxes. In contrast, taxes for State purposes in­
cluding State aid to local governments and payroll taxes for unem­
ployment compensation benefits totaled $205 million to account for 
34.6 per cent of all taxes. State taxes exclusive of payroll taxes 
totaled $174.7 million in 1949 as compared with $97.3 million in 
1939. 

1 Employees pay '4 of 1% for U. C., % of 1% for T. D. B. Employers pay basic tax 
of 2.7% for U. C. but experience rating reduced this to an average of .98% in 1949. 
Employers also pay '4 of 1% for T. D. B., which will also be experienced rated 
beginning in 1951. The tax is on the first $3,000.00 of annual earnings of each employee. 
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TABLE 5 

STATE AND LOCAL TAX STRUCT'GRl!J IN .:\EW JEHS:h;¥-19i.l9-1949 

in 'l'housantls of 

,...----193!;-9--~ ,----1942:-----.. 19-!6~--~ 

_11.1 "'u:<:.""O'l<l.­
..... >: 5[.;> O'lTax Source ~~ ~ ~E 

,,"c...
Municipally Administered: 


General Property (exe!. Rail ­
road) .........•..•...•....... $249,871 $!?ii{),548 $1:;,381 $:235,167 $11,234 $34:J,D72 


Poll and Dog Taxes .•......... 145 96 9t:l 46 


Total ...•............ '" $:2:-rO,016 $16,500 $233,417 $250,644 $15,381 $235,263 $266,67;) $11,234 $235,441 $S4Ac,QI8 $344,018 ;37.6% 47.4<;;; 


County Administered: 
Bank Stock ......•......•.•... $615 $615 $7S() $780 $l,:rr;j $1,:H3 $1,808 $1,808 194.(;% 194.0% 

State Administered: 
~ Public Utilities .............. . $16,319 $19,838 $28.26:) 117.8% 

Railroads ...........•••••••.. $10,3&11 $9,962 8,552 7,350 11,717 -55.3% 42.6 

Corporations: 
Corporation Franchise •..•... 1,937 1.T31 1,731 

Insurance •...•....••.•.••... 4,417 22 4,002 4,761 231 2(;3 (',85:3 fi8.1 ti3.3 158.4 

Financial Business •..•.••... 

Miscellaneous •.••.•..••.•.. 


Inheritance and Estate ......•. 6,915 6,588 327 6,416 6,137 279 458 401 i),'.8 88.5 22.6 
Alcoholic Beverage ..........•. 8,634 8.634 11,020 11,020 
CIgarettes •.•......•...•••... , 
Pari-Mutuel Betting ... , .. ,.,' 32 32 
Motor Fuel ...•.•••..•... , •... 20,159'" 20,159 29.1 29.1 
Motor Vehicle and Drivers' Li­

censes, etc. • •.. ', •.••••••... 20,3;);) 23,937 32,187 58.1,) .• 731 
-'~'147All Otl'ler ..•••.•.•••......... 176 91 ISO 95 62 107 69 21i.9 -24.2 


Payroll (U.C.) Tax ......... .. 43,978 71,927 63,647 71,699 63.0 


Total .•.....•.•.•..... , $141,254 $119,414 $21,840 $175,227 $149,751 $25,376 $182,1i09 $11J4,538 $27,971 $246,162 $205,085 $41,377 74.5% 71.7% 8D.fi(/( 

Grand Total-All Taxes .. $391,&'15 $136,013 $255,892 $426,651 $165,132 $261,519 $450,557 $lGG,035 $284,522 $592,288 $205,08;) $a~7,20;: ;'1.1';'. 50.S'/r Glo3'/;, 

1 State school ns"essed railt'ond~: 10('al plll'jlo~e taX('H I'l'l/ll('('d a,·,·ording-I>'. 
Source: Nf'w Treasury, 



Taxes Administered by Municipalities 

Consistent with the emphasis placed upon local property taxes 
within the "New Jersey structure, the municipalities are responsible 
for administering taxes which provide a large portion of the total 
tax revenue. As administrators of all general property taxes 
except those upon Class II railroad property, municipalities as­
sessed taxes totaling $344 million in 1949 to account for 58.1 per 
cent of all State and local taxes. In addition to the general prop­
erty taxes, municipalities assess poll and dog taxes amounting to 
only $46,000 in 1949. 

Although the amount of municipally administered taxes in­
creased only 38 per cent between 1939 and 1949, the amount avail­
able for use of local governments increased 51 per cent. This 
condition resulted from withdrawal by the State from general 
property taxes assessed in 1939 for State school aid and to amor­
tize the veterans' bonus bonds from World War I. In contrast with 
1939 when these State purpose property taxes accounted for $17 
million of the $250 million of municipally administered taxes, the 
1949 total of $344 million ,vas available in its entirety for local 
purposes. 

As local tax administrators, municipalities assess property taxes 
for counties and local school districts as well as for their own use. 
Furthermore, the municipalities are responsible for full payment 
of all county and school taxes with the result that all revenue losses 
associated 'with tax delinquencies are absorbed into the municipal 
share of the tax. Under municipal cash basis budgeting as it ap­
plies in New Jersey, the contingency of uncollected taxes is met by 
anticipating delinquencies and delinquent tax collections according 
to experience of the past year and assessing taxes sufficient to 
cover the difference between them. 

For purposes of distribution, locally assessed general property 
taxes and State assessed taxes upon Class II railroad property are 
inseparable. Class II railroad taxes are collected by the State and 
paid to the municipalities where they become part of the aggregate 
amount of property taxes for local distribution. In 1949 the Class 
II railroad taxes amounted to $11.7 million. Added to the $344 
million of locally assessed property taxes, this means a total of 
$355.7 million for distribution in 1949 as follows: 
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Amount of Ta''C Per Cent 
(m'illions) Dis tribution 

Municipalities (including net reserve for un­
collected taxes) ........................... $147.3 41.4% 

County (including district court and county 
library) .................................... 68.9 19.4 

Local school districts (including regional 
high schools............................... 139.5 39.2 

Total .................................. $355.7 100.0% 


Taxes Administered by Counties 

Counties in New Jersey playa minor role in the administration 
of State and local taxes. The only county administered tax is the 
bank stock tax which amounted .to $1.8 million in 1949 to represent 
0.3 per cent of all State and local taxes. For all practical purposes 
the bank stock is self-assessed by the taxpayer. Banks and 
the counties serve as receiving agents in the collection of the tax 
which is divided equally between the county and the municipality 
in which the bank is located. 

State Administered Taxes 

Although the State administers taxes which account for only 
41.6 per cent of all State and local taxes, it is responsible for almost 
all non-property taxes for both State and local purposes. As 
shown in Table 5, the $246.4 million of State administered taxes 
in 1949 included $41 million of taxes for local purposes and $71.7 
million of payroll taxes for unemployment compensation and cash 
sickness benefits. In part, as a result of legislative changes, and 
in part, as a result of increased prices and business activity, State 
administered non-property taxes have increased in relative im­
portance within an over-all increase of 51 per cent in all State and 
local taxes between 1939 and 1949. State administered in­
creased 74 per cent as compared with 38 per cent for municipally 
administered taxes. State administered taxes for local purposes 
increased 89 per cent. The State derives no revenue from locally 
administered taxes, but it administers 10 per cent of all local tax 
sources in addition to providing State a!ds from State tax sources. 

The principal local taxes assessed by the State are those upon 
'4 	 the gross receipts of public utilities and Class II railroad taxes.. 

Utility gross receipts taxes amounting to $28 million in 1939 are 
assessed by the State and apportioned among the municipalities for 
local collection according to the location of scheduled property of 
the utility taxpayers. State costs incurred in the administration 
of utility taxes and paid directly to the State are deducted from 
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the alnount apportioned to municipalities. In contrast, the local 
upon Class II railroad property is both assessed and collected 

by the State and paid to the municipalities where the property is 
located without deduction for administrative costs. Class II rail ­
road taxes are assessed at local property tax rates upon valuations 
datermined by the State. 

Other State administered local taxes include the net ·worth tax 
upon financial businesses ($356,000), 5 per cent of the resident in­
heritance taxes ($401,000), one-half of automobile fire insurance 
prenliunls taxes ($571,000), and the outdoor advertising' tax, less 
administrative cost ($69,000). Totaling $1.4 million in 1949, these 
State taxes were made available in various ways for 111unicipal and 
county purposes. 

'Vell over half of all taxes for State use are designated for special 
purposes. These include payroll taxes for unemployment com­
pensation and cash sickness benefits, highway users' taxes, taxes 
upon foreign fire insurance companies for the New Jersey Fire­
men's Home and the Firemen's Association, and one-eighth of 
foreign automobile insurance company taxes for the State Police 
retirement fund. Altogether these special purpose taxes totaled 
$134.5 million in 1949 to account for 65.6 per cent of the $205 
111illion of all State purpose taxes. This Ineans that only $70.5 
nlillion, 01' 34.4 per cent of all State taxes were clearly available 
for general State purposes, including the paynlent of State aid 
to local governments, as indicated below: 

Amount of Tax of All State 
(millions) Purpose Taxes 

Special Purpose Taxes: 
Payroll taxes ....... . . . . . . . . . . . . . . ... $71.7 35.0% 

Highway users' taxes ..................... 62.3 30.4 

Foreign fire insurance taxes (for Fire-

men's Home and Firemen's Association) .41 
One-eighth of foreign auto insurance ~ 

taxes! (for State Police retirement fund) .1J . 

Total Special Purpose Taxes ......... $134.5 65.6o/c 

All Other State Purpose Taxes....... 70.5 34.4 


Total State Purpose Taxes ........ .. $205.0 100.0% 


! One-h? l.f of foreign automobile insurance taxes are paid to county police pension 
fund and municipal police and firemen's pension fund (shown in Table 2 as local pur­
pose taxes)-three-eighths of tax is paid to general state fund. .. 

State taxes associated with highway use in 1949 were divided 
almost equally between gasoline tax at 3 cents per gallon ($30 
million) and motor vehicle and drivers' licenses ($32.2 million). 
,Yhile nominally dedicated for highway purposes, these taxes have 
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proYided revenues in,excess of highway expenditures, thus making 
it possible to use them to finance other State services. 

The hvo largest State taxes for general purposes are those upon 
alcoholic beverages and cigarettes. These taxes upon selective 
cOlnnlodities totaled $32.5 million in 1949 to provide 15.9 per eent 
of all taxes for State purposes and 46.1 per cent of all general pur­
pose State taxes. Alcoholic beverage taxes increased 71 per cent 
fron1 $8.6 rnillion in 1939 to $14.8 million in 1949. The cigarette 
tax is a new addition to the N e,v .Tersey tax structure and was col­
lected for the first time in 1949. 

Taxes upon pari-mutuel betting were the source of $9.9 million, 
01' 14.0 per cent of all general purpose State taxes in 1949. An­
other newcomer into the New Jersey family of taxes, pari-mutuel 
taxes were applied for the first time in 1942. 

Inheritance and estate taxes have for nlany years been a tra­
ditional but somewhat erratic source of State revenue. In 
1949 these taxes totaled $9.5 million and the State's share of $9.1 
million represented 12.9 per cent of all general purpose State taxes. 

General corporations paid State taxes amounting to $8 million 
in 1949. Insurance companies and railroads provided another 
$12 million of State tax revenues to bring the total of clearly busi­
ness State taxes to $20 million. After adjustment for the small 
amount of insurance taxes dedicated for local and special State 
purposes, these business taxes provided 27.0 per cent of all taxes 
available for general State purposes. 

In summary, the structure of tax support for general State pur­
poses in New Jersey rests upon a foundation of cigarettes (25.1 per 
cent), alcoholic beverages (21 per cent), pari-mutuel racing (14 
per cent), inheritances (12.9 per cent), general corporations (11.3 
per cent), insurance companies (9.2 per cent), and railroads (6.5 
per cent). 

DISTRIBUTION OF STATE AND LOCAL TAXES AMONG TAXPAYERS 

Distribution as Between Business and Individuals 

1Yfost State and local tax measures in New Jersey can be segre­
gated more or less definitely as between those which apply to busi­
ness and those which apply to individuals. However, the presence 
of two major exceptions to this rule causes any reliable over-all 
separation of taxes to apply to less than one-half of the- total 
amount of taxes. First, local general property taxes upon real 
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estate represented about one-half of all State and local taxes in 
1949, and information is not available from which to apportion 
the·se taxes as between property owned for business purposes and 
property owned by individuals for personal use with any assur­
ance of accuracy. Secondly, in the same way the State gasoline 
tax amounting to 5 per cent of all taxes applies to business users 
as well as individuals and there is no clear way to separate them. 

Upon this basis Table 6 shows the approximate distribution of 
1949 State and local taxes as between business and individual 
taxpayers. The real estate and gasoline taxes totaling $322 mil­
lion are shown as mixed in their allocation. All other taxes total 
$270 million and are divided roughly as between $160 million of 
business taxes and $110 million taxes upon individuals. 

General property taxes assessed to business and individuals 
upon their real estate were the source of 75.6 per cent of all local 
purpose taxes in 1949. The 24.4 per cent of local taxes from 
sources other than real property totaled about $95 million and 
was deriveu largely from taxes upon business. Non-real estate 
local taxes upon individuals in 1949 amounted to $8 million of 
which $7.5 million represented general property taxes assessed 
upon household personal property. 

Some $44 million of local taxes upon business resulted from the 
taxation as general property of business tangible personal prop­
erty and the intangibles of insurance companies. Another $40 
million represented State administered local taxes upon railroad 
property and gross receipts of public utilities. Local taxes upon 
banks, financial businesses, automobile fire insurance premiums, 
motor bus excises, and billboards totaled $3.2 million. 

Taxes for all State purposes in 1949 included the $30 million of 
gasoline taxes applicable to business and individuals and $175 
million of other taxes apportioned roughly as between $73 million 
upon business and $102 million upon individuals. These totals in­
clude $71.7 million of payroll taxes derived $27.4 million from 
employees and $44.3 million from employers. 

State purpose taxes, exclusive of gasoline and payroll taxes, 
totaled $203.3 million of which approximately 27.7 per cent was 
paid by business and 72.3 per cent was paid by individuals. While 
$8 million of the business tax for State use was derived from the 
general corporation franchise tax, almost $12 million was obtained 
from selective business taxes upon railroads and insurance com­
panies. There is no State tax which rests upon unincorporated 
business as such. 
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TABLE 6 

DISTRIBUTION OF NEW JERSEY STATE AND LOCAL TAXES AS BETWEEN BUSINESS AND INDIVIDUATJ TAXPAYERS-1949 

(Millions of Dollars) 

,---~--Local Purpose Tax('s--, ..------Stat(~ Purpcse 'j'ax{'s- --, ,..--All State and Local Taxes------, 
'fax::Heasure Busiu('ss Individual Mixed Total Business Individual Mixed Total Business Individual Mixed ~rotal 

$292.5 $W2.5 $292.5 
........... $B9.11 $7.5 46.6 $7.5 

•• * •••••• 4.9 4.9 

Property (exclud· 
i+:o- ing rtailroad) ................ $44.0 $7.5 $292.5 $344.0 $-l!.O $7.5 $292.:> $:344.0 
-l 

$10.0 	 $4().O 

2.7 	 2.7 
.4 .4 

H.8 
17.7 
g.9 

30.0 
9.0 2:3.2 23.2 

.1 .1 .1 
44.B 27.4 71.7 27.4 

........................... $292.5 $387.2 $592.2 
Distribution ..... .. 75.0% 100.0% 100.0'/0 

allproxillla te Iwrcen tage 



Taxes Paid by Business-General Property Taxes 
As the largest tax paid by general business in New Jersey, the 

local general property tax applies to the assessed valuation of 
business tangible personal property and real estate at the same 
tax rates at which non-business property is taxed. Property taxes 
upon such business tangibles as inventories and machinery and 
equipn18nt represented 10.8 per cent of a1110cal property taxes in 
1949. vVhile the reported amount of property taxes resting upon 
real estate is not divided as between business property and non­
business property, it is COlllmon knowledge that business is a 
large real estate taxpayer. 

In 1949 a salnple of 5,600 business corporations reported assessed 
valuations of land amounting to about 8 pel' cent of the taxable 
value of all lands and building's in the State. These same corpora­
tions reported assessed valuations of tangible personal property 
representing' 28 per cent of all business tangibles assessed for 
taxation. Upon this basis rough estimates indicate that business 
real estate represents something like $1,400 million of the $4,851 
million total real estate assessed for taxation in the State. Con­
centration of business real estate in nletropolitan taxing districts 
suggests that business real estate probably accounts for at least 31 
per cent of all general property taxes assessed to real estate. The 
C01n1nission recognizes that such an estimate is at best a most 
nebulous one but it feels compelled to point out that the largest 
business tax in Ne·w Jersey is the real estate tax. 

General property taxes applicable to special business include 
State assessed Class II railroad property and intangibles of in­
surance cOlllpanies. In 1949 these two classes of property ac­
counted for 4.2 per cent of the over-all general property tax base 
and 4.7 per cent of all general property taxes assessed. 

Upon this basis rough but conservative estimates indicate that 
the N ew ~Jersey general property tax rests upon business as fol­
lows: 

Business All Business as 
,-TaxpayeTs-,,---Taxpaym's--. .--% Of Total~. 
Valuation Tax Valuation1 Tax Valuation Tax 

(amounts in millions of dollars) 

Real estate ... '" . .......... . " .. " . $1,400 $90.0 $4,776 $292.4 29% 31%
~ ~ 

Tangible personal property .... 632 38.4 769 46.6 82 82 
Class II railroad property ..... 175 11.7 175 11. 7 100 100 
Intangibles of insurance com­

panies " ..... ~ ." ... " . " ............. 75 4.9 75 4.9 100 100 


Total-General Property .. $2,282 $145.0 $5,795 $355.7 39% 41% 

1 Net valuation taxable, after exemptions and deductions. 

48 



Outside the area of the general property tax a large portion of 
all business taxes in New Jersey rest upon selective businesses. 
These taxes include local purpose taxes paid by public utilities upon 
their gross receipts ($28 million in 1949) and by banks and 
financial businesses upon their capital ($2.1 million). Other selec­
tive business taxes are those upon insurance companies ($7.4 
million) and State purpose taxes upon railroads ($4.6 million). 

Taxes Paid by Indi'vidttals 

Individuals pay taxes in New Jersey only when they own prop­
erty, die, drink, smoke cigarettes, bet on horses or drive an auto­
mobile. Outside of these taxable activities, employed individuals 
may pay up to 1 per cent tax upon the first $3,000 of their annual 
wage, but this tax is largely in the nature of an insurance premium 
against the contingency of unemployment or sickness and is in no 
way a payment for general State and local governmental services. 

Individuals who own real estate are taxable upon its value as 
deternlined by local assessment and at local tax rates. While all 
individuals who own such tangible property as household furni­
tun~, objects of art and other personalty ar-e liable for taxation at 
local general property rates upon its value, this tax is assessed in 
a haphazard manner and for all practical purposes is nominally 
effective only as it applies to homeowners. Particularly in the 
larger cities, the household personal property tax is the source of 
considerable tax delinquency of a sort which costs Inore to collect 
than to write off, and for this reason receives little attention from 
local tax assessors. In Hudson County municipalities, the house­
hold property tax is not assessed at all. Outside of Hudson 
County nine municipalities with population in excess of 50,000 
(1940) reported 19 per cent of all household personal property tax 
assessed in 1949 as compared with 30.7 per cent of all non-railroad 
g-eneral property taxes. 

Aside from the general property tax only the gasoline tax and 
the motor vehicle fees bear any relationship to the benefits derived 
from State and local services and none of them can be termed 
measures of ability to pay taxes. It is entirely possible for in­
dividuals of substantial means to reside in New Jersey and pay no 
direct taxes for the support of State and local government. 

The extent to which individuals who are not reached by direct 
taxation are taxed indirectly is a matter of conjer-ture. The two 
taxes most often considered in this respect are the general prop­
erty tax upon rented homes and the public utilities tax measured 
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by gross receipts. In the case of the property tax upon rented 
homes, there can be no question that taxes enter into the costs 
taken into account by landlords in determining the amount of 
rental charges. HO'wever, taxes are but one of several factors in­
fluencing rentals and particularly in the face of rent controls, 
there is no clear indication that the tax rests entirely upon the 
renter or that a changed tax picture would bring any change in 
the level of rents. Gross receipts taxes paid by utilities are among 
the costs entering into rate determinations, but to the extent that 
such taxes are passed on to consumers, they apply to property 
owners and renters alike. Upon this basis there seems little basis 
for contending that discrepancies in direct taxes as between prop­
erty owners and renters are corrected by the application of indirect 
taxes. 
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CHAPTER III 

BUSINESS TAXATION 

A. PERSONAL PROPER'I'Y 

The taxation of personal property today bears the hallmark of 
the general property tax of which it is a part. To read the law, is 
to believe that personal property, that is, household goods, farm 
stock and machinery, industrial machinery and equipment, office 
furnitur'e and fixtures, raw materials, work in process, semi­
finished goods and finished goods, are all one and the same kind 
of land and buildings for purposes of taxation. The so-called 
General Tax Act talks in terms of the levy, assessment and collec­
tion of taxes on "real and personal property." It differentiates 
little between real property and personal property, between fixed 
personal property, such as machinery, and personal property held 
solely for purposes of resale, such as inventories of raw material, 
work in process, semi-finished goods and finished goods. The law 
does provide that the values of such inventories shall be de­
termined as the average value during the year, and it even exempts 
from taxation merchandise which is stored in a public warehouse. 
The law provides no assistance for determining the average value, 
and if any assessor is seeking to determine such an average value 
he would be a most rare case. 

'Vhile the law requires the ass,essment of personal property at 
100 per cent of its value, it is common knowledge that no assessor 
seeks to enforce the law as written. If he did, there would be a 
flight of such personal property as could be moved to more hos­
pitable soil. The experience rang,es all the way from a complete 
failure to assess one form or another of personal property to a 
reasonably full exploitation according to what the traffic will bear. 
Table 7 shows that of the 563 municipalities there are 543 which 
assess personal property in the form of household goods, 495 levy 
some assessment on business inventories and 491 on other busi­
ness personalty such as machinery and equipment. The table also 
shows that there is no significant difference in this regard between 
municipalities with low tax rates as compared to those with higher 

.tax rates. 
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}\Iore lllunicipalities are assessing personal property at the 
present time than were assessing it three years ago. In the case 
of business personalty the greatest percentages of municipalities' 
assessing this type of property occurs in those having a tax rate 
between $5.00 and $5.99. In the lowest tax rate group, that is, 
those having a tax rate under $3.00, only 77.8 per cent assess busi­
ness inventories, although 88.9 per cent of the municipalities 
assess other business personalty. Table 7 shows that over all 
there is a rather general use of the personal property tax, but it 
does not sho'w the extent to which the degree of use varies among 
municipalities. 

The Cmn1niss·ion's studies show that there is still ample room 
for" tax lightning" to strike in the field of personal property. 
The" lightning" strikes when an assessor who has been assessing 
personal property at only a small fraction of its true value sud­
denly and sharply increases ratio of his assessment to true 
value. He may do this for the current year and may even reach 
"omitted property" for hvo years back. So long as the assess­
ment does not exceed 100 per cent of true value there would be no 
legal recourse for protection. This is "tax lightning" to the 
taxpayer who is stricken. 

Three years ago this Col'wrnission declared: "The Commission 
believes that the present situation with respect to the tangible 
personal property tax is intolerable. .It also believes that some 
ne,,," manner of taxing this type of property must be adopted, and 
that the longer the present situation is permitted to continue the 
more difficult the r,eadjustment ,vill become." "Vhen this state­
ment was made the total amount of taxes assessed on business per­
sonal property was $28.6 million. In the three years which have 
elapsed this has ris,en to $38.4 million. In the short space of three 
years the tax assessed against business personalty has thus in­
creased 35 per cent while the tax assessed against general prop­
erty (excluding railroads) increased 28.7 per cent. 

Table 8 shows that tangible personal property represented 13.1 
per cent of the general property tax in 1949, but the tax on busi­
ness inventories and on other business personalty such as machin­
ery and equipnlent amounted to 10.8 per cent alone. By its very 
nature the personal property tax problem is thus primarily a 
problem in the taxation of business-in that business provides 
82.5 per cent of the yield. 
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TABLE 7 

TANGIBIJE PERSONAIJ PROPERTY 'VITHIN GENERAL PROPgR'l'Y TAX IN NEW JERSEY 

By MUNICIPALITIES ACCOHDING TO GENERAL PHOPERTY TAX RATES-1949 


in Thousands Dollars) 

Distribution by Tax Rate ----------­
Item Totals Under $3 $.3-$3.99 $4-$4.99 $5-$5.99 $6-$6.99 $7 or More 

1. Total number of municipalities ..... . ................. 563 9 26 70 159 150 149 


2. 	 No. of municipalities assessing tangible personal prop­
erty: 


A. Household goods ....... . ........................ 543 8 25 66 156 144 144 

B. Farm tangibles .......... . ...................... 336 6 18 57 92 82 81 

C. Business inventories ............................. 495 7 24 61 147 136 120 

D. Other business ..................... ... ... ..... 491 8 24 64 145 126 124 


3. 	 Per cent of all municipalities assessing tangible per­
sonal property: 


A. Household goods ............. . ............. . . 96.4% 88.9% 96.2% 94.3% 98.1% 96.0% 96.6%

c:.:n B. Farm tangibles .............................. . .. 59.7 66.7 69.2 81.4 57.9 54.7 54.4
W 

C. Business inventories ..... . .................... 87.9 77.8 92.3 87.1 92.5 90.7 80.5 

D. Other business ............................ 87.2 88.9 92.3 91.4 91.2 84.0 83.2 


4. Total general property tax assessed ... . ............ $355,689 $1,314 $3,329 $25,174 lj)124,348 $133,141 $68,383 


5. Tangible personal property tax assessed: 
A. Household goods ................. ............. . $7,478 $10 $63 $508 $3,674 $2,034 $1,190 

B. Farm tangibles .................. .......... . .. 687 14 26 133 208 134 171 

C. Business inventories ............ . ............... 22,436 292 146 1,514 5,623 10,911 3,949 


~D. Other busin~ss ... , ........ . ............. ... . 16,031 218 251 1,640 5,618 5,850 2,455 


$46,631 $534 $486 $3,795 $15,123 $18,929 $7,764 
6. 	 Tangible personal property tax as per cent of total 


general property tax: 

A. Household goods ........................ 2.1% 0.8% 1.9% 2.0% 3.0% 1.5% 1.7% 

B. Farm tangibles .................................. 0.2 1.1 0.8 0.5 0.2 0.1 0.3 

C. Business inventories . ........... . ......... 6.3 22.2 4.4 6.0 4.5 8.2 5.8 

D. Other business .................. ............ 4.5 16.6 7.5 6.5 4.5 4.4 3.6 


Total ........................... , .... ... ... 13.1% 40.6% 14.6% 15.0% 12.2% 14.2% 11.4% 
Source: New County Abstracts of Tax Rata1:>les, 



TABLE 8 

AMOUNT AND SOTJRCE OF GENERAL PROPERTY TAXES ASSESSED IN NEW JERSEY 

1946-1949 


(Amounts Rounded to Millions of Dollars) 

% Change % Distributio1l 
1946 1947 1948 1949 1946-1949 1946 1949 


~Real property ............................................... $227.2 $253.5 $274.1 $292.4 28.7% 82.9% 82.2% 
Railroad property " .................................. 7.41 6.51 12.1 11.7 57.4 2.7 3.3 
Tangible personal property: 

Ol (a) Household goods ..................................... 5.6 6.5 6.8 7.5 33.8 2.0 2.1
;J:>. 
(b) Farm stock and machinery ....................... 0.5 0.5 0.6 0.7 48.2 0.2 0.2 

(c) Business inventories ................................. 17.0 19.2 20.8 22.4 32.0 6.2 6.3 

(d) Other business tangibles ............................. 11.6 12.8 14.5 16.0 38.2 4.2 4.5 


Total-tangibles ............... . ................ $34.7 $39.0 $42.7 $46.6 29.8% 12.6% 13.1% 

Intangibles of insurance companies ....... . ............... 4.7 5.1 5.3 4.9 2.1 1.8 1.4 


Total general property tax ...................... $274.1 $304.1 $334.2 $355.7 29.8% 100.0% 100.0% 


1 Tax on Class II railroad property at 3 per cent and one-half railroad franchise tax included in general property tax for 
purpose of comparison with later years. 

Source: New Jersey County Abstracts of Tax Ratables. 



POTENTIAL ttTAX LIGHTNING" 

The Oommission has estimated that the book value of all tangible 
personal property used in business in New Jersey totaled at least 
$3 billion in 1949, an increase of 50 per cent over the $2 billion 
estimated for 1946. In contrast to this over-all estimate, the 
assessed valuation of business tangibles totaled $632.3 million. 
The difference between the total value and the assessed value­
$2,377 million-is today's measure of potential "tax lightning." 
It appears that full application of the general property tax law 
to all business tangibles throughout the State in 1949 would have 

\ 	 increased the assessed valuation of such property to about 3.8 
times what actually prevailed. Where" tax lightning" may strike 
and when depends upon the location of pressures upon local gov­
ernments for additional services within their restricted tax re­
sources. 

While there may be some basis for questioning the use of book 
value as indicative of true value, the differences in the case of 
tangible personal property are probably not large. Particularly 
in the case of business inventories, book value is perhaps as accu­
rate an indicator of market value or true value as can be obtained 
in the aggregate. In the case of assets of a more permanent or 
fixed nature, book values tend to understate the actual value in 
periods of high level prices such as the present. 

As of 1949, the conditions are estimated by Tables 9, 10 and 11 
which show: 

A marked disparity in the aggregate assessment ratio 
(ratio of assessed to book values) between buildings and 
improvements and tangible personal property. For the State 
as a whole, the former is 63.9 per cent while the latter is 21.7 
per cent. As among individual municipalities as well as 
among major classes of business, these variations are ex­
treme (Tables 9 and 10). 

A disgraceful inequality as among similar taxpayers not 
only in different parts of the State but even within the same 
municipality (Table 11). 
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TABLE 9 

GFlNERAL PROPFl!{'rY ASsI<~SS1'l'n~NT RA'l'TOS-By .MAJOR rrAXING JURISDICTION 

SAMPLI<; OI;' COHPORA'rlON FRANCHISE TAX 1{,ETURNS-1949 

(Amounts Rounded to Millions 

N"Wlll'k City Bu)"tllllle g\izail"t h l'att'I'Htlll Pu~~ai(' ('llllult-It Trl'lltoll 
il()()k Vaille of Property ill Hall1l!ie: 

............ $11.2 
" ......... ....... :17.2
~ 

~.. ................ U;),.'" ;).4 l:UJ 2U.:! :!7.1 2;).:1 27.0 


Total Book VuIlle ' ............... $:!07.1 $114.1 $1'.2 $:!0.1 $43.!i $·11.1) $40.2 $:18.8 


$O.!l $::.4 $4.7 $::'0 Ji'l.l 
1.7 4.2 6.6 (J.n 7,.-' 

................... W.s 2:1.1 .8 :1.7 4.7 :i.;t 7,:1 

CJ't Tlltal A~H('~se(l Value ., ............. $102.4 $62 ... $:\.:; $11.:l $1:J.!1 $Ifi.~ $W.:i $1:).7
c:::l') 

A~H"HHlll('lli Hutio for ~llllll'le: 

........... .,·I.W';' HH. ()7.:~(/'( s:U,',; 

............ 7.'(4 (j:;A iLl! 
................... :H.n 17.8 :11.:1 

Average A!lSeS8111pnt Ratios ...... , ...... 4!Ui% ..4.8'1< 40.8% 43.4% 48.6% 35.3'Yi) 

Yuille of All PropPl'ty: 

$4:l.:1 


U:l.n 
24.S 1;;.0 

'rotHl .\.;<>,p",wd Yaille of All Prop!'l·tyl $Hri().I; $:;77.0 $184.0 $l:m.;; $184.7 $H5.:t $l.fO.:; $ 1Ii2. 1 

of Total As!>e!:lsed: 
~, " ..... .................. 11. 7fA~ S.W,{ H.:F/r, 1!.!.;)f;{ l1.·V;' 


................. 1:;.0 14.2 i'i.1I n.:; 

................ .......... ;q.,~ :19.4 2lA .1 ·4:;.7 


AVI'I'age Per ('!~Ilt of All (:P1H'ral l'ropf'rt.l'l 1;'.0% HUi'1< 2.;)(/{, 8.1';:{, x.W';' l".W:/iJ l:tU f;1, 

1 ']'otal ill('hHjPS hou I'huhl :lIH1 farlll iall~il"(,R 


Source: Nt>\\' .h'Tsl'Y CIIl'p"l'atioll Fralldlil'l' 'l'lIx •r.,I'SI'Y ('UIIHt,\' ,\hstl'lIl'1s "I' Tax H:lt"bh·~ • 1:>1;1, 


, 

$000.0 $1,42(\.7 

$7:1.1 
1"1.0 
~6.!l 

$:121.0 $5G4.9 

35.4% 39.6% 

$:;.796.2 :f'ii,68:i.7 

7.4'fo H.l(l{; 

8.5% 



TABLE 10 

GENERAL PROPERTY ASSESSMENTS 

RA'l'lO OF ASSESSED TO BOOK VALm~S, BY MAJOR INDUSTRY 1948 

(A SAMPIJE OF 5,624 CORPORATION FRANCHISE T'AX RgrfURNS, 

(A mounts .Rounded to Millions of Dollars) 

Ct 
~ 

Mining 
and Manufac-

Quarrying turing 
Value of Pr,)perty in Sample: 

~U.} Land •••••....••....••.•...•••.•..... $939 
(b) Buildings and Improvements ••.•...•. 1,069 
. • Tangible Personal Property •••..•..•• 4,212 

Public Wholesale 
Utilities Trade 

$4,231 
8,002 

49,319 

$10,3.95 
15,174 
81,152 

Services 

$14,001 
29,016 
13,283 

Finance, 
Insurance, 

Iteal Estate 

$76,009 
109,888 

6,774 

Agriculture, 
For-

Construc­ estry, 
tion Fishing 

$714 
1,343 
2,065 

Not 
Reported 

$41,399 
68,136 

110,064 

Totals 

$191,1()'j 
412,522 
823,024 

Total Book Value ................ 
Assessed Value of Property in Sample: 

(a) Land ..•...............••....•••••... 
(b) Buildings and Improvements .......•. 
(c) Tangible Personal Property .......... 

$6,220 

$315 
374 

1,041 

$745,279 

$27,509 
88,401 
99,127 

$31,038 

$2,362 
9,174 
4,2:~6 

$61,552 

$2,691 
4,894 

10,763 

$106,721 

$5,566 
17,315 
24,401 

$M,390 

$6,273 
16,154 

5,364 

$193,mn 

$46,712 
74,485 

3,007 

$4,122 

$362 
507 
995 

$2,201 

$288 
534 
214 

$219,599 

$30,239 
51,855 
29,724 

$1,426,653 

$122,347 
263,693 
178,872 

Total Assessed Value ............ 
Assessment Ratio for Sample: 

(a) Land ..•....••••.•....•......•....... 
(b) Buildings and Improvements ...•..... 
(c) Tangible Personal Property 

U.760 $215,037 

a6.7(/~ 
35.0 
24.7 

$13,772 $18,348 $47,282 $27,71}1 

6:1.6% 53.5% 
61.2 114.1 
21.8 30.1 

$124,204 

60.8% 
67.8 
44.4 

$1,864 

50.7% 
87.8 
48.2 

$1,036 

64.4% 
72.7 
21.0 

$111,818 

73.0% 
76.1 
27.0 

$564,912 

64.0% 
63.9 
21.7 

Total Assessed to Book ..... . .•. 28.3% 28.9% 50.8% 29.8% 44.3% 49.3% 64.2% 45.2% 47.1% 50.9% 89.6% 

Corporations Sampled ..••.••••.. 31 1,513 
New Jersey CQrporation Franchise Tax Heturns, 1949. 

175 439 792 267 1,358 57 15 971 5,624 



TABLE 11 

PERSONAIJ PIWPER'l'Y ASSJiJSSl\UJNTS 

HA'l'lOS OF ASSESSED 'ro BOOK VALUES IN SE~VEN CITIES 

By ASSESSMENT ILVrIO 1948 SAM PLI'i 01,· COHPOHATION FRANCHISE RETUHNS, 1949) 

:'\,.\\ 
;\ (11111)('1' 

FtH1er 10% 

7fJ n:o 

nud 
Totul 

<:J1 
00 

.\ ~.4t·~'"'nlPlit
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:01 
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0 
0 
0 
0 

:\2. 

1 
~7 

4 

() 

n 
I) 

0 ,,,.0% S(). 

20.7</0 

n ... 
!f;1{};) 

0 
n 
0 
0 

11. 

s 

B:~ 

61.6% 

1 
$7 

r; 
71.4% 

ri 

Ha tio of a~~('s~ell value to hook vuluE'. 



The conclusion is this: 

Even assuming that personalty would not be assessed in 
excess of the going rate for realty-the figures still allow 
for" tax lightning" assessments to strike personalty on an 
average of up to THREE TIMES their present ratio of assessed 
to book value, and many could go a great deal higher. This 
is a thoro~tghly ~tnsound condition for any tax law-it is 
a hazardous if not intolerable position for any business. 

USE OF PERSONAL PROPERTY TAX 

The pexsonal property of includes its machinery and 
equipnlent, furniture and and its inventories. The prop­
erty as inventories may turn be divided into raw ma­
terials, in process, selni-finished goods and finished goods, 
in case of lnanufacturers. the case of wholesalers and 
retailers the inventories are normally knovvn as stock-in-trade. 
The extent to which this kind of property is novv taxed, as well as 
taxable, is shown in Table 9. That table shows how eight 

and all other municipalities in the State treat per­
sonal property of business. a point of COlnnlon comparison, 
the uses the book value of property as carried on the 

sonle 5,624 corporations. This is shown in the table as 
$191.1 million for land, $412.5 million for buildings and improve­
ments, $823.0 million for tangible personal property, through­
out the 

Of the total of $1,426.7 rnillion, $520.1 lnillion, or 1110re than a 
third of book value of all the used in business is ac­

largest cities. In the 
case property alone $207.6 million out of $823.0 
million, or about 25 per cent of the book value is located in these 
eight Comparing the value of the personal 
property 'with these book values, an alnlost complete re­
versal tha t $92.0 rnillion of all tangible personal property 
out of a total of $178.9 nlillion is located in the eight largest cities. 
That ,vhile only 25 per cent of the book value is shown in the 
eight largest cities, over 50 per cent of the assessed value is shown 
in those cities-vvhich is clear evidence that so far as the personal 
prOPGl'(V tax on business is concerned it is being used to a nluch 

in the cities than outside the cities. 
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TAX CHARACTERISTICS OF BUSINESS PERSONAL PROPERTY 

Anyone might ask, is not the remedy for the morass of inequities 
an improved system of assessment and equalization? Implied in 
the question is the premise that there is nothing wrong with the 
personal property tax on business that a proper administration 
could not correct. It is the fallacy of this premise that lies at the 
root of the problem. The inherent economic characteristics of 
machinery and equipment and of business inventories are so 
different from each other and even more so from those of land, 
that any tax system which assumes to treat them alike is destined 
to produce at its best severe inequalities and inequities. 

Table 12 shows that inventories as a per cent of assets among 
manufacturing companies amounted to 34.53 per cent, whereas in 
retailing the percentage was 35.51 per cent and in wholesaling it 
becanle 45.64 -per cent. In other words, wholesale trade inven­
tories were half again as large a percentage of total assets as they 
were in manufacturing. Among industries in the same major 
group, the differences are more significant. In manufacturing, 
inventories as a per cent of assets range from 16.70 per cent in 
stone and clay products, to 45.24 per cent in apparel. Even in retail 
trade the difference is spread bet,Yeen a ratio of 30 per cent for 
women's ready to wear and furniture groups to 47 per cent for the 
hardware and shoe groups. Fron1 the view point of an ad valorem 

such as the New Jersey general property tax, it might be 
argued that this difference is not n1aterial since all assets would 
be treated alike. The answer is that the erratic tax treatment of 
inventories as compared to fixed assets gives the wholesaler a 
relatively greater opportunity to enjoy a large volulue of business 
",cith less exposure to the property tax than a company which re­
quires a substantial part of its assets to be in form of fixed 
capital, that is, in the form of land, buildings, machinery and 
equipment. 

Table 12 shows an even more significant difference in the turn­
over of inventories among different industries. The volume 
of sales as a multiple of inventory, known as the inventory turn­
over ratio, is significant in sho"wing how a given value of inventory 
may be employed in different businesses to achieve markedly dif­
ferent business activity or volume. In manufacturing, for example, 
inventory in the food products group shows a turnover ratio of 
13.90 as compared with the 8.60 ratio in the textile mill products. 
In companies with assets under $250,000 the differences are even 
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T'ABLE 12 

RELATIONSHIP BETWEEN INVEN'rORIES AND ASSETS, SALES AND PROFITS FOR SAMPLE OF BUSINESS FIRMS 

BY MAJOR INDUSTRY AS OF ABOUT DECEMBER 31, 1948 
Number ot Inventories Sales As Multiple Profit As 
Companies As Per Cent at Assets at Inventories Per Cent of Sales 

Assets Assets Assets Assets 
Industry Undet' Total Under Total Under Total Under TotaZ 

$2.S0,OOO Reporting $250,000 Reporting $250,000 Reporting $250,000 Reporting 
1. All Manufacturing ...................... . 298 1,933 33.08% 34.53% 8.76 6.25 3.02% 4.78% 


A. Food products ............... . ...... . 11 196 31.87 30.76 15.52 13.90 0.78 1.67 

B. Textile mill products ................ . 14 176 40,45 36.38 8.60 5.32 4.69 5.79 

C. Apparel .............................. . 64 208 44.69 45.24 7.30 6.00 2.63 3.41 

D. Leather and leather products ....... . 6 95 38.25 39.64 8.47 6.15 3.24 

E. Lumber products .................... . 20 100 40.91 32.03 6.11 6.11 3.16 5.89 

F. Paper and paper products .......... . 17 105 21.94 25.70 11.65 7.25 3.03 4.07 

G. Printing and publishing ............. . 38 105 18.37 28.96 12.65 5.27 4.49 5.76 

H. Chemicals and chemical products ... . 31 145 34.59 33.22 8.60 5.49 1.50 5.25 

1. Stone and clay products ............ . 5 45 10.71 16.70 19.51 7.82 4.20 9.47 

J. Iron and steel products ............. . 35 249 28.39 33,47 9.58 5.87 4.20 6.50 


0':1 2. All Retail Trade ........................ . 417 942 43.92 35.51 5.81 7.86 3.97 3.58 

j-.I. A. Food and beverages ................. . 18 70 32.18 34.67 16.13 16.25 1.51 1.56 


B. Department stores .................. . 11 97 44.24 31.40 5.66 7.50 3.73 4.00 

C. Men and boys' clothing .............. . 29 58 55.17 43.34 3.67 5.05 4.20 4.14 

D. Women's ready to wear ............. . 33 59 34,41 30.28 7,43 9.57 2.92 3,46 

E. Shoes ................................ . 21 44 61.15 47.45 4.89 6.58 2.99 2.96 

F. Furniture ............................ . 52 112 44.67 30.39 3.79 5.23 5.29 6.03 

G. Automobile and accessories ......... . 31 83 37.44 30.11 10.06 12.88 4.20 4.88 

H. Hardware ........................... . 32 57 49.53 47.16 4.39 5.30 5.16 4.51 


3. All Wholesale Trade .................... . 284 961 41.81 45.64 13.26 8.91 1.95 2.17 

A. Dairy, poultry, fruit, vegetables .... . 27 63 19.54 28.06 67.79 27.27 0.78 0.74 

B. Groceries ............................ . 25 141 55.08 53.74 10.58 9.45 1.20 0.98 

C. Wines and liquors ................... . 7 51 33.40 49.31 17,42 7.74 1.85 1.95' 

D. Tobacco and tobacco products ...... . 9 19 38.46 43.76 22.58 15.07 1.43 0.67 

E. Textile products and apparel ....... . 15 51 51.01 46.66 6.24 7.08 3.61 2.16 

F. Shoes ................................ . 12 21 38.39 39.04 16.52 9.37 1.43 1.51 

G. Lumber ............................. . 26 88 31.74 33.51 14.55 10.86 2.64 3.56 

H. Paper and paper products .......... . 21 62 47.18 33.73 8.81 12.30 2.07 2.27 

1. Iron and steel products ............. . 6 21 23.74 19.47 19.50 26.64 4.83 1.94 

J. Electrical products .................. . 16 41 49.24 42.26 6.49 7.95 3.21 4.05 

K. MaChinery and equipment .......... . 5 53 42.58 45.22 5.72 5.92 5.92 4.84 

L. Auto parts and accessories .......... . 19 43 52.89 49.69 5.37 5.42 3.95 4.00 


Source: Robert Morris Associates, Philadelphia, 1949. 



lTIOre extreme. Even in retail trade inventory turnover ratio will 
vary from 5.3 in hardware to 16.25 in food and beverages. In 
wholesale trade the turnover ratios are extremely high, as would be 
expected, and show even greater differences as between large and 
small firms. 

By their nature business inventories have value only for the 
purpose of resale. In aecounting terminology they are considered 
a current asset as cOlnpared ,,,,ith n1achinery and equipment which 
are considered a J1xE'd asset, sin1ilar to buildings. This char­
acteristic of in'ventories as a current asset is underscored where 
the varying rates of profit, as a per cent of sales, are studied. It 
is apparent from the data presented in the table that there is no 
correlation whatsoever as beh,'eell the rate of profit on sales and 
either the rate of inventory turnover or the ratio of inventories to 
total assets. The profit pereentages shown vary all the ,vay from 
0.67 per cent to 9.47 per cent. It is comlnon knowledge, of course, 
that as an10ng individual companies in the same industry the rate 
of profit 011 sales n1ay vary even greater than the composite figures 
as behyeen industries. 

Any system of taxation which seeks to treat all inventoz-y alike, 
regardless of whether it is fast moving or slow moving, profitable 
or not, is thus bound to conflict with inherent characteristics of 
American business. This conflict is even more pronounced under 
the present tax system of Ne'w ]e,r5cy in vlhich inventories are 
taxable while the yield of their sale, taking the form of cash 
and accounts receivable, is completely exempt fr01n taxation as 
property. 

The characteristics of inventory which should detern1ine its 
taxation treatment have already been sun1marized in this ,yay;l 

"It is perfectly clear that treatnlent of tangible business 
personalty, particularly business inventories, ullderthe gen­
eral property tax, however assessed, is entirely undesirable 
frolll an ecol1Olnie vie'wpoint. r:rbe econoll1ic objeetion is 
directed principally to\yard any effort to assess inventories 
of finished goods, \york in process or raw lllaterials Oll an 
ad valorenl basis. This type of property, which has borne 
the brunt of the present personal property tax on business 
($17 n1illion out of a total of $28.6 million in 1946) has 
greatly varying characteristics from industry to industry, 
so that in some industries inventory may turn over twice a 

1 New Jersey Commission on State Tax Policy, Second Report, p. xiv. 
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'Veal' whereas in others it nHty turn over twelve times a year 
~r more. The value of ra,J{ materials and work in process 
is especially questionable in those industries where spoilage 
is an important factor. While slow-moving in,:entory rr;ay 
be kept on the books at the sanle value as rapidly movIng 
inventory, it obviously has vastly different char~ctel'istics 
as a tax source. It is ,vell known, Inoreover, that Inventory 
is readily controllable in some industries, and any attempt 
at effective application of an ad valoreIl1 tax would merely 
result in a flight of such inventories out of the State. In 
brief, inventory is mobile, is consnIllption goods, whereas 
other forms of personal property are relatively fixed in 
location and are production goods. It is neither logical nor 
practical to tax then1 the sallIe way. 

"It is the characteristic of inventory as a current asset, 
uniformly recognized by accountants, which distinguishes 
it frOIll machinery and equipnlOni, furniture and fixtures . 
which are siInilarly recognized as fixed assets. This is no 
ll1ere distinction of tern1illology. The fixed assets are, as 
their designation inlplies, stable in their location, use and 
identity. Current assets, ho"\vever, are constantly fluctuat­
ing in anl0unt, in character a.s between inventory and ac­
counts receivable or cash, and frequently ·even in location. 
Any systmn of taxation which attenlpts to treat both in the 
sarne nlanner n1ust obviously be unsuited to one or the 
other. " 

In summary, the Commission finds-

The law now requires tangible personal property of business, 
that is, lllachinery and equipment, furniture and fixtures, inven­
tories of ra,v Inaterials, ,vork in process, senli-finished goods, 
finished goods and stocks-in-trade, to be and taxed in the 
same manner as real estate, but the requil'Clnents of the law have 
been completely disregarded everyvvhere throughout the State. 

The existence of the legal requirements of full value assessment 
of tangible personal property used in business as against the 
practice of a frational or no assessment of this kind of property 
places in the hands of assessors a power to make tax lightning 
strike-that is, to invoke the full authority of the la,v at aily time 
and wi~hout vvarning, even to go back two years by "omitted prop­
erty" assessments. This is an unwholesome tax environment and 
an intolerable condition of doing business. Its very uncertainty, 
in fact, is a hazard known to have discouraged the location of new 
employment-giving enterprise in this State. 
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Experience throughout the State shows that there has been the 
greatest disparity among municipalities in the extent of their use 
and enforcement of the personal property tax. 

An analysis of the experience of individual taxpayers, more­
over, shows a disgraceful degree of inequality and inequity in the 
application of the tax not only anlong municipalities but even 
within the same municipality. 

By its very nature business personal property cannot stand 
taxation according to its value at the same rates and according to 
the same standards of value as land and buildings. 

The full value of personal property used in business, accord­
ingly, is not now and never can be part of the local property tax 
base. 

The varying economic characteristics of business inventories 
create a condition in which it is impossible to apply an ad valorem 
tax which will operate fairly and equitably as among the various 
types of business. 

CONDITIONS OF A SOLUTION 

Almost everyone will recognize the problem raised by the 
present condition of the law regarding the taxation of business 
personal property, but there may well be substantial differences of 
opinion as to a solution. Certain conditions must be met by any 
solution. It should be sound and equitable from the viewpoint of 
economics and taxation. should be certain to end the present 
hazards of "tax lightning." It lllUst of necessity recognize the 
great diversity of past practice among municipalities and of past 
experience among taxpayers. 

A realistic solution must retain substantial tax flexibility for 
municipalities, and must provide -effective relief against dis­
crimination for taxpayers. Any solution which merely transfers 
the burden from one group of taxpayers to another, or diverts 
present inequities and inequalities from one class of property to 
another would obviously fall short of the requirement. In its net 
result an acceptable solution must, moreover, save the various 
municipalities harmless in its effect upon their capacity to finance 
the needs of local government. 

* "" "" "" 
There are five approaches to meet the tax problem of business 

personalty: 
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1) To enforce the law as written. 

As a point of beginning the C01nmission is convinced from its 
studies that many of the problems of the general property tax in 
New Jersey, as in other States, are attributable to poor administra­
tion. This is not so much a r·eflection on the abilities and willing­
ness of existing' assessors, as it is upon the unwillingness of State, 
county, and municipal governments, and perhaps even of tax­
payers themselves, to spend what it would take to establish and 
staff a fully competent syst.enl of property tax administration. 
There is already enough law on the books to provide the basis for 
effective equalization throug'h the office of the State director of 
taxation and various county tax boards. But laws do not admin­
ister themselves. There is not a single county board of taxation 
in the State which is adequately staffed to perform its function of 
equalization within the county. The State Division of Taxation has 
one and one-third employees and a total appropriation of $5,200 
for the purpose of supervising the assessnlent and equalization 
of some $322,160,000 in property taxes upon real and personal 
property. The result is that 565 local assessment districts each 
go pretty much their own way, and it is a wonder that some of 
them go at all in view of their admitted lack of preparation for 
the job, discouraging compensation, and totally inadequate facili­
ties for assessment. 

To enforce the law as written, would thus require at the outset 
a complete overhauling of the pres·ent machinery for assessment 
and equalization. The Commission has set aside a study of the real 
estate tax for its concentrated attention during the ensuing year, 
and until such a study has been made it does not seem appropriate 
to consider separate machinery for the assessnlent of personal 
property. 

To enforce the law as written could very well clean up the 
present gross inequalities ,vithin the various municipalities, elimi­
nate the danger of tax lightning, and reduce the general tax rate, 
by the addition of large blocks of personal property ratables now 
taxable but not taxed. These henefits would have to be measured 
as against the cost of driving business out of the State, discourag­
ing the location of enterprises requiring heavy investments in 
machinery and equipment and inventories, and further emphasiz­
ing the present discrimination of the tax system against property 
and in favor of income. From the viewpoint of economic develop­
ment of the State, moreov·er, there is a real question as to whether 
New Jersey could afford to apply the general property tax in a 
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"vav that no other State has ever succeeded in doing, and in a way 
which \vould defy the -economic characteristics of personal prop­
erty which 111ake such property unsuited to the full application of 
any general property tax. 

2) 	To abolish ad valO1'eln taxation 01~ busitless pers01~alty 

completely, and to adopt some form of in lieu taxation. 

This approach is the other extrenle to full enforcenlent of the 
general property tax. ..A.n in lieu tax, to Ineet the requirements of 
an acceptable solution, would have to raise at least $38 n1illion a 
:Tear, at the C'urrel1t rate of yield of the property tax on business 
personalty. There \vould be hvo ·ways to provide such in lieu tax­
one -would be fOT the State to levy, assess and collect the in lieu 
tax and to share it with or return it to the rnunicipalities ; the other 
-would be for the Stah' to enact enabling legislation authorizing 
those rnnnicipalitiE's ,yhich so c1esin=>c1, perhaps those that have 
been using the personal property tax in the past, to levy, assess 
and rolleet SOUle forn1 of in lieu tax. The inter-Inuuiripal and 
inter-State characteristics of business create a condition of tax 
replacelnent which \vould nlake the second alternative difficult, 
at least for replacenlent of the entire business personalty 
tax. Else\:dlCre in this ],PPOl't various sources of revenue which 

Tcould (:jquitabl: pl'oducp the required amount are described. If 
as a matter of poliey the LCIgislatnre to follo\v lead of 
the neigbboring State of XeY,T York which has cOInpletely abolished 
the taxation of personal property as property, one of the available 
tax sources could be selected for replacenlent. 

The problern of replacing $38 1ni11ion in local revenue now 
being' realized f1'0111 the assC'ssn1ellt business personalty, in such 
manner as to save the various Illllnicipalities harrnless almost 
defies solution. There are such great variations among the Inu­
nicipalities in extent of their present use the personal prop­
erty tax that any plan for the distribution of a fixed sum, other 
than by giving each 111ullicipality an anlount equivalent to the 
amount it raised in some past period, is bound to produce many 
changes as compared with the present distribution of the tax yield. 
The alternative possible fornlulas for the sharing of such ~ tax 
all require 11101'e or less adjustrnent, depending upon the amount 
to be replaced, among 111unicipalities. 

66 



3) 	To establish a flat rate for State-wide taxation of business 
personalty, either 'lvith or without State administration. 

This approach would recognize the difference between business 
personalty and real estate. It ,vould seek to cure the tax lightning 
situation by establishing a rate low enough to be tolerated by busi­
ness personalty and which ,vould substitute certainty for the 
present uncertainty. It ,vould require adequate provision for 
assessment of the tax if its uuifornlity of rate were not to be 
defeated by gross irregularities in valuation of the property to 
,vhich the rate would apply. Since the establishment of a flat rate 
to be applied State-\vide ,vould be justified only from the point of 
view of achieving inter-nlunicipal uniformity, State assessment 

. would of necessity follow the establishnlent of a State-wide rate. 
This approach would have the advantage of cleaning up not only 
local inequities but would also elin1inate inter-municipal in­
equalities on this class of property_ If it ,vere successful, it would 
briilg on ne,,, problen1s of its owu. 

I t has already been noted that if the system were locally admin­
istered, valuations could still rell1ain grossly unequal and the ad­
vantages of nnifol'lnity of treaiInelit would be defeated. 

The idea of uniformity as between municipalities also runs 
couuter to the basic differenee in tax requirements C1ITIOng munici­

The only "way to avoid inter-n1unicipal tax competition 
to Jinrl Borne way to equalize municipal revenue require­

n1ents. To end t11e c0l11petition on business personalty would 
lllCl'ely tnulsfel' its fnH effects to business and individually-owned 
real estate. 

"",i\.s a State adlninistered tax, if sufficient facilities \,,'ere provided 
it could be achninistered with unifornlity. If a good job were done 
on this one of property at the State level, lIo'wever, the better 
the job the more it would create a llew inequality within each mu­
nicipality as behveen real property locally assessed and personal 
property State In 1110st lllunicipalities, the cliscrilllina­
tion would operate against the owner of personal property. 

This has long been a complaint of the railroads in New Jersey, 
whose property is State assessed as compared ''lith local assess­
ment of other property. It would soon become the universal com­
plaint of taxpayers throughout the State who were assessed for 
personal property. It would be inevitable, moreover, that there 
would be differences of opinion as between the State assessor and 
the local assessor as to what type of machinery constituted real 
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property locally assessable or personal property State assessable. 
This has also long been a problem in railroad taxation, where 
property of railroads not used for railroad purposes is locally 
assessable as compared with other railroad property which is 
State assessed. It has not been impossible to handle in the case 
of railroads, principally because there are not over twenty or so 
taxpayers. It would become unmanageable were it to affect the 
interests of tens of thousands of taxpayers. 

If the yield of a uniform tax were to be returned to the munici­
palities where the personalty assessed is situated-and that seems 
to be the favored way to return an ad valorem tax-many munici­
palities throughout the State, which have not been enforcing the 
present law, would receive more than their entire cost of govern­
ment. They vvould not even have to use the real estate tax at all.1 

If this result were to be avoided by fixing the State-wide rate low 
enough, other municipalities which have been enforcing the law 
would lose substantially. Again the problem of distributing the 
proceeds of the tax ·would loom large in any such solution. 

Regardless of the method and effect of redistribution to the mu­
nicipalities, any State-wide flat rate that could be fixed for assess­
ment of inventories according to their value would fall short of 
the objective of effective reform of the taxing system as applied to 
inventories. It has been shown that this type of property is not 
economically fit for continued taxation according to its value at 
any substantial rate. In the neig'hboring States of New York and 
Pennsylvania, moreover, neither State permits State or local taxa­
tion of business inventories as property. From the viewpoint of 
State competition for the location of industry, this should be a 
significant consideration in New Jersey. 

4) To establish a classification within the general property 
tax so that personal property could be locally assessed at 
set fractions of true or book value. 

The adoption of the new constitution, including the revised tax 
clause, has freed the Legislature to provide for the taxation of 
personal property according to various classifications. Under the 

1 An extreme case of applying a predetermined tax rate to local ratables may be 
found in the result of the assessment of Doris Duke Cromwell by Hillsborough Town~ 
ship for the years 1940 and 1941 under the omitted property provisions of the general 
tax law. The assessments called for tax payments of nearly $7 million for each year 
as compared with the township's budget of about $97,000 annually. If the assessmentf 
had been collectible the township could have lived for 70 years without levying any 
other taxes. See Township of Hillsborough v. Doris Duke Cromwell, 326 U. S. 620, 
66 Sup. Ct. 445, 90 L. Ed. 298 (1946). 
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new clause the Legislature may also provide for uniform stand­
ards of value (such as book value) which would serve to eliminate 
the technicalities of the old "true value" standard as applied to 
personal property. The State is thus free to deal with the per­
sonal property tax problem by using the classified property tax 
in whole or in part. For this reason it is no longer necessary or 
desirable to consider the indirect method of classifying the rate.1 

The experience of other States as w·ell as the intensified differ­
ence of treatment during the past three years in our own State has 
convinced the C01nrnission that any method of dealing effectively 
with the personal property tax problem must allow for variation 
among the different municipalities in accordance with their 
revenue needs, unless the first approach of completely abolishing 
taxation of business personalty as property, is to be adopted. 
Froln this point of view a classified property tax would have the 
advantage of placing a ceiling on the assessment of personalty 
which could foreclose tax lightning. Like the classified rate, it is 
unlikely to improve the condition of assessment inequalities among 
different taxpayers, but such improv·ement could be left for the 
time when a complete overhauling of assessment supervision and 
equalization is undertaken. The classified property tax could give 
recognition to the diff.erences behveen personal property and real 
property and between the various kinds of personal property. It 
could not overconle the objection that inventory basically un­
suited to ad valorem assessment. Nor would it meet the State's 
competitive disadvantage in this regard. Under a classified prop­
erty tax the several classes of property would continue to be 
locally assessed at the local tax rate but each would be assessed at 
a fixed fraction of value. This element of local administration 
would avoid the inflexibility of a State-wide levy, as well as its 
difficulty of redistribution. 

The C0'111/m'ission recomnlends that if the State wishes to make 
a start toward a solution of the business personalty tax problem, 
the least that it could do would be to enact legislation converting 
the general property tax into a classified property tax. 

1 This was the substance of the Commission's proposal of 1947 with respect to 
machinery and equipment. See Second Report) p. 41 et seq. 
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5) 	To adopt a classified property tax with respect to land, 
buildings, machinery and equipment, and to provide some 
form of in lieu tax with respect to business inventories. 

This approach would take the long range view of the ultimate 
form of our tax system and \vould meet the competitive necessities 
of business faced ,,,ith the choice of location in New York, New 
Jersey or Pennsylvania. It would also meet the basic economic 
objection to ad valorem taxation on inventories. As a solution, it 
could lay the groundwork for overcoming all of the inequities and 
inequalities in the present taxation of personal property, without 
seeking to impose uniformity of rule where there is the greatest 
diversity of experience. Local assessment of llmchinery and equip­
Inent at a fraction of book value ,,,ould penIlit the continuance of 
the present practice of many assessors, but would give it the sanc­
tion of legality and the certainty of definition. It "would remain, 
however, to establish an adequate and effective in lieu tax for 
inventories. 

The great diversity in present practice and usage here again is 
an obstacle to any uniform tax. The obstacle is snlaller in that 
only $22.4 million of the $38.4 million assessed against business 
personalty would be involved in the replaceillent. .Even this sum 
is practically impossible to redistribute without SOllIe disturbance 
of local tax yields. If the Legislature wishes to undertake this 
fifth approach, the C01n1J~iss-ion would therefore recommend: 

a) .An optional local taxing stahde which wO'ttlcl enable 
those 11'Htnicipalities which have been taxing inventories in 
the past to levy, assess and collect a stated in lie-u tax. As 
a lllatter of hOlne rule, this group of nlunic.ipalities could 
prefer to place their entire local burden upon real estate, 
but if the New Jersey State League of :3:funicipalities speaks 
for any substantial number this is unlikely. The optional 
local tax could be applied effectively only to localized busi­
ness. This would include retailing, services, hotels and 
a111USements. To bring them in 'would admittedly cover 
some businesses not now subject to any tax on inventories 
because they do not use them in business. In any compre­
hensive view of the tax systenl, however, it is insufficient to 
establish equity within the group of taxpayers o\vning or 
using inventories-it is equally necessary to establish tax 
equity as beh-reen those businesses which require relatively 
large amounts of inventory as c0111pared with those which 
require lesser amounts or none. The CO'lnrniS8ion ,vould 
recommend that the most appropriate local replacement of 
the tax on inyentories ,vould be a conSUlners' sales tax or a 
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gross business tax comparable to those optional. in New 
York and Pennsylvania. 

b) As to b1tsinesses prirnarily inter-l1Utnicipal or inter­
State such as wholesale or manufacturing, the Co'mmission 
w01tld reco1nrnend that the in lieu tax be integrated with the 
existing corporation franchise tax. Practically all of these 
businesses are incorporated and are already required to file 
tax returns under the Corporation Business Tax Act. Any 
modification of that act could, if the Legislature desired to 
deal with the problem through this alternative, make ap­
propriate provision for the necessary replacement. Since 
the replacement would require about $11,000,000, the esti­
mated tax on manufacturing inventories, it could be achieved 
without excessive disturbance of present local tax yields. 

The C01nmission would add this word of caution: The personal 
property tax problem will get v{orse, not better. This was its pre­
diction in 1947 and it is a fact in 1950. The C01nmission believes 
it is the province of the Legislature to choose among the various 
acceptable alternative solutions which have been described. vVe 
urge only that the future economic well being of the State, to the 
extent that it may be influenced by the location of new industry 
requiring substantial capital investn1ent in Inachinery and equip­
ment and business inventories, demands that the erratic, unsound 
and grossly inequitable tax on business personal property be recog­
nized as an economic rather than as a political problem and that 
it 1)8 elinlinated without further delay. 

B. BUSINESS FRANCHISE AND PRIVILEGE TAXES 

The principal corporate franchise tax, applicable to all corpora­
tions other than those specially taxed or exempt for reasons of 
public policy, is the Corporation Business Tax Act (1945), as 
amended to date. That act was adopted as a result of an extensive 
study of the taxation of intang'ible personal property and the re­
port of this C01nmission as a result of that study.l The new Fran­
chise Tax Act had to be so drawn as to meet certain conditions of 
1945, the principal an10ng which was the requirement that cer­
tain large holding companies which had colonized in Flen1ington 
should pay at least as much under the new Franchise. Tax Act as 
they had been paying in ad valoren1 property taxes upon their 
intangibles in IIunterdon County. 

1 New Jersey Commission on Taxation of Intangible Personal Property, Report 
(submitted to the Governor and Legislature, March 26, 1945). 
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A key factor in the transition from the old ad valorem method of 
taxing intangible personal property to the new franchise tax was 
the fact that the holding companies were domestic corporations 
(or they would not have been subject). When the new act was 
adopted in 1945, therefore, it presented the somewhat unusual pic­
ture of a State discriminating against domestic corporations and 
in favor of foreign corporations. This discrimination was inten­
tional and was achieved through the design of an allocation formula 
which would meet the desired conditions as to the domestic holding 
corporations that were involved. In subsequent years one step 
toward reduction of this discrimination against domestic corpora­
tions was taken in 1947 through a revision in the allocation fornlula. 
It is significant that the tax law which had to be designed to avoid 
favoring the large holding companies also applied with equal 
force to other domestic corporations engaged in general business 
in New Jersey. 

As a result of this history, unincorporated business gained the 
advantage of the exemption of intangibles, but has never been 
called upon to pay any replacement tax. Partnerships and indi­
vidual proprietorships now pay nothing as such for support of 
State Government. 

An analysis of the corporation franchise tax returns most re­
cently available is presented in Tables 13-17. These tables warrant 
the conclusion that: 

NEvV JERSEY DISCRI~IINATES 
Against domestic corporations and in favor of foreign 

corporations 
Against corporations of any kind in favor of partnerships 
Against business requiring substantial capital investment 

and in favor of those requiring little property and 
investment-a discrimination compounded by the 
condition of the business personalty tax 

Against the company with equity capital and in favor of 
the company 'with borrowed capital 

Against d01nestic corporations doing business through 
subsidiaries or using capital in the form of intangible 
personal property (accounts receivable, stocks, bonds, 
securities generally) and in favor of those doing busi­
ness through departments or branches, or using tangi­
ble capital in the form of land, buildings, machinery, 
inventory, etc. 

Against businesses earning little or no profit and in favor 
of businesses earning large profits 
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TABLE 13 

DISTRIBUTION OF NEW JERSEY CORPORATION FRANCHISE TAX 

By STATE OF INCORPORATION 

CORPORATIONS USING LONG FORM RETURNS-1949 


0/0 of Tax as% NumbeJ!' 

Franchise Total Assets Assets in Assets of Assets of Corpo-


State or Incorporation Tax (000) N. J. (000) in N. J. in N. J. ratIons 


New Jersey ..... " ... $3,813,538 $18,1)18,300 $1,703,991 9.5% 0.220/0 8,863 


California 9,923 359,779 14,475 4.0 0.01 25 


Connecticut ... ~ ........ 2,811 266,120 2,497 0.9 0.12 21 


Delaware ......... 1,180,867 19,387,760 1,238,427 6.4 0.10 841 


Illinois .............. 32,368 2,411,007 42,134 1.8 0.08 94 


Indiana ............. 4,630 131,090 3,678 2.7 0.13 21 


Maine ............... 50,429 1,068,678 73,396 6.9 0.01 20 


Maryland .......... 29,500 854,513 33,135 3.9 0.09 63 


Massachusetts 41,997 354,835 18,387 5.2 0.10 65 


Michigan 10,605 754,259 9,720 1.3 0.11 47 


New York ......... 660,901 15,468,540 817,774 5.3 0.08 1,280 


Virginia .•......... 15,578 1,100,711 11,825 1.1 0.13 16 


Ohio ................... 55,300 1,727,430 69,243 4.0 0.08 95 


Wisconsin 4,443 372,816 5,951 1.6 0.07 22­

Pennsylvania 154,589 5,363,138 154,834 2.9 0.10 316 


All Others .......... 36,627 1,343,636 33,665 2.5 0.11 128 


........ -0;4 


Total ....... $6,080.178 $68.988.612 $4,233,732 6.1% 0.14% 11,923 
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TABLE 14 

NEW JERSEY CORPORATE FRANCHISE TAX RETURNS-1949 

By TAX BASE (CORPORATIONS USING LONG FORM) 

(Tax in Dollars-Others in Thousands of Dollars) 
Total Real 

and Tangible 
No. of Allocated Personal 

TAX BASE-DOMESTIC CORPORATIONS Returns Net Worth Total Tax Property 

6,705 $1,918,510 $1,457,874 $1,:170,770 
850 3,561,276 2,258,318 7,132,665 

18 475 9,055 
722 3,278,679 2,2.'37,204 6,007,016 
108 282,541 20,589 1,116,302

-l 2 56 50 292 
~ 32 15,836 4,286 - 691 

4 305 383 910 
1,272 uD,717 !l2,li77 306,644 

Totals 8,863 $5,555,674 $3,813,538 $8,811,680 
FOREIGN CORPORATIONS 

453 $289,015 $238,114 $1,207,732 
2,466 2,433,783 1,956,118 2:l,511,599 

315 47 15,725 6.."17,494 
511 395,257 13,655 2,863,427 

1,629 2,039,464 1,926,188 20,003,944 
11 40 550 6,734 
16 36,894 7,797 4 
3 71,412 8,568 

132 106,021 56,043 241,851 

Totals 3,070 $2,937,125 $2,266,640 $24,961,186 

Domestic and Foreign ..........•.................•.•. 11,933 $8,492,799 $6,080,178 $33,772,866 


Total Assets 

$2,658,503 
14,860,204 

10,399 
13,241,408 
1,608,063 

334 
15,091 

1,091 
483,483 

$18,018,300 

$5,767,100 
44,118,510 

1,319,484 
4,869,264 

37,920,064 
13,639 
30,177 
7n,S41 

973,653 

$50,970,3121 

$68,988,612 

Adjusted 
Net Worth Net Worth 

$1,796,033 $1,939,532 
11,436,400 11,031,471 

8,101 9,286 
10,504,807 10,092,676 

923,413 929,430 
79 79 

13,811 15,849 
188 404 

58,515 65,949 

$13,:104,947 $13,053,205 

$3,358,649 $3,416,739 
28,693,862 30,186,854 

&')0,761 886,630 
3,030,030 3,188,754 

24,804,642 26,102,814 
8,429 8,656 

27,154 38,715 
7f).nn 71,412 

305,731 169,990 

$32,461,515 $33,883,710 

$45,766,462 $46,936,915 



TABLE 15 

DISTRIBUTION OF NEW JERSEY CORPORATION FRANCHISE TAX 

By AMOUNT OF TAX 

CORPORATIONS USING LONG FORM TAX RETURNS-1949 


Corporations by Amount ot ,--Number of Corporation&----, ,-Amount of Franchise Tax---",\ ,Per Cent Distribution of Tax, 
F'ranchise Tax Domestic Foreign Total Domestic Foreign Total Domestic Foreign Total 

Under $100 ...••............••••.••.•.••••• 5,257 1,848 7,105 $262,285 $99,846 $362,131 6.9% 6.0%
-l $100-$199 ............••.•.........•••..•• 1,783 357 2,140 247,391 51,621 299,012 6.5 4.9
a. 
$200-$499 ........................•..•..•• 1,050 857 1,407 316,860 114,464 431,824 8.:~ 5.0 7.1 

$5QO~$999 ••••••••••.••••••••••••••••••••• 869 184 558 254,563 1:30,400 384,963 6.7 5.8 6.3 

$1,O~$4.999 •••••••••••••••••••••••••••• 305 248 0.')3 653,197 508,943 1,162,140 17.1 22.5 19.1 

$5,000-$9,999 •.•...•.•.•••...••....••..... 52 88 90 370,544 2S0,():~8 650,577 9.7 12.4 10.7 

$10,000-$24,999 .....•••......••..••......• 27 22 49 448,437 315,132 758,569 11.6 13.9 12.5 

$25,000-$49,999 ..•...•••....•••••....•.... 11 12 23 373,154 444,662 817,816 9.8 HI.6 13.5 

$50,000--$99,999 .......................... . 7 3 10 455,223 215,221 670,«4 11.9 9.5 11.0 

$100,000 and over ..•.................•.•... 2 1 3 436,884 106,318 543,202 11.5 4.7 8. I:! 


Totalsl ...••••.•.•..•..•.......•..• 8.863 3,070 11,933 $3,813,538 $2,266,640 $6,080,178 100.0'% 100.0% 100.0% 


1 Total tax collected from all corporations, $7,303,956.44; taxes from prior year, penalties and uncollected taxes bring total to $8 million. Total returns 
for New Jersey, 41,600. 

Total domestic, 37,250 
Total foreign 4,350 

http:7,303,956.44


TABLE 16 

NEW JERSEY CORPORAn~ ]1RANCHISE TAX RETURNS-1949 

By BUSINESS CLASSIFICATION (CORPORATIONS USING LONG FORM) 

$ Thousands 
,---Number of Returns--, ,-----Anwunt of Tax----.,.

Business Olassification Domestic Foreign Total Domestic Foreign Total 

-l Manufacturing .................. 1,951 1,097

CT.l 

3,048 $1,573 $1,418 $2,991
Retail Trade .................... 1,085 229 1,314 
 152 104 256 
Wholesale Trade ................ 661 279 
 940 260 98 358 
Finance, Insur., Real Estate ... 2,112 339 2,451 506 133 639
Services ................................. 413 171 
 584 73 22 95
Public Utilities .................... 278 133 411 135 23 157

Construction ..................... 96 86 
 182 9 7 16 
Agri., Forestry, Fishing ........ 29 9 
 38 16 6 22 
Mining and Quarrying .......... 56 15 
 71 20 9 29 
Not Classified ................... 2,182 712 2,894 1,069 441 1,510 

Total ...................... 8,863 3,070 11,933 $3,814 $2,259 $6,073 


,-% Distri.---... 
Returns Tax 

25.5 49.2 
11.0 4.2 
7.9 5.9 

20.5 10.5 
4.9 1.6 
3.4 2.6 
1.5 0.3 
0.3 0.4 
0.6 0.5 

24.3 24.8 

100.0 100.0 



T'ABLE 17 

EFFECT OF INCOME ALTERNATIVE IN CORPORATION FRANCHISE TAX 

SAMPLE 505 CORPORATIONS WITH 100 PER CENT ALLOCATION FACTOR IN 

NEW JERSEY 

New Jersey Net Worth No. of Net Net 
Tax as Per Cent Corpora- Worth Income ,Tax With Income Alternative-.. 
of Income ations Tax (thousands) At 1% At 2% . At 9% 

Under 0.5% ............. 222 $53,067 $25,548 $255,480 $510,960 $766,440 

0.5%-1.0% ............... 145 30,849 4,464 44,640 89,280 133,920 

1.1%-2.0% ............... 71 9,611 720 9,611 14,400 21,600 

2.1%-3.0% ............... 30 2,638 110 2,638 2,638 3,300 

Over 3.0% .............. 37 8,902 172 8,902 8,902 8,902 


Total Sample ...... 505 $105,067 $31,014 $321,271 $626,180 $934,162 

Before determining upon needed adjustments in the corporation 
franchise tax, it is helpful to examine two related taxes, the finan­
cial business tax and the bank stock tax. These last two taxes are 
related to special forms of business but in the development of the 
financial business tax the pattern of the corporation franchise tax 
was followed. The history of the financial business tax, and its 
required relation to the bank stock tax (under Federal law) are 
set forth in another report previously issued by this Commission.1 

The bank stock tax is assessed upon a determined value of the 
capital stock of banks, at the rate of 7.5 mills per dollar. The yield 
throughout the. State is $1.8 million, divided between the munici­
palities and the counties in which the banks are located. "Financial 

.businesses" are taxed at the same rate on their net worth. The 
yield is $350,000 annually, and this yield is likewise distributed to 
the counties and municipalities (L. 1946, ch. 174). The rate of 
these two taxes is nine times the comparable rate on general 
business corporations. 

It is significant to note here, however, that if the State is ever 
to reach a policy of full equality in taxation it must eventually 
abandon much of its present selective and special treatment of 
taxpayers in favor of a more uniform and general treatment. 

The only broad-based business tax aside from the general prop­
erty tax in New Jersey is tLe corporation business franchise tax 
which yielded $8 million in 1949. Some 11,933 corporation tax­
payers which did not file the "short form" of tax return provided 
for smaller firms accounted for $6 million of the tax indicating a 
distribution by industry groups as shown in Table 16. While the 
business classification was not reported for 24 per cent of the 

1 First Report (1946). 
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recorded corporations accounting for 25 per cent of the tax, the 
remaining companies are distributed over a wide range of business 
activity. 

As the largest group of taxpayers, manufacturing corporations 
represented 26 per cent of the returns and 49 per cent of the total 
tax as tabulated. Wholesale and retail trade corporations ac­
counted for 11 per cent of the returns and 4 per cent of the tax 
while financial, insurance and real estate companies represented 
21 per cent of the recorded taxpayers and 11 per cent of the tax. 
These results are bound to folIo, v in a tax which is measured solely 
by capital investment without regard to business activity. 

An examination of the data reported in Tables 13 through 16 
above, and the review of public hearing has convinced the C om­
mission that the several objectives of solution of the tangible per­
sonal property tax problem of the inequalities in the present cor­
poration franchise tax, and of the selective and special treatment 
of banks and financial businesses, can all be solved by a modifica­
tion in the corporation franchise tax. If the Legislature desires 
to achieve these objectives, the following plan would be effective: 

The basic measure of the corporate franchise tax could be 
amended to require the payment of the greater of 5/10 of a mill 
on net assets and 3 per cent of net income. The franchise tax 
paid on the basis of income would alone yield about $32-$35 
million annually, and that paid by corporations on the net assets 
basis would yield about $2 to $3 million annually. (See Tables 
17 and 18.) 

This proposal 'would aHo"w for the replacement of all or part of 
the $22.4 million tax on business inventories, the present $8 million 
yield of the corporation franchise tax, the $1.8 million yield of the 
bank stock tax, and the $350,000 yield of the financial business 
tax. It would be feasible to return to the municipalities a fair pro­
portion of this yield, as a replacement for the tax on business in­
ventories. Here again the problem of a suitable distribution for­
mula would be encountered, but it could be further cut down in 
size by dealing with a replacement of the yield from manufac­
turers' inventories alone. This plan would have many advantages 
not only from the view point of the State at large but also from 
the viewpoint of the particular taxpayers affected. 

All business would be freed from the threat of tax light­
ning on inventories, and ,vould be assured of a stable way of 
guarding against tax lightning on machinery and equipment. 
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TABLE 18 

COMPARISON BE'rWEJi~N 1949 TAX PAID AND 1 PER CENT TAX ON NET INCOl\{E 

SAMPLE OF 11,840 NEW JERSEY CORPORATION TAX RETURNS 

ALLOCATED BY THREE-WAY BUSINESS FORMULA. 

(Amounts in Thousands of Dollars) 

,Domestic Oorporations-, ,Foreign Oorporations-, r--All Oorporations~ 
Business Allocation 1949 1% Net 1949 1% Net 1949 1% Net Federal Income 

Percentage Tax Income Tax Income 'Pax Income &; Profits Tax 

Under 5% ......................... $1,117 $276 $258 $885 $1,375 $1,161 $1,532,562 

5%-10% ........................... 404 211 321 74 725 285 298,646 


~11%-20% ..... - .................... 158 236 286 718 444 954 231,853 

21%-30% ...... ., ................... 40 58 298 954 338 1,012 143,797 


-l 31%-40% • • •• • ••••••••••• ~ ••••• + •• 54 86 206 465 260 551 51,743 

~ 

....... '> ••••••••••••••••••
41%-50% 30 33 71 125 101 158 12,951 

51%-60% ·......... ............... 81 650 188 517 269 1,167 76,679 


•••••••••••••• 0 ••••••••••61%-70% 
~ 

55 126 66 118 121 244 13,239 

71%-80% · ......................... 96 172 37 115 133 287 14,019 

81%-90% .......................... 93 237 41 86 134 323 13,696 

91%-100% ........................ 115 220 132 144 247 364 15,411 

100% .............................. 1,584 3,118 311 2,311 1,895 5,429 173,693 


« .. " • ~ •••• ~ •••••••••••• ~ •Totals $3,827 $5,423 $2,215 $6,512 $6,042 $11,935* $2,578,289 

* Estimate of total tax after amendment to provide 

alternative tax upon income at 1% allocated by 

business factor .................................... $13,500,000 


Present tax on companies in the sample ........... 6,000,000 


Increase .................................... . . . $7,500,000 
Source: New Jersey Corporation Franchise Tax Returns, 1949. Totals differ slightly from those in Tables 13-16 due to tabulations 

trom different schedules. 



All business, large and small, would be relieved of the pres­
ent ad valorem tax locally assessed on inventories. 

Banks and financial business would be relieved of the 
present highly discriminatory rate which they now pay, and 
which is now nine times the tax rate assessed on general 
business corporations when measured by their net worth. 

All business would be freed of the present inequities and 
inequalities in the Corporation Business Tax Act. 

Business in general would become subject to the income 
measure of valuing the franchise, but in any year only about 
one-half of all business corporations show a profit, and it is 
only the profitable companies which would in proportion 
to their profits be required to pay on the income m'easure. 
The remaining half of the companies would pay at 0.5 mills 
even less than they are now required to pay under the net 
worth tax, but they too would be the recipients of the ad­
vantage of the exemption of inventories from local taxation. 

That part of the proposal which calls for the replacement of the 
present locally assessed ad valorem tax on inventories has been 
considered by the Commission from the viewpoint of the stability 
of the tax yield. While stability alone cannot be the criterion of 
any souud tax system in all its parts, the Commission is not un­
aware of the continuing need of municipalities for revenue in good 
times and bad. The Commission finds that the fluctuations in total 
inventories on hand and in the value of units of inventory are 
roughly as great as the fluctuations in income which may be ex­
pected. Business activities and business inventories are closely 
related and they both fluctuate over the course of the business 
cycle. (See Table 19.) This means that local assessments of iu­
ventories would necessarily be limited by economic conditions if 
they were not to become confiscatory. It is hardly necessary to 
add that the huge delinquencies in property taxes of depression 
years should teach us that the real property tax itself has only a 
fictitious stability which is offset by accumulated delinquencies 
exceeding 50 per cent of the amount levied in the not too distant 
past history of this State. 

In any event, State tax policy cannot be geared to the worst 
possible economic condition but should rather be geared to aver­
age conditions. There can be no justification for a tax system built 
upon discriminatory and unequal treatment merely to afford 
stability of revenue without regard to other factors. 
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TABLE 19 

RELATIONSHIP BETWEEN BUSINgSS SALES AND INVENTORIES IN 

MANUFACTURING, WHOTjgSALE AND RgTAITl TRADE IN THE UNITED STATES 

1939-1949 

in Millions of Dollars) 

Business Sales ,.-----Inventories at End of Year-----. ,---Inventories as Per Cent of Sales-----. 

00 
f-l 

Year 

1939•...•.•. 
1940•.••.... 
1941 ..•..... 
1942 .••..... 
1943•....... 
1944..•..... 
1945..••.... 
1946••.••... 
1947•.•..... 
1948..•...•. 
1949...•.... 

Manu­
facturing 

~61,340 
70,313 
98,069 

124,150 
151,238 
160,826 
148,456 
144,246 
185,652 
211,963 
213,556 

Wholesale 

$30,057 
33,478 
42,957 
48,191 
51,957 
54,06.'3 
57,3:.!3 
78,658 
87,6-16 
70,925 
65,760 

Retail 

$42,042 
46,388 
55,490 
57,639 
68,721 
69,573 
76,644 

100,787 
118,008 
130,042 
128,183 

Total 

$133,439 
150,179 
196,516 
229,980 
200,911 
284,462 
282,423 
318,686 
392,2D6 
412,930 
407,499 

$11,516 
12,S7H 
17,024 
!fl,:.!21 
19,897 
19,122 
17,924 
23,432 
28,016 
34,066 
30,817 

Wholesale 

$3,200 
3,857 
4,151 
:l,IIYl 
~j,577 
3,U86 
4,216 
5,828 
7,545 
7,325 
6,888 

Retail 

$5,285 
5,767 
7,262 
7,307 
6,872 
6,006 
7,049 

10,591 
12,426 
14,969 
13,839 

Total 

$20,001 
21,997 
28,437 
30,280 
30,::146 
29,714 
29.189 
39,846 
47,987 
56,300 
51,544 

Wholesale 

10.6% 
10.0 

9.7 
7.7 
6.9 
6.8 
7.4 
7.9 
8.6 

10.il 
10Ji 

Retail 'l'otsl 

15·.0% 
14.6 
14.5 
13.1 
11.4 
lOA 
10.3 
12.5 
12.2 
13.6 
12.6 

Source: S. Department of Commerce, Bureau of Foreign and Domestic, "Survey of Current Business." 



Allocation Factors 

One of the most significant, but at the same time most difficult 
to analyze, parts of the business tax structure is the formula for 
allocating corporate net ,vorth within and without the State. The 
present lRw uses two basic formulas: one of them is the so-called 
1:Iassachusetts formula. This formula allocates to New Jersey a 
percentage of net worth equal to the average of three fractions: 
payroll in New Jersey over payroll everywhere; tangible property 
in New Jersey over tangible property everywhere; and receipts 
in New Jersey over receipts everywhere. 

The second fornlula basically allocates net worth according to 
the percentage of total assets in New Jersey to total assets every­
where. In determining total assets in N e\v Jersey the formula 
requires all intangible personal property of a domestic corporation 
to be given a location within the State, in accordance with the legal 
theory of such location. As to foreign corporations the formula 
only requires intang'ible personal property which has a "business 
situs" in New Jersey to be attributed to this State in calculating 
the total assets allocation fOrIllula. 

As a measure of relief in the application of the total assets 
formula to domestic corporations, the law was amended in 1947 
to permit such corporations to attribute up to 50 per cent of their 
intangible personal property to other States where such property 
could be shown to have a "business situs" in such States. It should 
be emphasized that these are only formulas for allocating the tax 
base which is net worth, that the State does not and has not since 
1945 taxed intangible personal property as property. 

In determining the tax to be paid, whichever of these two 
forlllulas, the 1:Iassachusetts formula or the total assets formula, 
produces the greater percentage in New Jersey is used. The 
result has been that foreign corporations pay on that proportion 
of their net \vorth roughly equal to the proportion of their business 
which is done in New Jersey. Domestic corporations however are 
obliged to pay a tax measured by their net worth "without regard 
to ,vhether or not they do any business in New Jersey-this is the 
effect of the total assets allocation formula. 

Table 14 shows, for example, that anlong the domestic corpora­
tions in the sample 850 out of a total 6,705 used one of the allocation 
formulas. Of the total 850-722 were allocated on the basis of 
assets. Among the foreign corporations 2,466 allocated, but only 
511 were on the assets basis while 1,629 were allo~ated by business 
done according to the Massachusetts formula. The table also 
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shows that the 108 domestic corporations that did allocate on the 
business formula paid a total tax of only $20,589 as compared with 
$2.2 million paid under the assets allocation. Among the foreign 
corporations the 511 that paid on the total assets basis involved 
only $13,615 in tax while those that paid on the business allocation 
basis involved almost $2 million in tax. The conclusion is that 
among domestic corporations only the relatively smaller corpora­
tions, among those allocating at all, pay on the business allocation 
basis. Among the foreign corporations the converse is true. The 
bulk of the foreign corporations pay on the business allocation 
basis. If the Legislature wishes to equalize the treatment of 
domestic and foreign corporations 

It will be necessary eventually to provide the same alloca­
tion formulas for domestic and foreign corporations. If 
this were done by extending the business formula to all cor­
porations, it might still be necessary to make special pro­
vision for allocation in the case of the large domestic holding 
corporations to overcome the saIne problem that was pre­
sented when the present legislation \vas adopted in 1945. 

PUBLIC UTILITIES, RAILROADS,. 

MOTOR CARRIERS, AIRLINES AND INSURANCE COMPANIES 

These industries are more or less specially taxed under the 
present laws. The taxes payable by public utilities, railroads and 
insurance companies have been described in Chapter II. The taxes 
payable by motor carriers are described in Chapter VI. The taxes 
'payable by airlines are special only in the sense that the special 
characteristics of aircraft as personal property require some 
adaptation of the conventional concepts of the general prop­
erty tax. 

Public Utilities 

The so-called public utilities gross receipts and franchise taxes 
are in fact two taxes, one measured by gross receipts and appli­
cable to all public utilities at the rate of 5 per cent as a franchise 
tax; the other assessed in lieu of a property tax upon property 
in, on or above the public streets owned by street railway, traction, 
gas and electric light, heat and power corporations, at the average 
State rate of the general property tax. The yield of these two 
taxes from the principal classes of taxpayers is reported in Chap­
ter ll. 
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After the cost of administration is deducted the entire yield 
is apportioned to the municipalities of the State according to a 
formula prescribed by statute. These taxes are thus a State 
assessed locally collected tax and do not enter into State tax collec­
tions or the State budget in any way. They represent an accepted 
and relatively stable source of local tax revenues, and since their 
revision in 1940 have not been the subject of objection either by 
the municipalities, the utilities or the consuming public. The 
Commission does not at this time suggest any further revision 
of these public utility taxes. 

Railroad Taxes 

Two years ago this Commission submitted to the Legislature 
a comprehensive report and a series of recommendations on the 
subject of railroad taxes.1 The legislation adopted upon the recom­
mendations of that report has been in effiect for two years. At the 
public hearings conducted by the Commission, representatives of 
the railroad industry presented the case for a continuing review 
and revision of the railroad tax law, in light of the relatively heavy 
tax burden on that industry, the changing conditions of economic 
competition among various forms of transportation, and the ulti­
mate necessity for adjusting railroad taxes in New Jersey toward 
the levels prevailing in other states. The Commission has consid­
ered the evidence and arguments presented. In view of the com­
paratively recent study of the question and adoption of a new 
law, the full effects of which are not yet apparent, the Commission 
does not at this time have any suggestions to add to its prior 
report on railroad taxes. 

Insurance Companies 

.As a result of a practice having its origin in 1903, the applica­
tion of the general property tax to life insurance companies was 
placed upon the basis of an assessment on capital and surplus. 
Various deductions are allowed but the basic principle has con­ ., 
tinued unchanged to the present time. The burden of the tax hav­
ing become excessive, legislation was adopted in 1945 which 
retained the basic principle but provided for a scaling down of 
the base over a period of years, and for the deduction of the 
amount paid on account of the local property tax on capital and 
surplus from the amount due on account of the State tax on gross 
premiums. 

1 Third Report. (Submitted to the Governor and Legislature, February 16, 1948.) 
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Except for nlarine insurance companies which are taxed on 
their underwriting profits, every stock insurance company, other 
than a life insurance company, was similarly taxable on its capital 
and surplus computed in a manner provided by statute, provided 
that "the assessment against the intangible personal property of 
any stock insurance company subject to the provisions of this 
section shall in no event be less than fifteen per centum (15%) of 
the sum of the paid-up capital and the surplus in excess of the 
total of all liabilities of such company, ... after deductions from 
such total of capital and surplus of the amount of all tax assess­
ments against any and all real estate, title to which stands in the 
name of such company." (R. ·S. 54 :4-22, as amended by Laws of 
1945, Chapter 132.) This method of taxing stock insurance com­
panies was also of long standing, having had its origin in 1918. 
The 15 per cent minimum, however, was adopted by the Laws 
of 1938, Chapter 245. This minimum provision has been the sub­
ject of recent litigation in the United States Supreme Court, the 
results of which have affected the entire insurance tax situation. 

In New Jersey Realty Title Insurance Company vs. Division of 
Tax Appeals, 18 La,v vVeek 4121 (February 6, 1950), the United 
States Supreme Court has held that the levy on 15 per cent of 
capital and surplus is in effect a tax upon the assets which create 
the capital and surplus and is, therefore, unconstitutional to the 
extent that such assets include tax exempt Federal bonds. The 
Supreme Court concluded that regardless of the label applied the 
nature of the statute is to impose a property tax on the Federal 
securities, rather than a tax on any privilege or corporate franchise 
which had previously been recognized as valid. 

As a result of the decision, if the various insurance companies 
were to exclude their holdings of Federal securities from their 
respective capital and surplus there would be little if any tax base 
left. From the viewpoiut of the companies this would not neces­
sarily result in a complete savings. It would primarily result in 
the loss of revenue to the City of Newark and the few other mu­
nicipalities which have been receiving insurance tax payments. 
The State's revenue from its premium tax would correspondingly 
increase since it would no longer be offset by the deduction of taxes 
payable to the municipalities. 

As a matter of principle, the Commission is unaware of any 
justification for special municipal taxation of insurance business 
as distinguished from the real and personal property owned by 
such business and taxable in the same manner as other property 
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ill the community. The City of Newark particularly has come to 
.cely heavily on insurance tax ratables, at present to the extent of 
1.4 per cent of the city's total ratables, and this is perhaps the only 
practical justification for continuing any special municipal tax 
un insurance companies. If the city were to be deprived of this 
1.'evenue source without some adequate provision for its replace­
ment a heavy burden would be cast upon other taxpayers in the 
city. In a sense, therefore, the city has acquired a vested interest 
in what is fundamentally an unsound distribution of tax sources 
from the insurance business as between the State and the munici­
palities. 

The Commission is aware that negotiations between the insur­
ance companies, representatives of the Oity of Newark and State 
finance officials have resulted in agreement upon a form of legis­
lation which will at least satisfy all of the parties concerned for 
the time being, and which will not result in substantial loss of 
revenue to the Oity of Newark. The Commission accordingly is 
making nv further recommendation on the subject at this time. 
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CHAPTER IV 
TAXES PAYABLE BY INDIVIDUALS 

THE FEDERAL GOVERNMENT 

The support of government by individuals in New Jersey is 
directed primarily toward the Federal Government. As shown 
in Chapter I, $1,681,758,000 was collected in taxes by Federal, 
State and local governments in New Jersey in 1949. Of this sum, 
$681 million or 40.5 per cent of the total was collected on account 
of the Federal individual income tax and was paid to the Fed­
eral Government. Inheritance and estate taxes amounting to 
$49.1 million were collected in New J·ersey in the same year, but 
the State received only $9,590,000, about 20 per cent of the total. 
Various excise taxes such as those on gasoline, alcoholic beverages, 
tobacco products, amusements, sales, were collected in the State, 
and they total $228,287,000, or 13.6 per cent of the grand total. 
Of this sum the State and local government collected only $54,­
529,000, about 25 per cent of the total. 

The general property tax, on real and personal property, 
amounted to $322,160,000, but it was only 19.2 per cent of the total 
Federal, State and local taxes collected in N·ew Jersey. All of this 
sum went directly for the support of county, municipal and school 
governments; none of it was used for State Government. Taxes 
on motor vehicles and drivers complete the list of principal taxes 
payable by individuals in New Jersey and amounted to $30,­
480,000 in 1949, or 1.8 per cent of the total Federal, State and 
local taxes collected in New Jersey. All of this sum was paid to 
the State Government. 

It cannot be too strongly underscored, therefore, that when 
any individual in New Jersey talks about heavy personal taxes 
he must be talking primarily about Federal taxes. 

STATE AND LOCAL TAXATION 

It has been said that anyone who does not smoke, drink alcoholic 
beverages, bet on horses, drive an automobile or leave an estate 
upon his death, pays nothing for the support of State Govern­
ment in New Jersey. From the point of view of State taxation 
this has resulted in New Jersey's achieving the record of the 
lowest per capita State tax collections of any State in the Nation. 
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The policy of financing government primarily through selective 
sales taxes, such as those on cigarettes, alcoholic beverages and 
gasoline, has had a curious effect upon the comparative tax pic­
ture, when New Jersey is compared with the other States. Table 
20 shows the amount and percentage distribution of all State tax 
collections and of New Jersey's State tax collections for the fiscal 
years ending in 1948 and in 1949. The table shows that in both 
years New Jers·ey's State taxes were only 2 per cent of the total •
of all State tax collections in 1948 and 1949. The State's favorable 
position in per capita State tax collections is again reflected in 
these figures in that the 2 per cent may be compared with the pro­
portion of the national population resident in New Jersey which 
is 3.3 per cent. The most significant taxes which are used in other 
States but not used in N e"w Jersey are the corporation income tax 
and the individual income tax. The former produced $661 mil­
lion in 1949 and the latter $575 million in the same year. While 
New Jersey uses selective sales taxes it does not use any general 
sales or gross receipts taxes. In other States the latter produced 
$1.6 billion in 1949. The striking fact is that while New Jersey 
is assumed to be a non-sales tax State, the figures show that in 
1949 it raised 54.5 per cent of its State tax collections from sales 
and gross receipts taxes as compared with 59.2 per cent for all 
States. The conclusion is that: 

New Jersey depends upon sales and gross receipts taxes to 
finance State Government practically as much as other States 
which employ the general consumer sales tax, from the view­
point of the percentage of total requirements derived from these 
sources. 

This is not so much a matter of total tax burden as it is of the 
distribution of the tax burden among the various classes of tax­
payers. It is obvious that a State which elects to collect revenue 
on a State-wide basis through one form or another of State tax 
"\\-ill increase its per capita State tax collections, but the signi- .. 
ficance of the increase may be reduced to the extent that the State 
also elects to share these collections with local government. The 
figures will show a higher per capita State tax collection, but they 
may also show a lower per capita real estate tax. As a matter of 
policy in New Jersey, on the other hand, we have been following 
the rule that responsibility for the raising of taxes should follow 
as closely as possible authority for the spending of taxes. The 
result is that we show a higher per capita tax on real estate, the 
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TABLE 20 

PER CENT DISTRIBUTION-STATE TAX COLLECTIONS 

ALL STATES AND NEW JERSEY-1948 AND 1949 (EXCLUDING U. C. TAXES) 

(Amounts in Millions of Dollars) 

Tax Sources Dollars N. J. 
All States New Jersey All Jer.;ey All 

'fotal Collections Excluding Unem­
ploymen t Compensa tion ...•....... $6,732 $la4.7 2.0% 100.0% 100.0% $7,369 $144.5 2.0% 100.0% 100.Q% 

Sales and Gross Receipts ......... . 
General Sales or Gross Receipts .. . 
Motor Vehicle Fuels ..••••....... 

$61.3 

27.0 

1.5% 00.1% 
22.0 
18.7 

45.5% $78.8 1.8% 59.2% 
21.8 
18.6 

54.5% 

20.8 

00 
Alcoholic Beverages •.....•....... 
Tobacco Products ......•......... 

15.1 6.3 
5.0 

5.8 
5.3 

10.2 
12.5 

~ Insurance Companies .••.......... 
Public Utilities ...•............ .. 

7.2 ~1.7 2.9 
2.:~ 

5.3 2.9 
2.3 

4.2 

Other ••..•..•.................... 11.4 5.9 2.9 8.5 H.8 5.1 2.6 6.8 

License and Privilege .............. . 
Motor Vehicles and Operators .... . 
Corporations in General ....•...... 
Alcoholic Beverages .•............ 
Hunting and Fishing .....•....... 
Other ••......•.......••.......... 

$981 
593 
149 

74 
47 

118 

$42.0 
29.3 

7.5 
0.7 
0.7 
3.8 

4.3% 
4.9 
5.0 
0.9 
1.5 
:~.2 

14.6% 
8.8 
2.2 
1.1 
0.7 
1.7 

31.2% 
21.8 
5.6 
0.5 
0.5 
2.8 

14.6% 
9.0 
2.2 
1.0 
0.7 
1.7 

33.3% 
22.8 
6.0 
0.4 
0.6 
3.5 

Individual Income ..•..•..•......... 7.4% $;'ii5 7.8% 
Corporation Income ....••••......... 
Property •...•...........•.......... 
Death and Gift ................... . 

$22.9 
8.5 

8. 2 '/<. 
4.7 

8.7 
4.1 
2.7 

661 
280 
179 

9.0 
3.8 
2.4 

6.0% 
6.2 

Severance •.•....................... 2.0 200 2.7 
Other (except U. C.) ............. .. Q.5 il4 0.5 

Source: U. S. Department of Commerce. Bureau of tile Cen"ua. "Sources of State 'l'ax Uevenue ill 1949," Xov('mber, 1949, p;lge 2. 



main support of local government than other States which have 
tended toward the opposite policy. One of the best examples of 
this is found in the figures for State aid to education as compared 
with per pupil expenditures for education. New Jersey is near 
the bottom of the list in the rank of States measui'ed by per pupil 
State aid, but New Jersey is at the top of the list in having the 
highest average expenditure per pupil in average daily attendance. 
The difference is a matter not so much of educational policy as it 
is of tax policy. The broader implications of this choice are dis­
cussed in another chapter in this report, but at this point it is 
important to emphasize that what the individual pays toward the • 
support of State Government is much less than a third of the 
story. His greatest payments by any standard are in the form of 
direct and indirect taxes inlposed by the Federal Government; his 
responsibility for the support of State and local government will 
in the long run depend upon two factors: (1) Division of service 
responsibility between State and local government, and (2) the 
division of financial responsibility behveen them. 

State Government is admittedly supported in New Jersey by a 
relatively narrow and selective tax base. vVhether this has been 
the cause or the effect of a prudent and economical State expendi­
ture policy is an open question. ,Vhether it need be changed de­
pends more on future demands on State Government than it does 
on present revenue requirements. It has already been shown 
that the State is not financing a greater proportion of its needs 
fronl sales and gross receipts taxes than other States on the aver­
age. There is often little to choose from as between a so-called 
general consumer sales tax with a variety of exemptions and ex­
ceptions and an admittedly selective sales tax. By and large our 
selective sales taxes have spread the burden widely and have 
avoided the principal evils of special taxation but this much is 
clear: 

New Jersey cannot expect to undertake new and ad­
ditional services of governnlent or to assume a larger share 
of State responsibility for financing existing local services 
of government within the framework of the present selec­
tive sales taxes. These are being used, insofar as general 
State purposes are concerned, about as much as they ought 
to be used in any sound taxing system. Any substantiallY 
additional State revenue requirements should be met fro~ 
other State tax resources. Unless the State is willing to 
adopt the diversion of gasoline taxes to non-highway uses 
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as a permanent policy, moreover, some remodeling of the 
State tax structure may be inevitable even ·were the State 
Government to do no more than maintain its present level of 
State services and its already assumed financial responsi­
bilities for the services of local government. 

... 
SALES AND INCOME TAXES 

Alternative Tax Measures 

Any significant remodeling of the New Jersey tax structure 
must involve at least some consideration of tax measures not now 
in use within the State. The prominence of general property taxes 
within the local revenue picture means that the choice is between 
continued reliance upon property or a departure to other tax 
sources as a property tax replacement. 

Sales taxes and income taxes are the largest sources of general 
tax revenues used in other States but not presently included 
within the New Jersey system of taxes. New Jersey is one of five 
States which do not apply either a retail sales tax or an income 
tax upon individuals or upon corporations. N one of New J er­
sey's neighboring States is without at least one of these tax 
measures, and no other major industrial State is in such a posi­
tion. From this standpoint the New Jersey tax structure is com­
parable to that existing in 1iaine, Nebraska, Nevada and Texas. 

As shown in Table 21,28 States use the sales tax. Income taxes 
upon individuals are assessed in 32 States and 34 States tax cor­
poration income. Thirty S~ates tax both corporation and personal 
income, and 18 of them also apply a retail sales tax. 

As among New Jersey's neighboring States the importance of 
sales taxes and income taxes are indicated by the fact that income 
taxes upon individuals and corporations in New York account for 
43 per cent of the total State tax collections while in Pennsylvania 
21 per cent of the total State's tax collections are derived from 
a corporation income tax only. Connecticut collects 33 per cent 
of its total State tax revenues from corporate income and general 
sales taxes. Massachusetts derives 31 per cent of its total from 
personal and corporate income taxes. Delaware obtains 15 per 
cent of its State tax revenue from a personal income tax. 
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TABLE 21 
GENERAL SALES AND INCOME TAXES WITHIN STATE TAX STRUCTURES, 1949 

(Amounts in Thousands of Dollar's) 

Total Sales Total 
r--Income Tax-------, di Income All 

Sales Tax Personal Corporate Taxes Taxes 
18 States Taxing Sales and Personal 


and Corporate Income: 


Alabama ............................. $32,173 $13,229 $45,402 $108,402 

Arizona .............................. 17,397 $3,010 $5.269 25,676 2 


Arkansas .............................. 21,949 3,176 6,325 31,450 81,362 

California ............................ 294,446 50,178 76,291 420,915 750,397 

Colorado ............................. 25,789 11,189 5,783 42,761 84,646 

Indianas ................................. * 72,327 

Iowa ................................. 56,781 16,679 2,936 76,396 140,374 


(0 	 Kansas ............................ , ... 38,593 11,931 3,763 54,287 99,399 

N> 	 Louisiana ............................ 44,447 19,0521 63,499 221,752 


Maryland .............................. 27,951 18,551 7,665 54,167 119,498 

Mississippi ........................... 25,535 4,231 7,779 37,545 87,200 

Missouri ................................. 70,439 22,0371 92,476 154,960 

New Mexico ......................... 17,352 1,483 1,415 20,250 

North Carolina ...................... 40,649 24,507 41,016 106,172 210,925 

North Dakota ....................... 11,940 4,948 1,421 18,309 35,608 

Oklahoma ..... " ... " ................... 35,181 8,067 9,022 52,270 143,898 

Tennessee .............................. 42,732 2,995 8,509 54,236 139,927 

Utah ................................ 13,598 4,210 3,005 20,813 42,987 


Total ............................. $816,952 $399,672 $1,288,951 $2,421,335 
3 States Taxing Sales and Corporate 

Income: 
Connecticut .......................... $15,282 $15,276 $30,558 $92,967 
Rhode Island ........................ 5,931 6,644 12,575 39,722 
South Dakota ....................... 11,513 187 11,700 30,606 

Total ............................ $32,726 	 $22,107 $54,833 $163,295 


Sales 

di Income 

As % of 


Total Taxes 


41.9% 

38.7 
56.1 
50.5 

54.4 
54.6 
28.6 
45.3 
43.1 
59.7 

50.3 
51.4 
36.3 
38.8 
48.4 

48.3%2 

32.9% 
31.7 
38.2 

33.6% 

• 
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6 	States Taxing Sales Only:5 

Illinois ............................... $170,970 $170,970 $376,314 45.4% 

Michigan ............................. 198,762 198,762 374,526 53.1 

Ohio .... '" ........................... 140,071 140,071 364,738 38.4 

Washington ..........•............... 107,960 107,960 196,414 55.0 

West Virginia ....................... 59,450 59,450 101,047 58.8 

Wyoming ............... ,. ................ 6,538 6,538 16,043 40.8 


Total ............................ $683,751 $683,751 $1,429,082 47.8% 
12 States Taxing Personal and Cor­

porate Income: 
Georgia ................................ $26,9991 $26,999 $108,777 24.8% 
Idaho ............ " ........... " ............................. $5,927 $3,610 9,537 29,706 32.1~ 

Kentucky ............................ 10,113 8,819 18,932 102,321 18.5 

Massachusetts ........................ 42,558 26,153 68,711 224,288 30.6 

Minnesota ............................ 32,228 17,680 49,908 162,998 30.6 

Montana ... , ........................... 4,125 2,240 6,365 

New York ••.....•................... 160,831 160,775 321,606 742,335 43.3 

Oregon •.........••................... 35,863 20,041 55,904 98,399 56.8 

South Carolina ....................... 29,9341 29,934 93,443 32.0 

Vermont ....... " ....................... 2,183 1,401 3,584 18,326 19.6 


I!.O Virginia .............................. 	 14,291 22,625 36,916 130,263 28.3
W 
Wisconsin ............................ 	 41,257 46,128 87,385 189,390 46.1 


Total ........•..........•......... $715,781 $715,781 $1,900,246 37.3%2 
2 States Taxing Personal Income Only: 

Delaware ............................. $2,357 $2,357 $15,587 15.1% 
New Hampshire ..................... 9434 943 19,791 4.8 

Total ............................. $3,300 $3,~00 $35,378 9.3% 
1 State Taxing Corporate Income Only: 

Pennsylvania ......................... $94,786 $94,786 $443,937 21.4% 

Total-42 Statesl; ................. $1,533,429 $1,235,646 $2,841,402 $6,393,273 42.5%2 


1 Personal and corporate taxes not separated. 

J Data not available. These data excluded from average ratios. 

I Indiana applies gross income taxes (gross sales) to individuals and business-both corporate and unincorporated. 

, Income from intangibles. 

I; Five States levying neither sales nor income taxes are: Maine, Nebraska, Nevada, New Jersey, and Texas. Florida levied a 


3% 	general sales tax to be effective November 1, 1949. 
Source: U. S. Dept. of Commerce, Bureau of the Census, Sources of State Ta:r: Division~ 1949 (November 1949). 



1) The Reta'il Sales Tax 

Estimates indicate a potential retail sales tax yield in New 
Jersey at the 1948 level of business as follows: 

1 Per Gent 2 Per Gent 3 Per Gent 
Rate Rate Rate 

Without exemptions ....... $44 million $88 million $132 million 
With exemption for food. . . $31 million $62 million $93 million 

"\Vhile the experience among the States varies widely, there is 
every indication that the application of a supplementary use tax 
would increase the estimated yields by approximately 3 per cent. 
Thus the combination of a general sales tax and a use tax within 
the New Jersey tax structure could provide tax revenues from 
a broad base ranging from 1/20 to 1/4 of the amount of all State 
and local taxes in 1949, depending upon the rate of tax and the 
exemptions allowed. 

As among 281 States which apply retail sales taxes, all but four 
also apply the use tax. The most comnlon sales tax rate is 2 per 
cent. One State (Rhode Island) applies a 1 per cent tax rate and 
seven States (California, Florida, l\fichig'an, North Carolina, 
Washington, South Dakota and Ohio) apply a 3 per cent tax rate. 
California applies a State sales tax at 3 per cent and many 
California cities also apply local sales taxes at rates ranging from 
0.5 per cent to 1.0 per cent. 

2) Personal Income Tax 
The a pplica tion of personal income taxes is conditioned by the 

extent to which exemptions are allowed and the degree to which 
the tax rates are graduated. For example, a proportional tax at a 
fixed rate upon the income of all individuals without deductions 
would be an entirely different tax from one applied at steeply 
graduated rates upon income in excess of substantial personal 
exemptions. 'Nlassachusetts applies differentiated but un­
graduated tax rates depending upon the source fronl which income 
is derived varying from 1.5 per cent upon wages and busi­
ness income to 3 per cent upon gains from intangibles and 6 
per cent upon income from interest and dividends. It also imposes 
an additional surtax amounting to 23 per cent of the nornlal tax 
payable. The lowest personal exemptions are those provided in 
Utah where they amount to $600 for single taxpayers, $1,200 for 
married taxpayers and $300 for each dependent. The highest 
exemptions are those in Arkansas where they amount to $2,500 
for single taxpayers, $3,500 for married taxpayers and $400 for 
each dependent. 

1 Including Florida where the sales tax became effective November 1, 1949. 
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The Commission estimates that five variations of personal in­
come taxes at the 1947 level of income in New Jersey would 
provide revenues as follows: 

Exemptions Tax Rates Estimated Yield 
Tax variation 1 	 $5,000 3% $29 million 

Tax variation 2 	 1,000 1% 28 million 

Tax variation 3 	 Single 1,000 First $5,000-1% 
Married 2,500 Next 5,000-2%• Dependents 400 Over 10,000-3% 30 million 

Tax variation 4 	 Single 1,000 First 1,000--1% 
Married 2,500 Next 4,000-2% 
Dependents 400 Next 5,000--3% 

Over 10,000--4% 42 million 

Tax variation 5 	 Single 1,000 First 1,000--1% 
Married 2,500 Next 1,000--2% 
Dependents 400 Next 1,000-3% 

Next 2,000--4% 
Next 5,000-5% 
Over 10,000-6% 57 million 

Possible Sources of Tax Revenues 

1) Estimated Tax Yield by Counties and Municipalities 
11:obility of the population and their activities means that sales 

taxes and income taxes can be attributed to particular jurisdic­
tions only according to some definition of situs. For example, a 
common practice anl0ng States which tax corporation income is 
to apportion interstate business income according to a three-way 
formula based upon gross receipts, payrolls, and physical 
property. vVhile personal incomes are usually attributed to the 
place where the taxpayer resides, they are sometimes apportioned 
to the place where he works. Retail sales are most commonly 
attributed to the place where the sale is made without regard to 
where the customer lives, but restrictions upon the taxation of 
interstate commerce have the effect of introducing a second factor 
based upon the place where the sale is delivered. 

Even though New Jersey applies neither a general sales tax nor 
an income tax upon individuals or corporations, its taxpayers are 
affected in large numbers by these apportionnlent factors. The 
New York income tax applies to inconles of non-residents earned 
in New York to the extent that the New York tax exceeds the tax 
paid at the place of residence. Some 65,000 New Jersey citizens 
who paid no income taxes in their home State paid $3.6 million 
of income taxes to New York in 1947 to account for 2.4 per cent 
of all personal income taxes collected in that State. The Oity of 
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Philadelphia applies a gross income tax at 1.5 per cent to incomes 
earned within the city by residents and non-residents alike and 
thus reaches those New Jersey citizens who work there. New 
York City collects a 2 per cent sales tax which can be avoided by 
shoppers from New Jersey only when they ask to have their pur­
chases delivered to their homes. 

Just as these problems of allocation apply as between New 
Jersey and neighboring States, they also apply as among local • 
jurisdictions' within New Jersey. Table 22 shows the estimated 
amount of retail sales and effective buying income of individuals 
(gross income less personal taxes) and the relationship between 
them in each of the 21 New Jersey counties in 1948. Table 23 
shows similar estimates of retail sales and effective buying income 
in each of 58 New Jersey municipalities. As a group, these 58 of 
the State's 365 municipalities account for 76 per cent of all New 
Jersey retail sales and 69 per cent of the effective buying income. 
The State's 13 largest municipalities contain 40 per cent of the 
total population and account for 48 per cent. of aU retail sales as 
compared with 41 per cent of buying income. As shopping centers, 
these 13 municipalities would provide 48 per cent of any general 
retail sales tax applied without exemptions and more than one-
half of all sales taxes applied with an exemption for food. The 
implication that some of these taxes would be collected from resi­
dents of other municipalities is evidenced by the fact that residents 
of the 13 cities would pay something like 41 per cent of a State­
wide tax upon personal income. 

Dil! erences B etween Urban and Rural .Areas 
But all shopping centers are not large cities and all large cities 

are not shopping centers. For example, Jersey City as the State's 
second largest city accounts for 7 per cent of New Jersey's popu­
lation and 7 per cent of personal income, but only 5 per cent of all 
retail sales. In contrast, Vineland with a population of 2/10 of 
1 per cent of New Jersey's total accounts for less than 2/10 of 1 
per cent of all personal income but 6/10 of 1 per cent of all retail 
sales. Retail sales exclusive of food in 1948 were actually more in 
Vineland than they were in Hoboken, which has 6 times as much 
personal income. 

This means that the relative distribution of sales taxes and 
personal incomes as among local jurisdictions is determined in 
greater measure by the type of activity than by the size of the 
municipality. As a large gathering place for people with leisure 
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TABLE 22 

RETAIL SALES WITH AND WITHOUT FOOD AS PER CENT OF EFFECTIVE BUYING INCOME 

AND PER CENT DISTRIBUTION BY COUNTIES, 1948 

(Amounts in Thousands of Dollars) 
Retail Sales 

As Per Cent of r----Per Cent Distribution----.., 
r--Retail Sales-----" Effective ,-Buying Income------. ,.-Retail Sales--, Effective 

Except Buying Except Except Buying 
County Tota"l Food Income Total Food TotaZ Food Income 

Atlantic ..................... $158,303 $115,161 $201,610 78.5% 57.1% 3.6% 3.7% 2.9% 

Bergen ................. , .... 360,093 235,584 665,880 54.1 35.4 8.2 7.6 9.7 

Burlington ...""............ 69,153 47,335 89,980 76.9 52.6 1.6 1.5 1.3 

Camden .................... 224,456 155,867 343,192 65.4 45.4 5.1 5.0 5.0 

Cape May ................ 47,311 32,508 45,611 103.7 71.3 1.1 1.1 0.7 

Cumberland .............. 78,646 56,410 88,303 89.1 63.9 1.8 1.8 1.3 


~ Essex ..................... 1,052,399 775,631 1,722,870 61.1 45,0 23.9 25.1 25.1 

Gloucester ................ 48,833 35,366 62,900 71.6 56.2 1.1 1.1 0.9 

Hudson ................... 597,644 '392,253 1,068,939 55.9 36.7 13.6 12.7 15.6 

Hunterdon ................ 31,730 24,269 41,293 76.8 58.8 0.7 0.8 0.6 

Mercer .................... 235,866 172,474 337,020 70.0 51.2 5.4 5.6 4.9 

Middlesex ................. 223,595 144,987 319,346 70.0 45.4 5.1 4.7 4.6 

Monmouth ..........•..... 211,770 149,641 287,430 73.7 52.1 4.8 4.8 4.2 

Morris ...................... 122,648 88,252 160,239 76.5 55.1 2.8 2.9 2.3' 

Ocean .................... 53,761 39,686 56,700 94.8 70.0 1.2 1.3 0.8 

Passaic ................... -357,902 255,588 526,690 68.0 48.5 8.1 8.3 7.7 


~
Salem ........ ,. ...... .... '" ................ 39,355 30,517 45,603 86.3 66.9 0.9 1.0 0.7 

Somerset ............................. ~ .. 63,835 46,603 81,969 77.9 56.9 1.5 1.5 1.2 

Sussex .................... 34,600 27,476 40,676 85.1 67.5 0.8 0.9 0.6 

Union ..................... 342,345 233,529 617,456 55.4 37.8 7.8 7.6 9.0 

Warren ................... 41,726 28,900 63,932 65.3 45.2 0.9 0.9 0.9 


Total-21 Counties .. , $4,395,971 $3,088,039 $6,867,639 ' 64.0% 45.0% 100.0% 100.0% 100.0% 

Source: Sales Management, Inc., Sales Management, May 10, 1948. 



TABLE 23 
RETAIL SALES WITH AND WITHOUT FOOD AND EFFECTIVE BUYING INCOME 

IN 58 NEW JERSEY MUNICIPALITIES 

(.Amounts in Thousands of Dollars) 
Effective 

::\1unicipali ty Retail 
Sale::; 

Retail Sales 
Less Footl 

Buying 
Income 

Sales as % of Income 
Total Less Food 

13 :lIunicipalities with Population 50,000 
or .'IIore; 

Atlantic City ....................... . 
Camden ...•.......•.•..•••..•.•.•••. 
Nl'wark ••................•......••.. 
East Orange ..............••••....... 
Irvington ...............•.•.....•.... 
Jersey City ........................ .. 
Bayonne ............................ . 
Hobokl'n ............................ . 
Union City •..............•......•... 
Trenton ............................ . 
Patl'fSOn ........................... . 
Passaic ....•...••.....•.......•...•.. 
Elizabeth .•...•.•.••....•.......••... 

$90,006 
95,833 

546.390 
57,553 
38,599 

1;JO,548 
52,104 
1S,·167 
7l.fj99 

133,152 
142,705 

68,978 
!)5,370 

$122,337 
169,103 
819,880 
155,610 
109,320 
469,800 
1:-l0,698 

68,759 
90.185 

182,610 
237,3(J0 

9',;J68 
187,284 

95.8% 
77.1 
83.5 
48.7 
50.0 
-r'.3 
59.9 
56.5 

107.a 
100.5 

82.2 
95.9 
7004 

73.6% 
56.7 
66.6 
37.0 
35.3 
27.8 
39.9 
26.9 
79.5 
72.9 
60.1 
70.8 
51.0 

Total-13 Municipalities $2,102,9;)2 $1,541,604 $2,840,344 74,0% 54.3% 

4Ci Other l\1nnicipalitil's: 
Hackensack ........................ . 
Teaneck ............•..............•. 
Englewood ..............•............ 
Ridgewood ...................•..•... 
Garfield ..........•............•..... 
Rutherford ..........•.............•. 
Burlington .......................... . 
Collingswood •..........•...•.•.•..•.• 
Ocean City .................•........ 
'Vildwood .............•...•...•.•.•. 
Bridgeton •.............•...•........ 
:Ifillville .•..•.................•....•. 
Vineland .........................•. 
Montclair •••.••.•..••.....•.•.•••.... 
Bloomfield ....................•.•.... 
Orange ......•...................•... 
".I'st Orange ....••..........•.•.•... 
Belleville ........•................•.. 
:lIaplewood ......•..........•.....•... 
Nutley ....•......................... 
South Orange ....................••.. 
\Yoodbury .........•.....•.....•.•... 
Kearny ............................ . 
XOl'th Bergen ....................... . 
'Yest Xew York ................... .. 
Princeton ........................... . 
Perth Amboy .....................•.. 
XI'W Brnnswick .......•......•..•.... 
"'oodbridge ......................... . 
A"bun' Park •.......•.•.............• 
LOllg Branch ....................... . 
Bed Bank .. , ...................... . 
Frl'('hold ...........................•. 
:\lorri~town .....................•.... 
DOH'!' •.•.•..••...•••.•...•..•••••..• 
Clifton ....................•......... 
Salem ........................ , ..... . 
Somerville .......................... . 
Plainfield .......................... . 

$77,01::0 
1;,2".) 
31,328 
18,36! 
15,484 
17,644 
11,341 
15,038 
12,727 
13,720 
27,290 
14,707 
27,683 
5T.868 
37,885 
37,868 
16,842 
14,728 
1H,8;~5 

13,677 
16,827 
V),S19 
2fJ,913 
31,673 
53,186 
18,162 
tJ:~,S-l3 
70,·i3;:; 
!-t,G86 
,,0,11'9 
22,4-17 
H2.401 
14.40{) 
a9,615 
20,605 
41,317 
12,002 
19,L31 
W),f;:ifi 

$55,244 
7,SOl 

23,625 
12,590 
9,903 

12,405 
8,426 

10,420 
8,247 
D,322 

19,637 
9,523 

20,863 
38,94.0 
25,851 
23,807 
10,936 

9,353 
11,102­
8,166 

11,910 
9,986 

17,226 
20,995 
35,782 
12,ltH 
46,273 
48,878 

7,3H2 
40,32:3 
14,41'9 
23,832 
10,o1=> 
31,532 
H,506 
30,4D8 

9,115 
14,617 
46.399 

$50,72;) 
64,129 
42,493 
35,543 
29,665 
26,602 
11,968 
28,386 

7,891 
9,576 

26,414 
16,541 
11,000 

10-!,olt8 
94,778 
67,385 
39,458 
46,856 
56,"102­
50,353 
40,60-! 
12,698 
69,271 
H,S6-! 
67,38::! 
~4,125 
56,350 
5V,641 
28,2j() 
27,196 
32,528 
40,295 
12,997 
32,709 
17,787 

104,774 
12.ml:) 
14,426 
76.137 

151.9% 
27.0 
73.7 
51.7 
52.2 
66.3 
94.8 
5360 

161.3 
143.3 
103.3 
88.9 

251.7 
55.3 
40.0 
56.2 
28.3 
31.4 
29.8 
27.2 
41.4 

108.8 
43.2 
44.1 
78.9 
75.3 

115.1 
118.1 

49.8 
184.5 

69.0 
80.4 

110.8 
121.1 
115.8 
:~9,6 
95.0 

132.8 
91.7 

108.9% 
12.2 
55.6 
35,4 
33.4 
46.6 
70.4 
36.7 

104.5 
97.3 
74.3 
57.6 

189.7 
37.2 
27.3 
35.3 
18.4 
20.0 
19.7 
16.2 
29.3 
78.6 
24.9 
29.2 
53.1 
53.5 
82.1 
82.0 
2fi,6 

149.0 
44.5 
59.1 
80.9 
96.4 
81.6 
29.1 
72.2 

101.3 
61.2 

Linden ......................•....... 
T~ni()!1 ........... ~ ........................ .. 
\Vestfield ......................•.... 
Summit ............................ . 
Rah,yay ............................ . 
Phillipsburg ............•............ 

li,l::;9 
16,090 
IG,956 
18,829 
Hl,432 
13,102 

11.G67 
10.005 
lI,l(\.! 
12,428 
11,187 

8,908 

46,638 
64,68{) 
47,197 
·10,443 
32,088 
25,460 

36.8 
24.9 
g5.9 
46.6 
51.2 
51.5 

25.0 
15.5 
23.5 
30.7 
34.9 
35.0 

---~ 

Total-45 )IUllicipalities $1,229,050 $849,182 $1,898,962 64.7% 44.7% 

Total-58 :\{unicipalities $3,332,002 $2,390,786 $4,739,306 70.3% 50.4% 

Total for State ............... . $4,395,971 $3,088,039 $6,867,639 64.0% 45.00/0' 
58 :\1unicipalities as Per Cent of 

State .....................•.. 75.8% 77.4% 69.0% 

Source: Sales Manageml'nt, Inc., "Sales Mllnagement," May 10, 1948. 
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and money, Asbury Park is the situs of retail sales other than 
food, amounting to 49 per cent more than' the effective buying 
income of all of its citizens. In contrast, Hoboken as one of the 
State's major workshops has non-food sales amounting to only 
27 per cent of the income of its citizens, who apparently shop 
elsewhere. As shown in Table 23, this distinction is particularly 
evident when the comparison is made in terms of retail sales 
other than food sales, which tend to be more closely associated .. with resident income. 

By Type of Taxpayer 

It is customary to regard sales taxes as "regressive" and in­
come taxes as "progressive" in their impact upon taxpayers 
within the various income groups. broad classifications 
are in terms of the effective tax rates relative to the income of 
the taxpayer. central point of controversy between them 
involves the degree to which tax liability should as a matter of 
policy be related to capacity to pay taxes. 

However, it must be recognized that the distinction between 
"regressive" sales taxes and "progressive" income tax,es loses 
some of its validity when actual tax measures are compared. A 
retail sales tax ·which exempts the basic necessities may in fact be 
little less "regressive" than a broad based income tax with few 
deductions or exemptions. Particularly among taxpayers at the 
lower level of the income scale, income taxes can and sometimes 
do result in greater tax liability than sales taxes designed to pro­
duce a comparable revenue yield. 

For example, the personal income tax in Oregon applies at rates 
graduated from 2 per cent to 8 per cent with exemptions of $750 
for single taxpayers, $1,500 for married taxpayers and $300 for 
dependents. Oregon derived $31 million from this income tax in 
1948 which is approximately the amount which it could have de­
rived from a 3 per cent sales tax with food exempt. Comparison 
between these two measures as they apply to a family of four 
with an income of $3,500 indicates an income tax liability of about 
$41 as compared with a possible 3 per cent retail sales tax of some­
thing like $24. 

Variations in the a pplica tion of five income tax variations (see 
page 95 to differ€nt individuals is indicated in Table 24. While 
the first and the second tax variation would produce approxi­
mately the same amount of annual revenue, they would rest with 
diff·erent weight upon individual taxpayers. Tax Variation 1 
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would cause a taxpayer with $25,000 annual income to pay $600 in 

annual tax to New Jersey, while this same taxpayer under Tax 

Variation 2 would pay $240. In contrast, the taxpayer with an 

annual income of $4,000 would pay no tax under Tax Variation 1 

whereas his tax liability would amount to $30 under the 2nd vari ­

ation, and $7 under the 3rd. 


TABLE 24 


AMOUNT OF INCOME TAX LIABILITY FOR INDIVIDUAL TAXPAYERS BY INCOME 

LEVEL UNDER FIVE INCOME TAX VARIATIONS 

Net Income Before ExemptionI 


12,000 $4,000 $10,000 $25)000 $100,000 
Single Taxpayer: 


Tax Variation No.1 .... ., ....... $150 $600 $2,850 

Tax Variation No.2 .......... '" $10 $30 90 240 990 

Tax Variation No.3 ......... 10 30 130 570 2,820 

Tax Variation No.4 ......... 10 50 210 800 3,000 

Tax Variation No.5 ......... 10 60 340 1,230 5,730 


Married Taxpayer With Two 
Children: 


Tax'Variation No. 1 ......... $150 $600 $2,850 

Tax Variation No.2 ......... $10 $30 90 240 990 

Tax Variation No. 3 .......... 7 84 501 2,751 

Tax Variation No.4 ......... 7 141 708 3,708 

Tax Variation No.5 ......... 7 225 1,092 5,592 


While the application of general retail sales taxes relates to 
expenditure patterns rather than income received, they bear some 
relationship to income levels for the simple reason that expendi­
tures are determined largely by available income. Particularly 
under sales taxes which exempt such basic purchases as food, the 
tax actually applies to an increasing proportion of total family 
expenditures as the amount of income increases. 

Expenditures by city families in 1944 for food, housing and 

medical care accounted for 78 per cent of total expenditures by 

families in the lowest income bracket as compared with 53 per cent 

of all expenditures by families with incomes in excess of $5,000. ., 

Thus, for all practical purposes, a sales tax with exemptions for 

these basic expenditures would apply within a range between 22 

per cent of family expenditures for the lowest income family to 

an average of 47 per cent of all expenditures for families with 

incomes in excess of $5,000. 


Estimates based upon the typical city worker's family budget 
of $3,400 in 1947 indicate that a 1 per cent sales tax with broad 
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coverage such as was adopted in Rhode Island in 1947 would cause 
the family to pay an annual tax of $20.80. In contrast, the same 
family would pay $7.65 under a 1 per cent sales tax applied to 
taxable purchases as defined in Connecticut where liberal exemp­
tions are allowed. As shown in Table 25, the principal differences 
between these two sales tax measures concern the taxation of 
sales of food for home consumption, fuel, utilities and children's 
clothing. 

TABLE 25 


CITY WORKER'S F.4.MILY BUDGET-FOUR PERSONS ESTIMATED BY U. S. 

DEPARTMENT OF LABOR, JUNE 1947 


Family r--Amount Taxable----, 
Budget In In 

Item Expenditure8 Rhode I8land Oonnecticut 

Food ........................................ . $1)064.00 $1)064.00 $123.00 

Home Consumption ...................... . 941.00 941.00 123.00 

Restaurant Meals ........................ . 123.00 123.00 


Hou8ing .................................... . 788.0Q 318.00 114·00 


624.00 96.00~:L::~~\;~i~;~.: ~~~: ~~;~~j,~~~:: : : :} 108.00 
House Furnishings ....................... . 81.00 81.00 B1.00 
Household Operation ..................... . 33.00 33.00 33.00 

Olothing ............................•........ 420.00 1,20.00 253.00 

Adult ..................................... . 253.00 253.00 253.00 

Children .................................. . 167.00 167.00 


Medical Oare ............................... . 165.00 19.00 12.0(; 

Medical and Dental ...................... . 116.00 

Hospital Services ......... . ............. . 30.00 

Supplies and Eyeglasses ................. . 7.00 7.00 

Drugs and Medicines ..................... . 12.00 12.00 12.00 


Tran8portation ............................. . 354·00 151.00 157.00 

Automobile Purchase .................... . 107.00 107.00 107.00 

Repairs, Oil, Tires and Tubes ............ . 50.00 50.00 50.00 

All Other Automobile .................... . 97.00 

Public Transportation .................... . 100.00 


Other Good8 and Service8 .................. . 304·00 101.00 106.00 

Reading and Recreation ................. . 83.00 25.00 30.00 

Personal Care ............................ . 56.00 21.00 21.00 

Tobacco ................................. . 40.00 10.00 10.00 

Gifts and Contributions .................. . 81.00 40.00 40.00 

Miscellaneous ...........................•. 44.00 5.00 5.00 


Total All Goods and Services $3,045.00 $2,079.00 $765.00 
Taxes, Insurance, Dues, etc. . ....... . 329.00 

Total Estimated Budget.............. $3,374.00 

Total Estimated Sales Tax .........•................. $20.79 $7.65 


Source: Connecticut Public Expenditure Council, February 10, 1948. 
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The Place of Sales and Income Taxes Within the Present Tax Structure 

The Relation to Selected Sales and Selected Businesses 
It must be recognized that every State makes extensive use of 

sales and gross receipts taxes even though only 28 of them apply 
general sales taxes. Upon this basis the difference between sales 
tax States and non-sales tax States is largely one of definition of 
the tax base. 

The importance of these taxes ranges from 25.5 per cent of all 
State revenue collected in Oregon to 86.4 per cent in 'Vest Vir­
ginia. I Aside from the large revenues derived in the 28 sales tax 
States from general sales and use taxes, major sources of sales tax 
revenues are derived in all States from alcoholic beverages, cigar­
ettes, and gasoline. Indiana applies a general gross income tax to 
individuals and businesses. 

Thirty-six States received more than one-half of their tax reve­
nues from sales and gross receipts taxes in 1949. States having 
retail sales tax measures appear at the top of the list in terms of 
reliance upon sales and gross receipts taxes. However, this 
emphasizes the extra weight of sales taxes imposed above and 
beyond the special taxes upon selected commodities as compared 
with non-sales tax States such as New Jersey where 50.4 per cent 
of all State collected revenues are derived from such sources. 

Selective sales taxes in New Jersey apply primarily to the sales 
of gasoline and cigarettes. At 3 cents per pack of cigarettes re­
tailing at 20 cents, the cigarette tax amounts to a selective tax at 
approximately 15 per cent. In the same way, the gasoline tax at 
3 cents a gallon upon gasoline retailing at 20 cents per gallon is a 
15 per cent selective sales tax. Taxes upon the sale of alcoholic 
beverages represent selective sales taxes at rates varying with the 
type of the beverage sold. Other taxes presently applied in New 
Jersey and related to the sales and gross receipts tax field are 
those upon the gross receipts of public utilities at rates in excess 
of 11 per cent and taxes upon pari-mutuel racing pools at 6 per 
cent for all under $40 million and 7 per cent for all over that 
amount. Insurance premiums are subject to a tax based upon 
the gross amount of business done. 

Relation to the General Property Tax 
As shown in Table 23, estimates indicate that approximately 3A. 

of all retail sales in New Jersey are made in 58 of the State's 365 

1 See U. S. Bureau of the Census, Sources of State Tax Revenue in 1949 (Washing­
ton, D. C., October 1949). 
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municipalities. These same 58 municipalities account for about 
78 per cent of all retail sales ,except food sales and 69 per cent of 
all general property taxes. 

The possible tax revenue from a 2 per cent retail sales tax at 
the 1948 level of business without exemptions would amount to ap­
proximately 25 per cent as much as the 1949 general property tax. 
Exemptions of food sales frolu a 2 per cent sales tax would pro­
vide tax revenue equal to about 17 per cent of the general property 
tax. 

These ratios between potential sales tax revenues and general 
property taxes vary widely as among the counties and as among 
individual municipalities within counties. Table 26 shows this 
relationship in 58 individual New Jersey municipalities. The 13 
largest municipalities would account for approxilnately 50 per cent 
of all sales taxes where food is exempt as compared with 45 per 
cent of all general property taxes assessed in 1949. At a 2 per 
cent rate such a tax would provide revenue amounting to about 
19 per cent of all general property taxes assessed in these 13 
municipalities. As among the 13 municipalities, however, this 
ratio '~vould vary from a low of 6 per cent in Hoboken to a high 
of 31 per cent in Paterson. 

The remaining 45 municipalities shown in Table 26 account for 
28 per cent of potential sales taxes as compared with 24 per cent 
of all general property taxes in 1949. The average yield from a 
2 per cent sales tax: with food exempt would be approximately 20 
per cent of the general property tax for these 45 municipalities. 
In this case the variation is even greater than that shown for 
the 13 largest municipalities. For example, it ranges from a lo,v 
of about 7 per cent in Linden to a high of almost 55 per cent in 
Dover. 

The Commission concludes-

Individual residents of New Jersey are supporting'State Gov­
ernment only to the extent that they contribute through selective 
sales taxes. They are free of the major broad based tax require­
ments imposed in other States, but this means a greater tax 
impact at the local level which is at present concentrated on the 
real estate tax. The principal forms of taxation of individuals 
in other States, the consumers sales tax and the personal income 
tax, represent an untapped fiscal resource of the State which 
could, through the use of appropriate exemptions and deduc­
tions, be made to operate equitably-if the Legislature should 
elect to pursue any fiscal policy which requires their use. 
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TABLE 26 

RELATIONSHIP BETWEEN ESTIMATED RETAIL SALES T'AX AT 2 PER CENT (1948) 

AND GENERAL PROPERTY TAX ASSESSED IN 58 NEW JERSEY MUNICIPALITIES 


(Amounts in Thoztsands of Dollars) 

GeneraZ 
Property 

Tax 

Estimated Sales 
r-Tax at 20/0 (1948)-, 
Without Food 

Sales Taxes 
,-as % Property T

Without 
ax-., 

Food 
Municipality county 1949 Exemptions Exempt Exemptions Exempt 

13 Municipalities with Population 50,000 and more: 

Atlantic City •.•.•.•••Atlantic ................ . 
Camden ..•...•••••••••Camden ................ . 
Newark •...•.•.•••••••Essex .................. . 
East Orange •••••••••• Essex .................. . 
Irvington .•.••.•••••••Essex .................. . 
Jersey City .•.•.••••••Hudson ................ . 
Bayonne ..•.•.••.•••••Hudson ................ . 
Hoboken .•.•.••••• '••••Hudson ................• 
Union City ••••••••••••Hudson ................ . 
Trenton .•....•••••••••Mercer ................. . 
Patersou ...•.•••••••••Passaic ................ . 
Passaic ...••..••••••••Passaic ................ . 
Elizabeth .•...••.•••••Union .................. . 

$7,190 
7,913 

49,482 
5,531 
4,811 

33,262 
9,771 
6,140 
4,633 
9,334 
9,223 
5,411 
8,084 

$2,343 
2,608 

13,699 
1,515 
1,094 
4,446 
1,566 

777 
1,936 
3,670 
3,901 
1,868 
2,636 

$2,086 
1,917 

10,928 
1,151 

772 
2,611 
1,042 

369 
1,434 
2,663 
2,854 
1,380 
1,911 

32.6% 
33.0 
27.7 
27.4 
22.7 
13.4 
16.0 
12.7 
41.8 
39.3 
42.3 
34.5 
32.6 

29.0% 
24.2 
22.1 
20.8 
16.0 
7.8 

10.7 
6.0 

31.0 
28.5 
30.9 
25.5 
23.6 

Total 13 Municipalities .................... . $160,784 $42,059 $31,118 26.2% 19.4% 

13 Municipalities as Per Cent of State Total 45.2% 47.8% 50.4% 

45 Other Municipalities: 

Hackensack •...•.••••Bergen ... . ............ . 
Teaneck .....•.•••••••Bergen ................. . 
Englewood •..•.•..•.••Bergen ................. . 
Ridgewood ..........••Bergen ................. . 
Garfield .........••.•••Bergen ................. . 
Rutherford ......••••••Bergen ................ . 
Burlington ......••••••Burlington ............ . 
Collingswood •••••••••Camden ................ . 
Ocean City ....•..••••Cape May .............. . 
Wildwood ...•••••.•••• Cape May .............. . 
Bridgeton .............Cumberland ........... . 

$2,515 
2,277 
1,820 
1,609 
1,425 
1,127 

443 
761 

1,313 
783 
925 

$1,541 
346 
627 
367 
310 
353 
227 
301 
255 
274 
546 

$1,105 
156 
473 
252 
198 
248 
169 
208 
165 
186 
393 

61.3% 
15.2 
34.5 
22.8 
21.8 
31.3 
51.2 
39.6 
19.4 
35.0 
59.0 

43.9% 
6.9 

26.0 
15.7 
13.9 
22.0 
38.1 
27.3 
12.6 
23.8 
42.5 



~ '#' 

Millville •...•.•..•..... Cumberland "" .......... 725 294 190 40.6 26.2 
Vineland •••.•....•..••Cumberland ............. 403 554 417 137.5 103.5 
Montclair •...•........Essex · ...... ~ .. , .. ~ ..... 4,749 1,157 779 24.4 16.4 
Bloomfield •....•...... Essex . ~ ... ,. ...... " ... " . 3,767 758 517 20.1 13.7 
Orange •..•..••.•...•.. Essex ..................... 2,621 757 476 28.9 18.2 
West Orange •........ Essex · ..... ~ ...... " .... " 2,564 337 219 13.1 8.5 
Belleville •...•...•.•.• Essex ................... 2,208 295 187 13.4 8.5 
Maplewood ••.•..••.••Essex · ., ............... 2,239 337 222 15.1 9.9 
Nutley ......•.•..•••.•Essex ................... 1,881 274 163 14.6 8.7 
South Orange ••......•Essex ................... 1,840 337 238 18.3 12.9 
Woodbury ............Gloucester .............. 488 276 200 56.6 41.0 
Kearny •.....•........Hudson .................. 4,100 598 345 14.6 8.4 
North Bergen •........ Hudson ................ '3,626 633 420 17.5 11.6 
West New york ......Hudson .... " ........... 3,426 1,064 716 31.1 20.9 
Princeton .•..........•Mercer ...... ~ ...... " ...... 789 363 258 46.0 32.7 
Perth Amboy .........Middlesex ............ 3,572 1,297 925 36.3 25.9 
New Brunswick ......Middlesex ............... 2,800 1,409 978 50.3 34.9 
Woodbridge ............ Middlesex ............... 2,023 282 151 13.9 7.5 
Asbury Park .•......•Monmouth ............ 1,661 1,004 810 60.4 48.8 

.....,. Long Branch .•.......Monmouth .............. 1,530 449 290 29.3 19.0 
0 Red Bank .•...........Monmouth .............. 848 648 477 76.4 56.3 
01 Freehold .............•Monmouth ... ~ ........... 410 288 210 70.2 51.2 

Morristown ...........Morris ~ ................. 1,204 792 631 65.8 52.4 
Dover ........•......•.Morris ., ............... 532 412 290 77.4 54.5 
Clifton ................Passaic .... ~ ............. 3,554 830 610 23.4 17.2 
Salem ...•...•..•..•... Salem .................. 388 240 182 61.9 46.9 
Somerville ••.......... Somerset . , .............. 651 383 292 58.8 44.9 
Plainfield •...•.•.•.•.•Union ................... 3,428 1,397 932 40.8 27.2 
Linden ....•.•.•.......Union ................... 3,376 343 233 10.2 6.9 
Union ......••.•.......Union ... , ............... 2,429 322 200 13.3 8.2 
Westfield ............•Union .................. 2,071 339 222 16.4 10.7 
Summit ...•...........Union ................... 1,753 377 249 21.5 14.2 
Rahway ..............Union .................. 1,646 329 224 20.0 13.6 
Phillipsburg ..........Warren .................. 1,015 262 178 25.8 17.5 

Total 45 Municipalities ..................... $85,315 $24,581 $16,984 28.8% 19.9% 

45 Municipalities as Per Cent of State Total 24.0% 28.0% 27.5% 

STATE TOTAL ......................... $355,689 $87,919 $61,761 24.7% 17.4% 

Source: County Ab8traots 0/ Tax Ratable8} 1949 and Sale8 Management} May 10, 1949. 



CHAPTER V 

THE PROPERTY TAX 

REAL ESTATE 

The administration of the general property tax, particularly as 
it affects real estate, represents a large-scale problem which the 
Commission has set aside largely for its next year's work. The 
principal problem of policy in this area revolves around the extent 
to which real estate shall be required to pay the cost of govern­
ment. This was the heart of the argument presented at the Com­
mission's hearings, on behalf of the New Jersey State League of 
Municipalities. lYIr. James J. Smith, appearing for the League, 
declared: 

"A program of new and adequate revenue resources in 
the form of 'home rule' tax legislation of a specific nature, 
providing for State administration of locally imposed taxes 
within the framework of uniform tax measures would pro­
vide an orderly development of local financial independence. 

Just as the State would prefer a reallocation of tax re­
sources as between the Federal and State Government, to 
get away from the need of going hat in hand to Washington, 
begging for the return of a few of the dollars that New 
Jersey's citizens have paid in tribute to the Federal Govern­
ment, so we, in the municipalities would recommend that 
the broadening of the tax base should carry with it the 
recognition of local autonomy." 

The Commission considers the relationship of real estate tax 
relief to general State tax policy in the succeeding chapter of this 
report. It is impressed with the sincerity of the municipal officials, 
however, and particularly with their willingness to assume respon­
sibility for such taxes as may be required to relieve real estate. 

Before embarking on any idea of new and additional tax sources 
to be locally administered, the CO'Ynmission has deemed it desirable 
to explore ways and means of making the property tax work better, 
on the one hand, and of cutting down the tax burden on real estate, 
on the other. In this connection the administration of the property 
tax will be the subject of the Commission's next report. 
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For the time being it is important to note, as shown in Table 27, 
that the total property tax raised has increased from $258.7 million 
in 1939 to $355.7 million in 1949, an increase of 37.5 per cent in 
ten years. This is all the more significant when it is noted that the 
increased tax dollars cannot be accounted for by increased assess­
ments, in that net valuations taxable increased only 3.1 per cent 
during the same period. The average tax rate in 1939 was $4.61 
per hundred, whereas in 1949 it had risen to $6.14 per hundred. 
Table 27 also shows that municipalities with low tax rates in 1939 
(see part B of the Table) have increased their property taxes by , 	 greater percentages than those with higher tax rates in 1939. Mu­
nicipalities with low tax rates in 1949 (see part A of Table 27) 
also show substantial increases in property taxes assessed as be­
tween 1939 and 1949. The conclusion is that whether a municipality 
was a low tax rate district in 1939, or whether it is a low tax rate 
district today, has made no difference in the upward trend of real 
estate taxes assessed. 

A rather striking difference is shown by the table as between low 
tax rate districts in 1939 and those in 1949, in the column headed 
net valuation taxable. Those which had a low tax rate in 1949 show 
substantial increases in net valuation taxable over a ten-year 
period, while those which had a low tax rate in 1939 show losses or 
minor increases in net valuation taxable over the two years. The 
full significance of this difference is impossible to measure without 
a district by district analysis, but it is at least apparent that low 
tax rates in 1939 were not in themselves sufficient to attract new 
ratables, on the one hand, while low tax rates in 1949 on the other, 
were apparently due in some cases to a marked increase in net 
valuation taxable. 

In brief the Commision finds-
Despite the predominance of the philosophy of no new taxes 

during the past ten years, taxpayers at the local level are paying 
almost $100 million more in 1949 than they were in 1939. The 
figures show no significant over-all increase in net valuation tax­
able and a very substantial increase in the average tax rate. 
Regardless of whether or not economic values have increased 
over the ten-year period, the fact remains that taxpayers are 
paying 37.5 per cent more in tax dollars, regardless of the base 
or measure of the tax. 

Two possible methods of ending the present rising trend in real 
estate taxes may be considered: (a) real estate tax exemption; 
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TABLE 27 

GENERAL PROPERTY ASSESSMENT RATIOS-By BOOK VALUE FOR MAJOR INDUSTRY GROUPS 

SAMPLE OF CORPORATION FRANCHISE TAX RETURNS-1949 

(Amounts Rounded to Millions of Dollars) 

Wholesale Retail Construe-
Agri., 

Forestry, Not 

Hook VallI{' of Propl'rty in 8;IIII{ll(': 
Trade Trude Seniccs tion I"ishing Heportell Totals 

...., 
o 

$9:lH 
1,0{1!l 
4,212 

$a8,776 
167,326 
539,177 

$:1,246 
11,833 
15,9n9 

$4,Z'J1 
8,002· 

49,319 

$1Q,:l95 
In,l74 
81,152 

$H,091 
29,016 
1:1,28:: 

$76,869 
1Oll,FRS 

6,774 

$714 
1,:143 
2,065 

$447 
735 

1,019 

$41,399 
68,1:l6 

110,004 

$191,107 
412,522 
823.024 

00 Total Book Value $6,2'20 $745,279 $31,038 $61,552 $106,721 $56,390 $19:l,531 $4,122 $2,201 $219,599 $1,426,653 

Assessed Vulue of Propcrty ill Sample: 
Land •....................•......... 
Bnillllngs and Improvements ........ . 
Tangible Personal Property ......... . 

$:l45 
374 

1,041 

$2,362 
9,174 
4,236 

$2,691 
4,894 

10,763 

$5,566 
17,315 
24,401 

$6,273 
1~,~54

;),.)64 

$46,712 
74,485 

3,007 

$362 
507 
995 

$288 
534­
214 

$30,239 
51,855 
29,724 

$122,347 
263,693 
178,872 

Total Assessed Value $1,700 .$215,037 $15,712 $18,348 $47,282 $27,791 $124,204 $1,864 $1,036 $111,818 $564,912 

AssessnH'nt Ru tio for Sample: 
:l6.7% 6:~.6% 60.8% 64.4% 73.0% 64.0% 
35.0 tiL 2 67.8 72.7 7U.l 6:l.9 
24.7 21.8 44.4 21.0 27.0 21.7 

Average A!'9P>;smE'nt Hatios ..... 28.3% 28.9% 50.8% 21).8% 44.3% 49.3% 64.2% 45.2% 47.1% 50.9% 39.6% 

::\'nllllJpr of CorpOl'atiolls Sampled ......... ,. 31 1,513 175 439 792 267 1,358 57 15 977 5,624 
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(b) the elimination of present real estate tax exemptions, some of 
which may be unwarranted by considerations of public policy. The 
oommission has studies under way in both of these fields. 

Tax Limitation 

Tax limitations have for a long time been looked upon with dis­
favor by those experienced in the requirements of public finance, 
but much of the opinion was based upon depression conditions. Of 
more recent significance, however, was the submission of a con­
stitutional amendment in New York to revise the 2 per cent real 
estate tax limitation which has long applied in that state. It is 
quite clear from the involved nature of the amendment that 2 per 
cent has become too restrictive a limitation, but it is also signficant 
that the ~1:oore Committee which studied the matter did not 
recommend repeal of the limitation but rather that it be modified 
in light of current needs. This Commission will continue its con­
sideration of possible real estate tax limitation in connection with 
its projected study of the entire real estate tax. 

Tax Exemptions 

The Commission has accumulated a large stock of information 
on the subject of real estate tax exemptions. A. good part of the 
information deals with tax exempt Federal property. The true 
picture of tax exempt real estate other than Federal property is 
practically impossible to obtain because of the nominal or indiffer­
ent valuations placed upon such property by many local assessors. 
The Commission is continuing its study of this problem, and par­
ticularly of the developing significance of veterans' tax exemptions 
as they affect the smaller municipalities. 

Assessment Ratios 

A key consideration in any over-all view of the general prop­
erty tax must be the existing variations in the ratio of assessed 
to true value as among' different classes of taxpayers, and as 
among different taxing districts. While it is a statutory duty of 
the county boards of taxation to equalize assessments among the 
different taxing districts, counties throughout the State report 
that they have not had any assessment ratio studies during the 
past ten years. Without the benefit of such studies, there can be 
no effective equalization as among taxing districts. 

The Commission recognizes that the ratio of assessed value to 
book value is not conventional, and may not always be valid. In 
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the case of the ratio of assessed value to book value of personal 
property the Commission deems the ratio to be reasonably satis­
factory since the book value of personal property, especially inven­
tories, is likely to be a very close approximation of its over-all 
true value. Recognizing the limitations of assessed to book value 
in the case of land and buildings, the Commission nevertheless 
believes it is significant to consider for comparative purposes the 
wide industry variations shown in Table 28. 

The assessment ratio in manufacturing alone ranges from 71 
per cent for land down to 18 per cent for tangible personal prop­
erty, but as between manufacturing and retail trade the assess- • 
ment ratio for land ranges from 71 per cent in the former down 
to 53.5 per cent in the latter, while that for buildings ranges from 
52.8 per cent in manufacturing to 114.1 per cent in retail trade. 
Other differences are apparent from examination of the table. 
'Vhile Table 28 is, as has been stated, not in any sense conclusive 
of differences in assessment ratios, it nevertheless is a substantial 
guide to what might be expected from the assessment ratio studies. 
The Commission is prepared to undertake such studies as part of 
its analysis of the operation and effect of the general property tax. 

PERSONAL PROPERTY 

Household Goods 

Problems of household personalty assessment are today worse 
rather than better than they were three years ago when the 
Commission discussed them in its Second Report. The Commission 
accordingly renews its recommendation of that report-

Taxation of household personal property should be abolished 
and municipalities should be given the option of levying an 
occupancy tax in lieu of the present household goods tax. 

We have already discussed the problem of business personalty. 
To those who would argue that the Commission's proposal will 
result in a narrowing of the local tax base, it is only fair to add 
that there will not be much tax base left in New Jersey's largest 
cities if the problem of taxation of tangible business personalty 
is not solved. The core of this problem lies in the large cities 
which have been using the personal property tax more extensively 
than the smaller municipalities, but the solution must necessarily 
encompass the State. The benefit of a solution will in turn redound 
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TABLE 28 
CHANGES IN NEW JERSEY PROPERTY TAX AND NET VAJ~UA'rION TAXABLE 

(1939-1949) 
(thousands) 

,--Property Taxes Asses8ed----.., (thousands) 
Number of ,----Net Valuation Taxable--., 

Taxing Per Cent Per Cent ,Average Tax Rates----., 
Tax Rate 191,9 Distriots 1939 1949 Change 1939 1949 Change 1939 1949 

A. By Size of Tax Rate in 1949 

Under $3.00 .............. 9 $583 $1,314 125.4% $29,020 $47,989 65.4% $2.01 $2.74 

$3.01-$4.00 ................ 26 2,625 3,329 26.8 80,702 92,793 15.0 3.25 3.59 

$4.01-$5.06 ......... .. .... 70 17,385 25,174 44.8 508,658 538,609 5.9 3.42 4.67 

$5.01-$6.00 ........... . ... 159 88,035 124,348 41.2 2,012,766 2,255,382 12.1 4.37 5.51 

$6.01-$7.00 ............ . .. 150 103,124 133,141 29.1 2,144,910 1,984,792 -7.5 4.81 6.71 

$7.01-$8.00 ................ 81 34,947 50,531 44.6 659,948 681,383 3.2 5.30 7,42 

$8.01 and over ........... 68 12,004 17,852 48.7 181,553 193,355 6.5 6.61 9.23 


Total ............. 563 $258,703 $355,689 37.5% $5,617,557 $5,794,303 3.1% $4.61 $6.14 

I-l 
I-l 
I-l B. By Size of Tax Rate in 1939 

Tax Rate 1939 

Under $3.00 .............. 35 $2,527 $4,371 73.0% $138,238 $122,870 -12.5% $1.83 $3.56 

$3.01-$4.00 ................ 120 34,618 51,552 48.9 973,326 1,026,866 5.5 3.56 5.02 


• ~ ................. 4
$4.01-$5.00 184 157,651 212,176 34.6 3,406,734 3,403,688 -0.1 4.63 6.23 

$5.01-$6.00 ................ 122 39,815 55,772 40.1 743,098 841,938 13.3 5.36 6.62 

$6.01-$7.00 ............... 54 16,401 21,783 32.8 256,868 284,335 10.7 6.38 7.66 

$7.01-$8.00 ................ 29 5,944 7,709 29.7 80,412 91,637 14.0 7.39 8,41 

$8.01 and over ........... 19 1,747 2,325 33.1 18',881 22,969 21. 7 9.25 10.12 


~Total * • " •••• ~ •• ,. 563 $258,703 $355,689 37.5% $5,617,557 $5,794,303 3.1% $4.61 $6.14 

In 1939 Cape May City and North and South Cape May were separate municipalities and their general property taxes and net 
valuations taxable are reported at their various tax rates, i.e.) Cape May City at $5.84, North Cape May at $7.40, and South Cape May 
at $11.24. In 1949 they are included in Cape May City at a rate of $7.72. 

In 1939 Raritan Town, Somerset County did not levy taxes and taxes to be levied for local purposes were certified to the Town­
ship of Bridgewater. In 1949 it reported a tax rate of $7.48 and was listed accordingly. 

In 1939 Medford Lakes, Burlington County did not exist as a separate municipality. In 1949 it reported a tax rate of $6.16 and is 
listed accordingly. 

Source: New Jersey County Abstracts of Tax Ratables. 

http:7.01-$8.00
http:6.01-$7.00
http:5.01-$6.00
http:4.01-$5.00
http:3.01-$4.00
http:7.01-$8.00
http:6.01-$7.00
http:5.01-$6.00
http:4.01-$5.06
http:3.01-$4.00


to the advantage of all municipalities large and small in that new 
locations of industry which may have been discouraged by the 
present unsatisfactory tax situation will increase and bring with 
them a train of new tax ratables. • 

* 

Intangible Personal Property 

It remains to review again the problem of intangible personal 
property. In 1945 this Commission recommended that any effort 
to tax such property on an ad valorem basis should be abandoned. 
Nothing that the Commission has seen or experienced since that 
time would tend to change its views. It is none the less true that the 
effect of exempting from taxation the various forms of intangible 
wealth, that is stocks, bonds and other securities, should tend to 
discourage investment in real estate as opposed to investment in 
securities. Whether or not this has had a depressing effect 
economically, the Commission is unable to learn. But it is quite 
clear that from the viewpoint of taxation the present system 
provides discrimination against the owner of real property or 
tangible personal property and in favor of the owner of intangible 
personal property. The financial business tax may to some extent 
reach individuals holding large blocks of securities and dealing 
with them in a financial business manner. But the bulk of such 
securities may be handled as individual investment without incur­
ring any tax liability under the laws of New Jersey. 

The Comm,ission has heretofore expressed the opinion that the 
only fair and logical method of reaching intangible personal prop­
erty for taxation is through an individual income tax. If the 
Governor and the Legislature wish to correct this inequity, that 
is still the only method of doing so. 

In summary, the Commission concludes-
A foremost need is to place the general property tax in order. 

While some steps can be taken immediately to remove the un­
workable portions of the tax, the basic requirements for effective 
and equitable levy, assessment and collection of the tax on real 
estate are in themselves a project for a separate, full-scale study 
and report. 
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CHAPTER VI 
HIGHWAY USER TAXES 

At least $50 million a year is spent by counties and municipal­
ities on the construction, maintenance and policing of facilities for 
highway users. These expenditures are financed not from so­
called highway user revenues but rather from the general property 
tax. They include the large cost of street cleaning and repair, 
snow removal, traffic control devices, police patrol, the construction 
of new streets and the resurfacing of existing streets, plus a variety 
of miscellaneous costs and services not included in the gross total 
but which directly or indirectly may be attributed to the motor 
vehicle. From the point of view of State Government, moreover, 
the cost of construction of through State highways is known to be 
directly related to the weight and character of vehicles that use 
the highways. 

As this report is being written, legislation is pending with a 
view toward achieving two objectives: 

1) The limitation of the axle loads of vehicles which 
may use the highways, for the purpose of protecting the 
pavement from damage; and 

2) An increase in the license fees charged heavy vehicles 
so as to offset the cost of administering the weight limits as 
well as to require some additional contribution toward the 
costs attributable to heavy vehicles. 

As the Corrl,mission understands the pending proposal, it is not 
primarily a revenue measure although it does make. provision for 
some additional revenue-an estimated total of $2 million which 
would be offset in some measure by the anticipated increased costs 
of administration of the weight limits. 

From the viewpoint of.tax policy, the Commission has considered 
highway user taxes without regard to any regulatory features of 
the licensing system. It has also been convinced that no licensing 
system can make out-of-State trucks pay their way, because of the 
interstate reciprocal character of existing license laws. If New 
Jersey were to compel out-of-State trucks to obtain a registration 
in this State as a condition to the use of the highways here, all 
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New Jersey trucks would lose the right to travel in other States 
without taking out licenses there. The licensing system, moreover, 
is intended to reflect only a flat charge for the privilege "without 
regard to the extent of its exercise-this applies both to interstate 
and out-of-State vehicles. It is, therefore, evident that-

If the Legislature wishes to require New Jersey registered and 
out-of-State trucks to pay a fair share of the cost of New Jersey 
highways which they enjoy, and if the Legislature wishes to 
measure the contribution toward that cost in proportion to the 
relative use of the highways by all vehicles, a tax related to such 
use will be required. 

New Jersey highway needs and the character of their financing 
are probably unmatched in any other State. This State represents 
a "bridge" between two of the most densly populated metropolitan 
centers in the world. As such, this State's traffic volume and 
concentration of congestion, with the attending costs of relief of 
these conditions, are probably unequalled anywhere else. In large 
part, this use of the highways is by motor carriers both private and 
for hire, who use the streets and highways for profit in a way which 
is demonstrably at the expense of other highway users as well as 
the general taxpayer. 

Out-of-State vehicles now constitute more than one-fourth of 
the total traffic volume on the New Jersey highway system. For 
the privilege of such use, only the motor fuels tax is paid; and it is 
doubted that even in this tax, payments of foreign vehicles are 
commensurate with their use. The position of New Jersey as a 
very narrow bridge State allows a number of such vehicles to 
travel across the State without purchasing fuel in the State, thus 
avoiding any tax payments. This is a problem which must be 
faced. The highway system of New Jersey is designed for a heavy 
volume of traffic and for heavy vehicle loads at a considerable cost 
to the highway user taxpayers of the State. vVhen so much of the 
traffic volume and so many of the heavily-loaded vehicles are 
licensed out-of-State, it is not fair to ask that the New Jersey tax­
payer bear nearly all the cost. 

As a partial solution to these problems, the Commission 
recommends the adoption of a mileage tax on all motor carriers 
--common, contract, or private--weighing over eight thousand 
pounds, which operate on the highways of the State, whether 
they are registered in New Jersey or other States. Such a tax, 
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yielding approximately $9 million, would remove some of the 
inequities of the present structure with regard to payments of the 
various sizes of vehicles. It would tax heavy out-of-State 
vehicles for the use of highways. It would avert further high­
way indebtedness, and it could allow some relief for the general 
property taxpayers. 

Present Highway User Tax Structure 

Revenues for the financing of highways, totaling $75.7 million, 
are now received from five sources: the motor fuel tax, the motor 
vehicle registration and other fees, the autobus excise tax, Federal 
aid, and the issuance of bonds. The first three constitute the high­
way tax structure in New Jersey and yielded in 1949 over $62 
million. 

Table 29 shows how New Jersey compared with other States 
in 1948 in amounts and percentage of total highway user receipts 
from each of these sources. New Jersey received 47.8 per cent 
from the motor fuels tax, as conlpared with a National average 
of 64.8 per cent. Registration and other fees yielded 52 per cent 
of the total as against an average of 33.4 per cent. The autobus 
excise, which is the State's only motor carrier tax, produced 0.2 
per cent of the total as compared with an average of 1.8 per cent. 

The Motor Fuels Tax 
New Jersey has a motor fuels tax levied at the rate of 3 cents 

per gallon of fuel sold. This tax yielded in 1949, $30 million. As 
shown in Table 30, the State is one of five with such a low rate. 
Compared with a national average of over 5 cents per gallon, New 
Jersey, Illinois, :Michigan and :.'Massachusetts have· a 3 cents per 
gallon tax. VVhile 1Essouri has a 2-cent State tax, St. Louis and 
Kansas City, as the State's two largest cities, apply an additional 
rate of 1 cent for their own purposes. 

Relative to its neighboring Middle Atlantic and New England.. 
States, New Jersey's rate of 3 cents is compared with an average 
in those States of 4.36 cents. 

Motor Vehicle Registration and Other Fees 

Every vehicle operated on the public roads of New Jersey must 
be registered and a license f.ee must be paid. Passenger car fees 
are based on horsepower, commercial vehicle fees on gross weight, 
and omnibus or "for hire" passenger vehicles on the seating 

115 



TABLE 29 
STATE HIGHWAy-USER REVENUES FOR 48 STATES AND DISTRICT OF COLUMBIA-1948 

(Amounts in Millions of Dollars) 

State 

Total High­
way-User 
Hcvenues 

Motor Fuel 
Taxes 

Motor Fuel 
Taxes as 0/0 

of Total 

Motor Ve­
hicle Regis. 

Fees, etc. 

Motor Vehicle 
Fees as % of 

Total 

Motor 
Carrler 
Taxes 

Alabama .........•..•.•.•..•.•••••.•.•••••..••••.• 
Arizona ......•.•••...•..•...•••.•••••••••••••••••• 
Arkansas .....•.•..•••.••••.•••••.••.•.••.••••.••• 

$37.4 
14.0 
26.4 

$27.9 
9.4 

20.1 

74.50/0 
72.1 
76.0 

$8.8 
2.8 
6.3 

23.60/0 
21.7 
23.9 

$().7 
.8 

California .•...•.....•.•..•..••••.••..•••.•.••.••• 205.3 131.7 64.1 64.6 81.4 9.1 
Col()rado ...........••.•.•........••..••••......•.• 
Connecticut ..•...•.•.............••..••.•.•••••..• 
Delaware .......•............•••...•••.•••.•...•.• 

24.4 
27.5 
4.6 

18.4 
17.2 
2.9 

75.3 
62.4 
64.1 

4.4 
9.6 
1.6 

17.9 
34.9 
35.9 

1.7 
.7 

Florida ..........•...•...•••....•.•...•.•.••...•.. 64.0 45.3 70.7 18.0 28.2 .7 
Georgia ...•..•...•.....•••..••..••.•.•••••.•••..•• 
Idaho •.•.•...•...•..•••.•••...••..•••.•.•.•••••••. 

41.7 
12'.1 

36.7 
9.3 

88.1 
77.0 

4.8 
2.6 

11.6 
21.3 

.1 

.2 
Illinois ...•.•••.....••.••..••.•..•••.•.•..••••.•.• 00.2 52.6 61.1 8a.6 38.9 
Indiana •....••..•..•.•.••..•..•••••••••••••••••••. 50.6 35.0 69.2 15.4 30.4 .2 
Iowa ..........•.....•...•••....••.•••••••.•••..•• 43.1 24.4 56.6 18.1 42.0 .6 
Kansas ..•...•.•...•••.••.•••.•••.•.•..••••••••.•• 28.S 20.4 70.6 6.2 21.5 2.3 
Kentucky 
Louisiana 

...........•.....•...••.•.•...•.•.••••.•. 

........•......•..........••..••.•••••••• 
41.0 
a8.9 

28.S 
33.1 

70.3 
84.9 

11.0 
5.8 

26.9 
14.9 

1.1 

Maine •.......•.........•.••....•..•••.•.••••••••• 
Maryland ............•........•.•..••...••••.••..• 
Massachusetts .................•.••.•.•..•.•.•••••. 

17.4 
34.4 
34.3 

11.8 
20.0 
24.3 

67.6 
58.2 
70.7 

5.5 
14.4 

9.9 

31.8 
41.8 
28.8 

.1 

.2 

I-l 
Michigan ....•.•.•..••..•..•..•••.•.•....•..•••••• 
Minnesota ..........•.....••..••...•.•.•••.••••••. 

76.8 
42.5 

42.1 
25.8 

54.7 
00.6 

34.0 
16.7 

44.2 
39.2 

.8 

.1 
~ 
O'J 

Mississippi ...............................••.•..•• 
Missouri .....•...•...•..••....••.•.••••••••••..••• 
Montana .........................•......•••.•....• 

26.1 
32.6 
10.1 

20.4 
17.7 
7.5 

78.2 
54.4 
73.6 

6.6 
14.1 
2.5 

21.5 
48.4 
24.S 

.1 

.7 

.2 
Nebraska •......•.......•......•.....•.•..•....••. 23.4 18.2 77.8 5.1 22.0 .1 
Nevada .•.....••••.....•.•.•...•...•.••.•••••••.• 3.7 2.5 68.3 .5 14.5 .6 
New HampshIre •....•..........•...•.•.•.•..••••.. 
New Jersey ..•.....•.•.•..........••.••...••.•.••• 
New Mexico .....................•••.••••.•••.•.•• 
New york ..........•......•..........•.•....•.••. 
North Carolina .................•.......•••...••••. 

8.3 
59.9 
12.2 

149.3 
6a.O 

4.5 
28;6 
8.4 

82.7 
44.4 

00.0 
47.8 
69.1 
5().4 
70.5 

8.7 
31.2 
8.2 

66.6 
17.2 

44.9 
52.0 
25.8 
44.6 
27.3 

.1 

.6 

1.4 
North Dakota .....................•....••....•..•. 8.8 5.2 59.0 3.6 40.2 .1 
Ohio ...................••••.•..••••.•...•..••.•.•. 111.6 65.3 58.6 45.2 40.5 1.0 
Oklahoma •.............. , .... , ....••••••••...•••.. 
Oregon .....................................•••... 
Pennsylvania ...............•....•.....•••...•..•• 
Hhode Island ............•.............•..•..••••• 

40.5 
30.0 

125.8 
9.8 

27.3 
2O.S 
78.2 
5.8 

67.3 
69.3 
62.2 
58.7 

12.8 
4.6 

47.6 
4.0 

81.5 
15.2 
87.8 
40.9 

.5 
4.7 

South Carolina ...........................•..••.... 27.1 22.4 82.9­ 4.1 15.2 .5 
South Dakota ............................•........ 10.7 7.1 66.1 2.5 22.9 1.2 
Tennessee .......................................• 49.1 38.8 79.2 10.0 20.4 .2 
Texas ••••..•....•......................•..•..•.•. 
Utah ....................................•........ 

124.6 
8.5 

72.7 
6.9 

58.3 
80.8 

51.7 
1.6 

41.4 
19.2 

.3 

Vermont ..........................•............... 7.S 4.1 52.0 3.8 48.0 
Virginia ...........•... , .........•........•...•.. 
Washington ...........................•........... 
West Virginia .............................•.•.•.. 
Wisconsin ...................................... ,. 
Wyoming ................................•..... 
District of Columbia ...........................•.. 

48.4 
43.4 
28.5 
50.4 

6.7 
10.0 

36.9 
27.9 
16.0 
29.4 
4.7 
6.5 

76.2 
64.3 
56.1 
58.4 
70.4 
6;).1 

11.0 
15.0 
12.1 
18.2 
1.2 
3.1 

22.9 
34.6 
42.5 
36.2 
18.2 
30.6 

.5 

.5 

.4 
2.7 

.8 

.4 

Total ..................................... $2,081.0 $1,348.1 64.80/0 $696.0 33.4% $37.0 
Source: U. S. Department of Commerce, Bureau of Public Roads, "State Highway Finance," 1948. 

'" 

Motor Carrier 

Taxes as 


% ot Total 

1.90/0 
6.1 
0.02 
4.4 
6.8 
2.7 

1.1 
0.3 
1.7 

0.4
l.a 
7.9 
2.8 
0.1 
0.5 

0.5 
1.0 
0.1 
0.3 
2.2 
1.6 
0.2 

17.2 
0.1 
0.2 
0.0 
0.01 
2.2 
0.8 
0.9 
1.2 

15.5 
0.000 
0.4 
1.9 

11.0 
0.4 
0.2 

1.0 
1.1 
1.4 
5.4 

11.4 
4.3 

1.80/0 



TABLE 30 

COMPARISON OF MOTOR FUEL TAX RATES IN THE UNITED STATES, 1950 

Number Rate Per 
of States States Gallon 

(cents) 

1 Louisiana ................................................ . 9 
6 Florida, Georgia, Kentucky, New Mexico, North Carolina, Ten­

nessee ................................................. . 7 

1 Oklahoma ............................................... . 6.5S 

2 Arkansas, Washington .................................... . 6.5 


10 Alabama, Colorado, Idaho, Maine, Mississippi, Montana, Ne­
braska, Oregon, South Carolina, Virginia ................. . 6 

1 Nevada ................................................. . 5.5 
8 Arizona, Delaware, Kansas, Maryland, Minnesota, Pennsylvania, 

Vermont, 'Vest Virginia ................................. . 5 

1 California ............................................... . 4.5 


13 Connecticut, Indiana, Iowa, New Hampshire, New York, North 
Dak?ta, Ohio,. Rhode Island, South Dakota, Texas, Utah, Wis­
conSIn, Wyommg ....................................... . 4 

4 I1~inois, .Massachusetts, :i\1ichigan, New Jersey ................ , 3 

1 Missourl ., ............................................... . 2 


48 Average ....................................... . 5.14 


~ource: National Highway Users Conference, Motor Vehicle Tax Service, No.2. 

capacity. These fees yielded in 1949 approximately $23 million. 
Other fees--drivers' licenses, inspection fees, oertificates of 
ownership-yielded approximately $9 million. 

Table 31 shows how motor vehicle fees in N ew Jersey compare 
with the highest, lowest, and average payments of such fees in all 
other States. These fees include registration, motor carrier, and 
all other fees chargeable to the owner of a vehicle. It will be 
noted that heavy trucks, trailers, and bus fees are much lower in 

TABLE 31 

COMPARISON OF MOTOR VEHICLE FEES PAID IN NEW JERSEY WITH THE 
HIGHEST, LOWEST, AND AVERAGE IN ALL OTHER STATES, 1949 

Highest Lowt'st Averagt' Motor New 
Motor Vehicle :\fotor Vehicle Motor Vt'hicle VE'hicle Tax Jersey's 

Type of Vehicle Tax Paid Tax: Paid Tax Paid Paid in N. J. Rank 

~Small passenger car ..... ......... $25.00 $2.00 $11.49 $16.50 11 

Medium passenger car ......... ~ " ......... 34.21 2.00 12.40 11.20 21 

Large passenger car ..... ~ ........... 44.39 2.00 15.74 19.00 16 

Pick-up truck . .......................... 

~ 

31.00 2.50 15.62 24.00 8
~ 

;\Iedium tr.."g (private) ........... 255.00 10.00 61.12 59.00 19 
ME'dium truck (intrastate) 355.00 25.00 106.31 59.00 30 
Light tractor-trailer combination 

(intrastate) •• _ •••••• " •••••••• + 1,621.00 42.00 306.48 94.00 42 
HE'avy tractor-trailer combination 

(intrasta te) .................... 3,178.15 69.00 588.25 185.00 43 
Heavy truck (intrastate) 1,750.00 71.00 533.37 204.00 40 
Bus (intrastate, inter-city) ....... 3,008.00 54.00 733.38 54.00 48 

Souroe: GrilTenhagen and Associates, "Annual Motor Vehicle and Related Taxes on Motor Vehicles. 
of Various Types in the Forty-eight States as of November 1, 1949." 
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New Jersey than the average in all States. Also, with the excep­
tion of the medium passenger car, light vehicles pay greater fees 
in this State than the average. The right-hand column shows 
New Jersey's rank among all States for each type of vehicle. 

\Vith regard to the minor fees paid by vehicle owners in New 
Jersey, the drivers' license fee is among the highest found in any 
State. The fee in the State is $3.00 annually, compared with a 
national average of $1.00. Only one State, Connecticut, has a 
higher fee of $5.00 and three other States, Maine, New Hampshire 
and Rhode Island, have a $3.00 fee. 

Motor Carrier Taxes 
New Jersey has no tax on motor carriers other than the autobus 

excise tax which yields $100 thousand annually. It imposes no 
additional taxes or fees of any kind on motor carriers of prop­
erty. As shown in Table 32, other States have numerous taxes 
and fees on motor carriers. Of 44 States which impose taxes on 
either carriers of persons or property, 10 have gross receipts 
taxes, 17 have mileage taxes, 13 have special or franchise fees, 
and 32 have certificate or permit fees. The amount of revenue 
raised in 1948 in these 44 States averaged $755 thousand, ranging 
between $9.2 million in California and $6 thousand in Arkansas. 

Other Revenues. 
The State re~eived $13.4 million additional revenues for high~ 

way purposes in 1949. Federal aid amounted to $8.4 million for 
all highway projects, and $5 million was received from a bond 
issue. 
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TABLE 32 

STATE MOTOR-CARRIER TAX RECEIPTS-1948 


(Amounts in Thousands of Dollars) 

Proceeds 	 State Taxes on Motor Operated 
Hire, and Other Motor 

Mileage Special License .b'ees and 
Ton-Mile, ,---Franchise Taxes-, 

Gross and On Weight On Flat Certificate 
ReceIpts Passenger- or Capacity Rate or Permit 

State Taxes2 Mile Taxes Basis Basis Fees '£'otal 

Alabama .................. . $705 $718 

Arizona .....•.....•......... $804 804 

Arkansas .................. . $6 6 

California ................. . 9,026 161 9,187 

Colorado .........•......•... 1,63() 27 1,65i 

Connecticut ..•..•........... 629 $95 1 725 

Delaware2 ............•..... 

Florida ..•.....•......•..... 6i6 26 20 723 

Georgia ......•.......•..... 112 3 115 

Idaho ....•..........•...... 91 $51 1 143 

Illinois ......•.............. 

Indiana ..•....•.......•.... 22() 8 228 

IO'l'l"a ..•.....•..••.......... 466 91 557 

Kansas ..•................• 2,251 22 2,273 

Kentucky •.•.•.............. 325 644 92 1,061 

Louisiana ........•.•..•..... 23 2S 

Mainc ....••....•........... 39 29 20 88 

Maryland3 ......•.•.•.•.•... 

Massachusetts •............. 143 23 175 

Jl.Iichigan .....•.•.......•... 1i4 11 7ff1 

Minnesota •..••.•...••...... 51 57 

Mississippi ...••......•...... 3 3 

:Missouri •.•...•••.••••••••.• 736 736 

Montana ...•....•...•..•.... 121 38 1 166 

Nebraska ..............•.... 46 7 53 

Nevada ............•.•....•• 463 75 538 

New Hampshire ••.......... 7 1 

l\'pw .Jf'I'"ey , ............... . 109 109 

New Mexico ............... . 640 4 644 

New york ................ .. 1 7 8 

North Carolina .......•...•.. 1,398 10 1,408 

North Dakota •..........•... 6 19 44 69 

Ohio •. , .....•..•.•......•... 1,018 1,018 

Oklahoma ........•........ ' 455 22 477 

Oregon ...................•• 83 3,753 1,169 16 5,011 

Pennsylvania ........ , ...... . 1 7 

Rhode Island , ............. . 39 40 

&lutl! Carolina ....... , ..... , 452 77 529 

South Dakota ....•......... 20 1,129 25 1,174 

Tennessee .....•...•..••.•.. 212 2 214 

Texas ...•........•......... 69 193 22 284 

Utah3 •..................... 

Vermont3 •...•......•.•..•.. 

Virginia ..•...........•..... 411 2 419 

Washington ..•...•.•........ 48 297 56 33 484 


392 392
~~"s('~m~:~gi~~~ . : : : : : : : : : : : : : : 2,393 335 2,728 

Wyoming .....•............. 714 58 772 

District .,f Columbia ....... . 167 217 47 431 


Total •.•............ $12,624 $13,108 $8,724 1£1,800 $740 $37,881 


1 Complete classification of motor-carrier tax receipts is not available in all States. The classified 
receipts, in some cases, include miscellaneous small receipts not classified. 

2 Numerous States impos~ taxes on the gross receipts of motor carriers in connection 'l'l"itl1 gener!]1 
State sales taxes or taxes on all transportation companies or public utilitiea This column includes only 
the proceeds of gross receipts taxes reported by the States as speCial taxI!' on motor carriers. 

3 No speCial taxes on motor carriers were reported. 
Source: U. S. Public Roads Administration. 
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Highway Expenditures 

Expenditures from the highway fund include those for the con­
struction and maintenance of highways, debt service, the cost of 
administering the Highway D·epartment, the l\1:otor Vehicle De­
partment, and the J\;Iotor Fuels Tax Bureau, and State grants-in­
aid to localities for road and s'treet purposes. This program at the 
present time requires approximately $75.4 million annually as 
follows: 

Purpose Amount 

State Highway Department: (millions) 
Construction and maintenance .................... . $36.7 
Administration .................................. . 9.7 

Motor Vehicle Department ......................... . 
Motor Fuels Tax Bureau .......................... . 

2.7 
.4 

State Police ....................................... . 2.4 
Other Departments and Funds ...................... . 1.8 
Debt Service ...................................... . 4.5 
State Grants-in-Aid ................................ . 17.2 

Total ..................................... $75.4 

Relationship BetweelZ Highway Revenues and Highway Expenditures 

New Jers'ey hig'hway receipts totaling $75.7 million from all 
sources in 1949 were balanced by the expenditure of $75.4 million 
expended for highway purposes. Deducting Federal aid of $8.4 
million, the State received $67.3 million from highway user taxes 
and borrowed funds. Expenditures from these sources totaled 
$67 million. 

Since $5 million of the State funds was obtained through a high­
way bond issue, this would indicate that, if the State is to continue 
a program of expenditures at the present level, additional revenues 
must be found or additional indebtedness must be incurred. Since 
transfers from highway funds to the general treasury fund have 
substantially depleted highway fund reserves, they are not avail­
able for highway use. The recognition of this contingency the 
Comrnission suggests, is another reason for the adoption of a 
motor carrier tax as a means to provide highway revenues which 
are related to a more adequate measure of highway use. 

Highway Use 

From traffic counts maintained by the Highway Department, it 
is estimated that there are approximately 15 billion miles driven 
annually on the highways, streets, and roads of New Jersey. Also, 
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on the basis of these counts, it is estimated that in 1949, 79.4 per 
cent of the vehicles were passenger cars, 19.7 per cent were trucks, 
and 0.9 per cent were buses. 

The position of New Jersey as a "bridge" State between the 
metropolitan areas of Philadelphia and New York is also pointed 
out. Of the vehicles using the highways, an estimated 28.7 per cent 
are registered outside New Jersey; 8 per cent in Pennsylvania; 
and 10.7 per cent in New York. Of the total number of passenger 
cars on the highways, 29.5 per cent are registered out-of-State; 
of the trucks, 26.3 per cent; and of the buses, 7.1 per cent. 

• .If These figures, however, are indicative only of the nunlber of 
vehicles on the highways. ]\lost students of highway finance agree 
that the size and weight of the vehicles must also be considered in 
determining the relative use of the higlnvays. Noone would seri­
ously contend that the largest truck obtains the same use from the 
highway as a small passenger car. A 20-ton truck or truck and 
trailer conlbination obviously obtains more use of the highway 
than does a 1112 to 2-ton passenger car. 

Such factors are recognized in highway design and construc­
tion, particularly in a State with a highly-developed highway 
systenl, such as that of New Jersey, which is designed for great 
traffic volunles, high density, and heavy loads. To a degree which 
cannot be determined exactly, highways are designed for the 
heavier and larger vehicle, not the smaller, thus making size and 
weight especially inlportallt. It is axiol11atic that the width of 
vehicles expected to use the road plays a part in determining the 
highway width. Heavy loads are responsible for additional thick­
nesses of pavernent or road foundation, as well as added n1uinte­
nance costs. 

The fact that the cost of these added improvements cannot be 
exactly allocated to each class of vehicle according to an indis­
putable formula does not remove the reality of such costs, and 
the Commission. finds that any measure of highway use, if it is 
to reflect accurately the problems of construction and mainte­
nance, must take cognizance of these added costs. This means 
that size and weight of vehicles as well as miles driven have a 
definite place in any realistic measure of tax upon highway use. 

The Gross-Ton-Mile, 1\1easure of Relative Use 
As the nleasure best incorporating these factors, the gross-ton­

nlile is generally accepted as perhaps the most realistic measure 
of detennilling relative highway use. In its report, Public Aids 
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to D01nestic Transportation, the Board of Investigation and Re­
search stated: 

Gross ton-mileage (reflecting the factors of annual mile­
age and average road "\yeight) appears to be the best com­
mon measure of the relative amount of transportation serv­
ice rendered by roads. l 

In their highway study for the State of Illinois, Griffenhagen 
and Associates stated: 

. . . The only such nleasure that has ever been found 
that would serve as a practical means for allocating costs ...... 
alilong users is the ton-nlile. It, admittedly, is not a perfect 
measure of relative use, but it appears to be about the only 
measure that can be employed as a practical matter under 
the present state of knowledge with respect to the means 
of highway financing.2 

Simply stated, this nlethod measures the relative use of the 
various types of vehicles by the number of miles driven multiplied 
by the gross weight of the vehicle in tons. Table 33 denl0nstrates 
how this method might be applied in New Jersey: 

The 1.3 million vehicles registered in the State in 1948 
have been classified by type of vehicle (column 1). Com­
nlercial vehicles have been classified by gross weight 
(column 2). 

Annual mileage has been estimated for each vehicle from 
other highway studies. These mileage estimates conform 
closely to the mileage driven in New Jersey, and, if any­
thing, are conservative (colunln 3). 

The average mileage per vehicle has been multiplied by 
the average gross weight of the vehicles (column 4) to de­
termine the gross-ton-miles driven by each (column 5). 

This figure is in turn multiplied by the number of vehicles 
in the class to cletermine the number of gross-ton-miles 
driven by that class (column 6). \. 

A total of 33.2 billion gross-ton-miles are estimated to be 
driven in the State. The number driven by each vehicle 
becomes the measure of the relative use which that vehicle 
Inakes of the high\vay. 

1 Board of Investigation and Research, Public Aids to Domestic Tran8portation~ 
Washington, D. C., Government Printing Office, 1945, p. 304. 

2 Griffenhagen and Associates, A Highway Improvement Program for Illinois. Chi­
cago: Griffenhagen and Associates, 1948, p. 205. 
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TABLE 33 
DISTRIBUTION OF HIGHWAY US];~ BY DOl\niSTIC VEHICLES IN NEW JI<iRSEY ~~S 

BY THE GRoss-ToN-MILE METHOD-1949 

Estimated Average 
Average Gross 
Annual Weight Per 

Number of Mileage Vehicle 
~e~~hl~ V~k~ Per Vehlcle (tons) 

(1) (2) (3) (4) 

Passenger Cars ...................................... 1,108,522 8,000 1.7 


Trucks and Trailers: 
Under 3,000 lbs. . ........................•.......... 17,877 7,000 1.1 

I-l 3,001-5,000 lbs. . .................................... . 83,729 9,000 2.2
t:-.:;) 
C;.:) 5,001-8,000 lbs. . .................................... . 33,376 9,000 3.4 


8,001-10,000 Ibs. . ................................... . 15,596 11,000 4.8 

10,001-12,000 lbs. ..... . .....................•....... 11,274 13,000 5.8 

12,001-14,000 lbs. . ...................... ',' ., ....... . 9,816 15,000 6.8 

14,001-16,000 lbs. . .................................. . 9,470 17,000 7.7 

16,001-20,000 lbs. ................................ .., 13,773 20,000 9.3 

20,001-24,000 Ibs. ................ . ................. . 6,909 22,000 11.3 

Over 24,000 lbs. . .................................. . 14,483 25,000 15.0 


Omnibus Vehicles: 

Buses 5,978 20,000 10.0 

'l'axis, etc. . ........................................ . 4,625 50,000 2.0 


Total 1,335,351 

1 For the 1948 registration year. 

MEASURED 

Estimated 

Average 

AnnuaJ 


Ton-Miles 

Per Vehicle 


(5) 

13,600 

7,700 
19,800 
30,600 
52,800 
75,400 

102,000 
130,900 
186,000 
248,600 
375,000 

200,000 
100,000 

Estimated 

Average Ton-


Miles Per 

Vehicle Class 


(6) 

15,075,899 

137,653 
1,657,834 
1,021,306 

823,469 
859,060 

1,001,232 
1,239,623 
2,561,778 
1,717,577 
5,431,125 

1,195,600 
462,500 

33,175,656 



Comparison of Highway Use and User Payments 
Full application of the principle of highway user taxes implies 

that all users should pay according to the benefit received from 
the highways and that the highway tax structure should be so 
designed that the relative use of the highways would determine 
for each vehicle what the total payment should be. Adherence to 
gross-ton-miles driven as a measure of relative use would mean 
that the portion of total gross-ton-miles driven by a vehicle would 
determine the portion of total revenues to be paid by that vehicle. 

As shown in Table 34, the COm1}Lission has undertaken to de­
'}

termine how such an apportionment of highway costs might apply 
to the New Jersey situation. Using the ton-mile estimates from 
Table 33, each vehicle's share of total highway costs is related 
to present payments in motor fuel tax, registration fees, and other 
fees. Upon this basis it appears that, 

While passenger cars and small commercial vehicles are pay­
ing more than their proper share, the large trucks and trailers 
are paying in some cases less than half of their apportioned share 
of highway costs. It should be noted, also, that the estimates 
apply only to vehicles registered in New Jersey. For those 
vehicles registered in other States, the differences would be 
greater, since only the gasoline tax is paid for such vehicles. 

Alternate Ways for Correcting Present System 
There are several methods which could be used to correct the 

present highway tax system and make the paynlent more closely 
approximate the vehicle'S allocated share of highway costs. First, 
the lTIOst obvious nleans would be to increase the present registra­
tion fee high enough so that the average for each vehicle class 
would approximate the allocated share. For States with less out­
of-State traffic, this might be the approach to a solution. In New 
Jersey, however, reciprocal agreements on registration fees would 
prevent levying the tax on out-of-State vehicles, thus failing to 
correct one of the faults of the present system. A fiat registration 
fee, moreover, could not allow for differences in vehicle mileage. 

Second, a fiat rate tax graduated by vehicle class nlaking up the 
difference between present payments and allocated share could be 
levied as a motor carrier tax. This, however, would also introduce 
a measure of inequality within each vehicle class by charging all 
vehicles in the class the same amount regardless of the number of 
gross-ton-miles driven. 
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TABLE 34 

COMPARISON OF ALLOCATED SHARE OF HIGHWAY COSTS AND ESTIMATED PAYMENTS IN 1949 

Difference 
Established Allocated I Estimated Present Payment Allocated 

Ton-Mile Share oj Motor Regis- Share-
Per Highway Fuel tration Minor Present 

Type oj Vehicle Vehicle Costs Tax Feel Fees Total Payments 

Passenger Cars •............••.•.••••••••••• 13.600 $27.88 $15.48 $11.82 $6.87 $34.17 + $6.29 


Trucks and Trailers: 


Under 3,000 lbs. . .....................•••• 7,700 15.78 13.14 12.45 6.87 32.46 + 16.68 

3,001-5,000 Ibs. . ......................•..... 19,800 40.59 19.29 21.29 6.87 47.45 + 6.86 


1-1. 5,000-8,000 lbs ...................... : ....... 30,600 62.73 21.09 28.04 6.87 56.00 - 6.73

t-.:) 
c:.J1 	 8,001-10,000 lbs..........••.......•........• 52,800 108.24 34.02 35.42 6.87 76.31 31.93 


10,001-12,000 lbs. . .............•••.••••••••• 75,400 154.57 46.44 42.43 6.87 95.74 58.83 

12,001-14,000 Ibs. . .......................... 102,000 209.10 59.22 50.12 6.87 116.20 - 92.90 

14,001-16,000 lbs. . .......................... 130,900 268.34 75.00 58.86 6.87 140.73 -127.61 

16,001-20,000 lbs. . .......................... 186,000 381.30 109.08 75.39 6.87 191.34 -189.96­
20,001-24,000 lbs. ........................ .. 248,600 509.63 137.49 96.84 6.87 241.20 -268.43 

Over 24,000 lbs. . .......................... 375,000 768.75 187.50 123.09 6.87 317.46 -451.29 


Omnibus Vehicles: 
Buses .......... ,. ........... .................... 200,000 410.00 66.66 65.29 23.87 155.82 -254.78"' 

'l'axis, etc. ............................. .. 100,000 205.00 107.13 15.00 6.87 129.00 76.00 


If Assembly Bill No. 13 is enacted, the average registration fees for truck and trailer classes will be changed as follows: 
Under 3,000 lbs., $15.33; 3,001-5,000 lbs., $25.36; 5,001-8.000 lbs., $36.00; 8,001-10,000 lbs., $47.12; 10,001-12,000 lbs., $56.42; 12,001-14,000 
lbs., $64.32; 14,001-16,000 Ibs., $69.84; 16,001-20,000 lbs., $92.86; 20,001-24,000 Ibs., $117.57; and over 24,000 Ibs., $168.61. 



Third, a motor carrier tax based on the gross receipts of nlotor 
carriers could be levied. This, also, would be discriminatory in 
that privately operated vehicles could not be subjected to the tax, 
while their use would equal or exceed that of the common and 
contract carriers. 

Fourth, a ton-mile based on the number of gross-ton-miles 
driven in the State could be levied against all foreign and domestic 
carriers-common, contract, or private-operating on the high­
ways of the State. This method overcomes the objections to the 
other three. It would tax out-of-State vehicles. It would not . 
discriminate against vehicles traveling only a few miles in the 
State each year, and it would tax private carriers as well as others. 

Application of a Gross-Ton-Mile Tax 
In order that these inequities might be corrected and that the 

highway user tax structure might be more closely based on 
relative highway use, the Commission, suggests that a mileage tax 
of one-half mill be levied per gross-ton-mile driven by each 
motor carrier operating in the State, weighing over eight thou­
sand pounds. 

Such a tax would apply for all carriers-common, contract, 
and private-whether of property or persons and ·whether 
registered in New Jersey or outside the State. Table 35 shows 
how this tax of one-half n1ill per gross-ton-mile compares with the 
rates of six other States mileage taxes based on gross 
weight. All of the States do not tax private carriers, and 
reciprocal agreements for operated vehicles apply in 
some States. 

It is estimated that the tax would yield approximately $9 million. 
Domestic vehicles would pay an estimated $7.5 million, while the 
same tax on interstate carriers would yield $1.5 million. Since the 
yield of the tax is estimated to be approximately $9 million, this 
would mean that State revenues would be increased to $71.3 million 
without the necessity of additional bond issues. This is compared 
with expenditures from State funds of $67 million in 1949, 
indicating a surplus of $4.3 million. 

The $4.3 million of revenues over the amount currently spent by 
the State for highway purposes might be used to do one or both of 
two things. First, additional State aid might be given local 
governments for highway purposes as a means to reduce the 
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burden of local highway and street expenditures supported by the 
property owner through the general property tax. It has been 
estimated that such property owners now pay as much as 75 per 
cent of local highway expenditures. 

TABLE 35 

MILEAGE TAXES BASED ON WEIGHT IN SIX STATESl 

,state Taxes on Passenger Carriers Taxes on Proper.ty Carriers 
Colorado One mill per revenue-passenger­

mile on interstate and intrastate 
Two mills per 
on intrastate 

revenue-ton-mile 
and interstate 

common and contract carriers. common, 
vehicles. 

contract and private 

Florida Graduated lhc. to lc. tax per 
mile by seating capacity on com­

'l'ax graduated by rated capacity. 
Less than 5,500 lbs.-lc. per mile; 

mon and contract carriers. Re­ More than 5,500 Ibs.-2c. ; 
ciprocal agreements rule. Tractor-semi-trailer-lc. ; 

Reciprocity available. 

Kansas Tax of lh mill per gross-ton-mile 
on intrastate and interstate 

Tax of lh mill per gross-ton-mile 
on intrastate and interstate 

common and contract carriers. common, contract, and private 
carriers. 

Michigan Tax of lh to 
graduated by 

2 mills per mill 
gross weight on 

Tax of 1 to 2 mills based on 
gross weight on common and 

common and contract carriers. contract carriers. 
Reciprocity available. Reciprocity available. 

New Mexico Tax of ~c. to llhc. per mile 
based on tonnage capacity. 
Interstate: llhc. to 3c. per mile 
based on gross weight (in addi­

Tax of ~c. to llhc. per· mile 
based on tonnage capacity. 
Interstate: Ilhc. to 3c. per mile 
based on gross weight (in addi­

tion to registration fees). tion to registration fees). 

Oregon All carriers, interstate and in­
trastate, pay a tax of 1 to 28 
mills per ton mile, graduated by 
gross weight. 

All carriers, interstate and in­
trastate, pay a tax of 1 to 28 
mills per ton mile, graduated by 
gross weight. 

Second, as an alternative to local property tax relief (if it is felt 
that additional revenues beyond the $5 million to prevent further 
indebtedness are not required) the additional revenues from the 
motor carrier tax can be used to reduce the. registration fee paid 
by passenger vehicles. As demonstrated in Table 34, these vehicles 
are paying over $6 each too much at present. This alternative 
would reduce the payments of the class by approximately $2 
million. Even with this reduction, the passenger vehicles as a 
class will still be paying $5 million more than their allocated share. 

It is also suggested that if this mileage tax is enacted, the 
autobus excise tax be repealed, since the proposed tax would in 
effect replace it. 

1 Other States have passenger mileage taxes and optional gross weight mileage: 
taxes (in lieu of registration fees). 

Source: National Highway Users Conference, Tax Service, NO.2. 
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Comparison with Present Payments 
The suggested tax would be levied at $.0005 or % mill per gross­

ton-mile driven by each vehicle. This would be determined by mul­
tiplying the licensed gross weight in tons by the number of miles 
driven by the vehicle. In the case of a truck and trailer or tractor 
and semi-trailer combination the tax would be computed for each 
vehicle separately, as are registration fees. This means that the 
heaviest legal load limit of 60,000 pounds for a tractor-trailer 
combination would pay 1.5 cents mileage tax for each mile driven 
on New Jersey highways. 

Table 36 shows a comparison of the allocated share of highway 
costs, the present tax payments, and the possible gross-ton-mile 
tax payments. It will be noted that no mileage tax is suggested 
for passenger cars or for vehicles weighing less than eight thou­
sand pounds. As shown in this and previous tables, vehicles up to 
five thousand pounds already pay n10re than their share of highway 
costs. The five-to-eight thousand pound class was excluded because, 
if the mileage tax were levied against such vehicles, they too would 
pay more than their share of highway costs. At present, it is 
estimated that each vehicle's taxes amount to only $6.73 less than 
its share, whereas, if the mileage tax were to be levied against that 
class, each vehicle's payments would be $8.57 more than its share. 

It should also be recognized that, even with the mileage tax, 
vehicles weighing OVe'f eight thousand pounds will still fail to bear 
the full a1nount of their allocated share of highway costs. This is 
shown in Table 37. The amount allocated to each class is com­
pared ,\:~ith estimated present payments and estimated payments 
with a mileage tax. It will be noted that no class to which the 
mileage tax applies will pay enough, even with such payments, 
while passenger cars will still pay $7 million too much. 

Even if Assembly Bill No. 13 which would increase commercial 
registration fees is enacted, the heavier vehicles will still not make 
payments equal to their fair share of highway costs. As shown 
in Table 38, the increased revenue from trucks and trailers will 
not make up the difference between allocated shares of highway 
costs and total payments. Only in the case of vehicles weighing 
less than 5,000 pounds will the payment exceed the allocated share. 
There will remain large differences in the heavier classes. 
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TABLE 36 

COMPARISON OF ALLOCA'l.'lW SHARES OF PRESENT PAYMENTS, AND 

PROPOSED PAYMENTS FOR EACH VEHICLE 

Differences 
Allocated Differences Estimated Proposed 

Share Estimated Between Mileage TotaZ Payments &i 
of Total Present Payments Ta:x; Proposed Allocated 

Type of Vehicle Costs Payments1 & Shares Payments P(tyments Shares 

Passenger Car ............................. . $27.88 $34.17 +$ 6.29 $34.17 $6.29 
Commercial Vehicles: 

l-4 
t..:J 

Under 3,000 Ibs. . ......................... . 
3,001-5,000 Ibs. . ...........................• 

$15.78 
40.59 

$32.46 
47.45 

+ $16.68 
6.86 

$32.46 
47.45 

$16.68 
6.86 

~ 5,001-8,000 Ibs............................. . 62.73 56.00 6.73 56.00 6.73 
8,001-10,000 lbs. . .......................... . 108.24 76.31 - 31.93 $26.40 102.71 5.53 
10,001-12,000 Ibs. . ......................... . 154.57 95.74 - ~8.83 37.70 133.44 21.23 
12,001-14,000 lbs. . ......................... . 209.10 116.20 - 92.90 51.00 167.20 41.90 
14,001-16,000 lbs..........................•. 268.34 140.73 127.61 65.45 206.18 62.16 
16,001-20,000 Ibs........................... . 381.30 191.34 - 189.96 93.00 284.34 96.96 
20,001-24,000 lbs........................... . 509.63 241.20 - 268.43 124.30 365.50 144.13 
Over 24,000 lbs. . ......................... . 768.75 317.46 - 451.29 187.50 504.96 - 263.79 

Omnibus Vehicles: 
Buses $410.00 $138.82 -$254.78 $100.00 $238.82 -$171.18 
Taxis, etc. . .............................. . 203.00 129.00 - 76.00 129.00 - 76.00 

1 The effect of Assembly No. 13 is presented in Table 38. 
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TABLE 37 

COMPARISON OF }1JSTIMATED PRESENT PAYMENTS AND ESTIMATED PAYMENTS WITH THE 
MILEAGE TAX PER VEHICLE CLASS 

(A.mounts in Thousands of Dollars) 

Est. Present Difference, 
Alloc. Share Payments Alloc. Share Est. Payments 
Of Costs per per Vehicle and Pres. 'with Mileage 

Type of Vehicle Vehi&e Class Class1 Payments Tax per Class 

Passenger Cars ............................... . $30,90S $37,875 +$6,969 $37,875 

'I'rucks and Trailers: 


Under 3,000 lbs. . ............................ . 282 580 + 298 580 

-.I. 3,001-5,000 lbs. ......... . .................... . 3,399 3,973 + 574 3.973 


5,001-8,000 lbs................................ . 2,094 1,869 225 1,869 

8,001-10,000 lbs. . ............................ . 1,688 1,190 498 1,602 

10,001-12,000 lbs.............................. . 1,761 1,079 682 1,504 

12,001-14,000 lbs. . ............................ . 2,053 1,141 912 1,641 

14,001-1S,000 lbs. . ............................ . 2,541 1,333 - 1,208 1,953 

16,001-20,000 lbs. . ............................ . 5,252 2,635 2,617 3,916 

20,001-24,000 lbs. . ............................ . 3,521 1,668 - 1,853 2,527 

Over 24,000 lbs............................... . 11,134 4,598 - 6,536 7,313 


Omnibus Vehicles: 

Buses ....................................... . 2,451 930 - 1,521 1,528 

Taxicabs, etc. . ............................. . 948 597 - 351 597 


Total $68,030 $59,468 $66,878 

1 The effect of Assembly No. 13 is presented in 'l'able 38. 

" 

Differen(le, 
Alloc. Share 

and Est. 
Payments 

+$6,969 

+ 298 

+ 574 


225 

86 


257 

412 

588 


- 1,336 

994 


- 3,821 


923 

351 




TABLE 38 

COMPARISON OF ESTIMATED PAYMENTS UNDER A.I3 WITH THE ALLOCATED SHARES OF 

HIGHWAY COSTS PER VEHICLE CLASS 

Type of "elilele 

Allocated 
SlJal'e of 
Costs per 

Total 
Payments 
per Class 

if A. 13 Is 

Difference, 
Allocated 
Sbare and 

Total 

Payments 
with Mileage

Tax anll 

Difference, 
Allocated 
Share and 

Total 
Vehicle Class Enacted Payments A. 13 Increase Payments 

Passenger Curs ..•.•........ $30,906 $37,875 +$6,969 $37,875 +$6,969 

Trncks and Trailers: 
Cn(ler 3,00(} lbs. 282 631 631 +349 
3,0{)1- 5,000 Ibs. 3,399 4,313 4,313 +914 
5.001- 8,000 Ibs. 2.094 2,135 2,135 -41 
8.001-10,000 Ibs. 1,688 1,372 1.754 +96 

10,001--12,000 Ibs. 1,761 1,237 1,662 -99 
12,001-14.000 Ills. 2,053 1,2.'10 1,780 -273 
H.001-16,()()0 Ills. 
16,001-20,000 IbR. 
ro,OOl-24,OOO Ibs. • ...... . 

2,541 
~,~~2
,),0_1 

1,437 

i:~I~ 
2,(\57 
4,157 
2.070 

---484 
-1,095 

-8.'51 
Over 24,000 Ibs. . ........ . 11,134 5,257' 7,072 -3,162 

Omnibus Vehicles: 
Buses .............•..••... 
Taxicabs, etc. .......•.• . . 

2,451 
948 

--1,521 
-351 

1,528 
597 

Total .........••••. $68,030 $61,752 $69,162 

If A. 13 and the suggested mileage tax were both enacted, the 
situation would not change appreciably. All vehicle classes over 
5,000 pounds would pay too little, with the exception of the 8,001­
10,000 pounds class, the smallest weight group to which the mileage 
tax would apply. In this case, the overpayment would amount to 
only slightly over $6 per vehicle too much. 

Enforcement of the Mileage Tax 
The major criticism of the mileage tax by taxing authorities is 

that it is difficult to enforce. The Commission is of the opinion 
that, while there may be difficulties of administration, they can be 
overcome to such an extent that the fairness of the tax measure 
will not be impaired. It is suggested that the following could be 
used as the initial means of enforcement, and it is expected that 
as experience is gained hetter methods will be developed by the 
enforcing authority. 

Each vehicle subject to the tax would be issued a metal tag or 
plate which would be larger than the registration tag. This tag 
would bear large numbers, easily visible, and would be required to 
be placed in a certain location on the right-hand side of the vehicle. 
A fee would be charged for the plate to defray the cost of its manu­
facture and the adnlinistration of the tax law. 

At the time of registration, official travel record sheets for each 
month of the year would be issued with spaces for recording all 
mileage traveled €ach day in the State. These records would bear 
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the vehicle's nUlnber and its registered gross weight; and would 
be in triplicate form, the original with two carbon copies. Such 
records would be required to be kept in the cab of the vehicle at all 
times. At the end of each month's operation, the original would 
be forwarded with the proper tax remittance to the State agency 
which administers the tax. The second copy would be retained 
by the vehicle operator. 

The third copy would be a checking device. Since the record 
sheet would have spaces for the time, place, and speedometer 
reading at the beginning and ending of each trip within the State ., 
or at the point of entrance into or departure from the State, any 
vehicle on the highway would have the trip it was then making 
recorded, as taxicab drivers in many cities are required to do. 
Any motor vehicle inspector or State policeman could stop the 
vehicle and check the record. If the records are not in order, then 
the owner of the vehicle would be liable for penalty. The third 
copy could then be torn out and forwarded to the enforcement 
authority for proper action. 

The registration plate would also be used as an enforcement 
measure. Spotting stations could be established at the places of 
entry or departure from the State and at strategic locations in the 
State. By use of hand tabulating machines the numbers of a large 
sample of the vehicles could be recorded each day and forwarded 
to the enforcing authority. By checking these tabulations against 
the official tax return, evasions could then be detected. If a vehicle 
were seen entering the State at a certain place and on a certain 
date, its record should show it. 

If a vehicle is entering the State for the first time and is spotted, 
that information would be telephoned to the nearest State police 
station so that the owner would be required to obtain a tax tag, if 
he does not already have one, before going further. 

The penalty for evasion should be fine and imprisonment or 
both. vVithout adequate penalty, the law would be unenforceable. 
It is suggested that the penalty prescribed in the Oregon mileage 
tax law might apply: a fine not less than $100 or more than $1,000, 
or imprisonment up to three months, or both. 
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CHAPTER VII 

STATE VERSUS LOCAL TAXATION 

The distance between the point at which taxes are levied and 
collected and the point at which they are spent can change the 
entire perspective of taxation within any State. There are cer­
tain factors which are inescapable in the development of a policy 
on this question: 

First, the allocation of r.esponsibility for rendering the 
services of governnlent-the level of government which 
renders the service must face the need for the tax revenue; 

Second, the allocation of taxing power-any local govern­
ment which has service responsibility without adequate 
taxing power will inevitably look to the State or Federal 
Government for some fornl of financial aid; 

Third, the State-wide interest-regardless of direct re­
sponsibility for rendering service, if the State has a proper 
interest in maintaining a minimum State-wide standard of 
governmental service, it will be called upon to provide 
financial assistance to local government whenever local gov­
ernment renders the service and either cannot or should not 
be required to meet its entire cost, in view of the value of 
the service to the State as a whole. Education is a good 
example of this. 

In State finance these three principles have a very simple and 
direct effect of State taxation. Primary responsibility for certain 
costly services, such as municipal police and fire protection, 
schools, streets, welfare and health functions, is v€sted in the mu­
nicipalities and school districts. Parts of these functions are 
carried on by the State and county government. But to the extent 
that the expense of the service is the responsibility of the munici­
pality, it must either have the taxing power with which to meet 
that expense, or seek to make it up from grants by either the 
State or F€deral Government. The States and the Federal Gov­
ernment are presumed to enjoy a superior taxing power and for 
that reason are frequently under pressure to exercise that taxing 
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power for the aid of local governments. The local governments 
in turn justify their demands upon State and Federal Govern­
ments on the ground that their one main source of tax revenue is 
inadequate to the task of meeting all of the modern service de­
n1ands at the local level, that is, that the real estate tax is no longer 
suitable as the sole support of local government. 

This gap between service responsibility and taxing ability is 
only in part the cause of the growth of so-called State aid and • 
Federal aid, a trend which can best be described as a growth of 
"central financing." Both the Federal Government and the 
States have long recognized their responsibility for an over-all .. 
minimum standard of service as to certain functions within their 
respective jurisdictions. Rather than render the service directly, 
however, they have sought to use their superior taxing power to 
raise tax moneys which they have in turn granted to other levels 
of government. In this way they have acknowledged or assumed 
responsibilities in such functions as education, welfare, roads, and 
health. These financial arrangements regarding either specific 
functions or general payments for support of governmental serv­
ices to be rendered by another level of government, are commonly 
known as grants-in-aid. 

Another form of financial arrangement for dividing State-local 
responsibility, which does not exist in the case of Federal-State­
local relationships, is the so-called" shared tax." This type of 
arrangement is common among the States. It selects some specific 
tax which the State levies, assesses and collects, and allocates in 
advance some stated proportion of the yield to the local govern­
ments. The amount turned over fluctuates only wi.th the yield of 
the tax. It is not identified with any particular local service 
responsibility, nor is the distribution among municipalities sought 
to be measured in any way by the relative needs among the munici­
palities. It is in these two respects that the shared tax differs from 
the grants-in-aid, even though it is sornetimes hard to distinguish 
them from the viewpoint of fiscal results. In New Jersey two 
examples are the railroad tax and the inheritance tax. 

vVhether it be grants-in-aid or shared taxes, these are the basic 
questions of policy: Should New Jersey seek to aSS1,f,re that money 
locally spe'nt is so far as possible locally raised? Should New 
Jersey follow a policy of central financing? Should we seek to 
give effect to both methods? 
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STATE AID AND STATE TAXES 

New Jersey today enjoys the distinction of having the lowest 
per capita State tax collection in the entire nation. This is due in 
good measure to prudent and economical management of the State 
Government. But it is due in equal Ineasure to the conscious or 
unconscious application of the policy to a greater degree in this 
State than in other States, that money spent locally should be 
raised locally. The picture in State aid for schools is perhaps the 
most graphic illustration of this point: New Jersey stands first 
among all the States in its per pupil expenditure on free public 
education, but New Jersey stands forty-seventh among all the 
States in its State aid per pupil. 

The difference is not a matter of educational policy at all. It is 
solely a matter of where and how the money to finance education 
is being raised. In New Jersey we have been raising relatively 
more from local sources than in other States, but we have not been 
spending less on education as compared with other States. Other 
examples could be developed. 

State aid to local governments, nevertheless, looms large in the 
annual State budget. Governor Driscoll's budget for the fiscal 
year ending June 30, 1951, plainly shows the signficance of State 
aid upon State taxes: 

Total resources for 1950-51 ....................... . $166,936,536.00 

Budget Part I~Current General State Operations .......... . $79,829,791.00 
Budget Part II~State Aid ............................... . 65,545,724.00 
Budget Part III-Capital ................................ . 18,755,560.00 

Total Budget for 1950-51 ......................... . $164,131,075.00 

Estimated balance, June 30, 1951 ........................... $2,805,461.00 

Current operations of the State Government represent only 
48 per cent of the above budget, while State aid represents 40 
per cent of the total. The point is this: 

If New Jersey is to continue with central financing as much as here­
tofore, let alone increasing it, the State tax burden must be recognized 
as part of the local service cost. 

N ew Jersey also has several shared taxes, which are not formally 
credited to the State Governnlent as State aid, but for which the 
State Government must take responsibility for levy and assess­
ment, and in some cases for collection. These taxes include tho 
railroad tax which is levied, assessed and collected by the State, 
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but of which the State receives only some $4 million while the 
municipalities receive some $12 million, using the 1949 total rail­
road tax for illustration. Another shared tax is the inheritance 
and estate tax, out of which the county of residence of a deceased 
is paid 5 per cent of the amount of inheritance tax. Public utility 
gross receipts and franchise taxes are levied and assessed by the 
State but 100 per cent of them are paid directly to the various local 
governments. From the viewpoint of tax policy or State aid, 
shared taxes represent the same question of separate responsibility 
for taxation and spending on the one hand, and of recognizing the 
desparity between local service responsibility and fiscal capacity 
on the other. 

STATE AID AND LOCAL TAXES 

The effect of State aid upon local spending policy and local tax 
burdens is a subject of much contention but little information. The 
C01n1nission has undertaken numerous tests to determine whether 
or not a given anlount of State aid can be traced through to a given 
reduction in the local real estate tax. There are so nlany factors 
which determine the result, both in this State and in other States, 
that no general conclusion seems to be warranted. In some cases, 
for example, State aid is not intended to reduce local taxes. It is 
intended, to the contrary, to induce a minimum level of local 
expenditure upon a service deenled vested with a State-wide 
interest. Vocational education is an exanlple of this. State aid 
to equalize educational opportunity is likewise not intended 
primarily to reduce local tax rates, but rather to equalize fiscal 
capacity so as to enable local school districts to furnish at least a 
foundation program of public education. State aid for welfare, 
similarly, is not intended entirely to reduce local tax rates, but 
as much to recognize the State's responsibility for the relief of 
needy persons. These are familiar examples which lead to at least 
one justifiable conclusion. ... 

State aid may at least be said to hold down local tax rates 
in face of the need to maintain established minimum stand­
ards of governmental services in such categories as educa­
tion, relief, roads and health. Reduction of local real estate 
taxes must be viewed as a separate problem, beyond the 
first purposes of State aid. 
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The effect of State aid on local spending policy is likewise a 
question of much dispute. The least that can be said is that there 
does not seem to be any State aid program in effect at the present 
time which would stimulate unnecessary local spending. There is 
too large a part of the total expenditure to be made up from local 
tax resources to encourage any loose use of State grants. 

LOCAL TAX RESOURCES 

The crux of the current problem of State-local fiscal relation­
ships lies in the adequacy of local taxing power. So long as local 
governments can complain that the real estate tax no longer can 
support their proper service needs they will continue to look to 
the State for one form or another of financial assistance. The 
appeal can take the form of "relief of real estate," more aid for 
schools, and a variety of other persuasive causes. The result can 
only be a great increase in central financing, with a corresponding 
compromise with local responsibility. Spokesmen for the munici­
palities themselves have asserted their fear that home rule can 
mean nothing to them so long as they are fiscally dependent upon 
other levels of government to meet their service needs. The issue 
is plain: 

More central financing versus more home rule financing? 

Neither side of the issue makes an entirely acceptable case. Cen­
tral financing has its advantages in simplicity of tax relationship 
for the taxpayer. It permits the use of broader State taxing 
power in recognition of the State's interest in soundly financed 
local governments. It implies a minimum of compliance costs in 
the filing of returns and in the meeting of administrative require­
ments. But it could also mean a more generous use of tax moneys 
at the local level when tht> pain of raising them is not entirely felt 
at the local level. 

Home rule financing, on the other hand, presents the opportunity 
for testing the adage that money locally spent and locally raised 
is by and large more wisely spent. The price of such a promise 
of more careful use of the tax dollar must be recognized as a more 
complicated life for the taxpayer. It may well mean that the cross­
ing of our many municipal boundaries wIll each time result in the 
possibility of another or different tax. This possibility can be 
greatly minimized by intelligent use of State standardization, but 
it cannot be eliminated. 
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The Commission has weighed the various arguments pro and 
con and has concluded that conditions vary so widely among the 
different municipalities of the State, and the opportunities for 
further reliance upon the real estate tax itself are so extreme in 
some municipalities and so small in other municipalities, that the 
uniform treatment which central financing implies can only result 
in unnecessary taxation and undesirable separation of respon­
sibility for spending, from responsibility for taxing. The Com­
mission accordingly suggests: 

If more tax moneys are absolutely necessary to support municipal 
services, and the real estate tax is inadequate for that purpose, it is 
preferable for municipalities to resort to their own taxing authority 
rather than to look to the State for grants of any kind. 

To follow such a policy, it would be necessary for the State to dele­
gate taxing power to the municipalities which would enable them 
effectively to balance their budgets from sources other than the real 
estate tax but also suitable for local administration. 

OPTIONAL LOCAL TAXING POWERS 

There are two ways to carry out the policy of enabling munici­
palities to finance their services from sources other than the real 
estate tax. One is to grant optional local taxing power somewhat 
in the manner already used in certain States as New York, Penn­
sylvania, and California; the other is to grant optional local taxing 
power by way of a tax supplement or overlay upon some estab­
lished tax which may otherwise be used for State purposes. In 
either case the competitive situation among municipalities may be 
expected to limit the use of the device to the larger cities. Since 
the State does not now levy any tax suitable for permissive local 
supplement or overlay, the first alternative is the only one 
presently available. 

Special City Taxes in New jersey 

The first modest attempt on the part of New Jersey to give 
municipalities broader taxing powers was the passage of enabling 
higislation in 1945 (C. 156, L. 1945) permitting certain cities hav­
ing a population in excess of 50,000 and bordering on the Atlantic 
Ocean to impose sales taxes for the next three succeeding years. 
The legislation was said to be necessary because of the fluctuation 
in the number of visitors in such summer resorts and in con­
sequence of the damage wrought by the hurricane in 1944 and the 
continued beach erosion. The original act was held unconstitu­
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tionaI as special legislation. An enabling act of broader applica­
tion was passed in 1947, Chapter 71, permitting cities of the fourth 
-class (seaside or summer resort cities bordering on the Atlantic 
Ocean) to enact a limited type of sales tax on luxuries when ap­
proved by the people of the municipality at a referendum. The 
constitutionality of this second act has been upheld by the courts.! 

Atlantic City is the only municipality which has to date taken 
.advantage of the 1947 legislation. On May 14, 1947, the city 
passed a luxury tax ordinance (No. 14) which was submitted to a 
referendum and approved by the people on June 3 of that year. 
The ordinance, which closely follows the enabling legislation, pro­
vides that all vendors selling taxable goods at retail or making 
taxable charges, must collect a tax from the purchasers. The fol­
lowing sales, transactions and charges are taxable: 

1) Sales of alcoholic beverages and beer 
2) Sales of tobacco products 
3) Charges for rooms by hotels, inns or rooming or board­

ing houses 
4) Charges for hiring of rolling chairs, beach chairs or 

cabanas 
5) Cover, minimum, entertainment or similar charges 

made by restaurants, cafes, bars, hotels or similar estab­
lishments 

6) Sale or grant of tickets, licenses or permits for ad­
mission to any feature moving picture, exhibition for 
show, pier, exhibition or place of amusements. 

Sales must be made in the ordinary course of business other 
than for resale to be taxable. Sales which are exempt include 
isolated transactions not in the regular course of business; sales 
by State use industry; inter-governmental agency sales; sales to 
or by the State or political subdivisions thereof; sales which the 
State is prohibited from taxing under the constitution; and sales 
or charges by churches or charitable assDciatiDns. The rate Df tax 
is as fDllDWS: 

Sales of $0.01 to $0.12, no. tax 
Sales Df .13 to' .25, the tax is .01 
Sales of .26 to .50, the tax is .02 
Sales of .51 to' 1.12, the tax is .03 
Sales in excess Df 1.12, add tax oil fractiDns in schedule 

abO.ve. 

1 Karins vs. Board of Oom/rs of Atlantic City, 137 N. J. L. 349, 60 A. 2d 246 (1948). 
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Cigarettes selling at .13 per pack or over are taxed at .02 per 
pack. Other tobacco products are taxed as provided in the above­
schedule. 

Revenue from the tax goes into the general fund and may be 
used for general municipal purposes. The city is realizing about 
$1.5 million per year in revenue from the tax. 

Year 	 Yield .. 
1949 	 Tobacco products ................... . $242,803.20 


Other taxable sales or charges ....... . 1,199,695.21 $1,445,325.94 

Penalties .......................... . 2,827.53 


1948 	 Tobacco products .................. . $257,140.08 

Other taxable sales or charges ....... . 1,298,212.79 $1,558,887.59­
Penalties .......................... . 3,534.72 

June 
to Dec. 
1947 Tobacco products .................. . $191,643.86 

Other taxable sales or charges ....... . 880,417.05 $1,072,970.~() 

Penalties .......................... . 909.89 


The only other New Jersey municipality which imposes a special 
city tax is the City of Trenton which, under the "license for 
revenue" power of the Home Rule Act (Rev. Stat. 40 :52-2) 
passed a license tax in December, 1947 (Ord. No. 505) based on 
total annual gross receipts. It is generally known as the Trenton 
Gross Annual Sales Tax. The tax is a much more modest one 
than that in Atlantic City. It yielded $163,668 in 1949 and $157,662 
in 1948. It was enacted for the purpose of providing for the in­
creased pay of firemen and policemen, but the revenue goes into 
the general fund. 

The ordinance provides that any person engaging in the sale of 
personal property at wholesale or retail must be licensed. Exemp­
tions include persons, firms or corporations subject to licensing 
or regulation under some other city ordinance, holders of licenses 
issued under the alcoholic beverage law, R. S. 33 :1-1 et seq., trac­
tion, gas, light and other corporations taxed under Chapter 5, 
Laws of 1940, except as to sales of appliances used for consump­
tion of gas or electric and held for resale. Wholesale and retail 
sales include those made by a jobber but does not include sales 
by any person of the products or articles of his own growth or 
manufacture, unless the grower or manufacturer conducts a retail 
or wholesale activity as such. The rate of the tax is graduated 
from $5 per annum on gross receipts of less than $10,000 to $1,000 
per annum on gross receipts of $999,999. For each additional 
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million dollars or major fraction thereof, an additional $1,000 is 
levied. 

SPECIAL CITY TAXES IN OTHER STATES 

New York 

The first permISSIve taxes enacted by New York State were 
those granted to New York Oity to relieve its serious financial 
condition during the depression years. In 1934 the Legislature 
granted to cities with a population of 1,000,000 or more the au­
thority to adopt local laws imposing in any such city certain 
specified types of taxes. (Oh. 873, Laws of 1934.) Under its 
~?wer to enact special taxes, New York Oity adopted a retail sales 

"'\1.n..d use tax, a gross receipts tax, and a tax on public utility gross 
~come. Today the following special taxes are in force in the city, 

-'he yields of which are given in Table 39: 

A 2 % retail sales and use tax; 
.' A gross receipts tax of Ys of 1% (% of 1% on financial 

business) ; . 
A 1 % tax on public utility gross income;• A 3 % tax on conduit companies' gross income;.I 
A general occupancy tax graduated from $1 to $6 on 

basis of rental value (in the cas'e of vending machines, tax 
is 10 cents to $1 depending on coin necessary to operate the 
machine) ; 

A 5 % tax on occupancy of hotel rooms; 

A 5% pari-mutuel pools tax; and 

A 2 % gross premiums tax upon foreign insurance com­


panies. 

Prior to 1947, the only special tax that other cities could use to 
supplement real property collections, was the 1% tax on the gross 
income of public utilities. Every city but one in the State has 
levied the tax. 

In 1947 and 1948, following the adoption of a New General Local 
Assistance Plan, the Legislature granted broad taxing powers to 
local governments. The legislation allowed all counties, and cities 
having populations in excess of 25,000 to levy certain specified 
taxes. Under the 1947 law, counties could only use the proceeds 
from special permissive taxes for educational purposes, but the 
1948 amendment eliminated that restriction. 
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T'ABLE 39 

YIELD FROM SPECIAL NEW YORK CITY TAXES 

,--Fiscal Year-1948-1949~ 
Fiscal Year 

1949-:1950 
Receipts for Fiscal Years Estimated 

Special City Taxes: 1944-45 1945-46 1946-47 1947-48 1948-491 Receipts 

Sales .............................. . $40,698,567 $46,457,453 $103,779,714 $129,283,407 $137,272,373 $128,000,000 

~ Compensating Use .. . ............. . 210,921 162,659 261,913 764,002 935,236 800,000 

~ Utility ............................. . 8,079,225 6,569,667 7,019,156 9,392,251 8,603,398 7,200,000 


Conduit ............................ . 459,001 454,649 465,957 490,222 297,485 490,000 

General Business and Financial ... . 12,919,246 13,642,470 27,966,178 37,206,919 64,109,538 61,000,000 

Pari-Mutuel Pools .................. . 5,185,937 14,512,559 11,952,267 11,677,799 11,300,000 

Hotel Rooms ....................... . 3,109,536 4,573,455 4,537,556 4,200,000 

Occupancy ....................... . 520,057 630,721 390,818 394,426 748,608 600,000 


Figures for fiscal year 1948-49 from Commerce Clearing House Tax Systems, p. 312. 

Source: New York City Budgets. 
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Counties are now authorized to levy the following taxes: 

2% tax on retail sales and use; 
3% tax on restaurant meals if the charge is $1 or more; 
3% tax on utility bills; 
An annual tax on privilege of selling alcoholic beverages 

at retail not in excess of 25% of the annual State license 
fees; 

5% tax on admissions; 
$25 per annum tax for each coin-operated amusement 

device; 
$5 per annum tax on the use of passenger cars weighing 

not more than 3,500 pounds and $10 on passenger cars in 
excess of that w'eight and on all commercial vehicles; 

Gross receipts tax on businesses or professions at rates 
of 3/10 of 1%, rs of 1 % on gross income of financial busi­
ness; and 

5% tax on OCCUp~HlCy of hotel rooms. 

Cities of over 25,000 are permitted to levy these taxes to the 
extent of the rate not used by the counties. 

Few local governments have taken advantage of these permissive 
taxes-only two counties and five cities have used them. Erie 
County was the first taxing jurisdiction to enter the field with a 
1 % retail sales and use tax effective on July 1, 1947; Monroe 
County followed with a general business gross receipts tax of 3/10 
of 19'0 (n of 1 % on gross income of financial business). A 2% 
retail sales and use tax was adopted by Syracuse in 1948, and by 
Poughkeepsie in 1949 but the Syracuse tax has been reduced to 
1 %. Troy has been levying a 3% tax on utility bills since January, 
1949, and since February of that year Binghamton has been levying 
the 5% tax on admissions, the 5% tax on hotel occupancy, the 
motor vehicle use tax of $5 on passenger cars and $10 on trucks 
and the 3% consumers' utility tax. A 2% sl~les and use tax will 
become effective in Newburgh on April 1 of this year. 

The Erie Oounty sales and use tax yields about $6~~ million per 
year, and the general business gross receipts tax of Monroe County 
yielded $41;2 million in 1948 and $414 million in 1949. The 3 per 
cent utility tax levied by Troy brought in $69,264.19 in revenue for 
the first nine months it has been in operation. Poughkeepsie has 
collected $654,326.04 from its retail sales and use tax from March, 
1949, through February, 1950. Troy has received the following 
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revenue from its special taxes for the eleven month period from 
February through December, 1949: 

Auto Use Tax-$108,837.25. 

Admission and Dues Tax-$82,919.09. 

HoteIOccupancy-$30,202.94. 

Utility Tax-$123,065.06. 


Pennsylvania 

In 1947 Pennsylvania granted the broadest taxing authority to 
local governments of any State in the country. At that session of 
the Legislature many Pennsylvania municipalities were clamoring 
for additional State aid. ::Many interested groups of citizens and 
organizations of taxpayers, however, sold the Legislature the idea 
that it was more economical and democratic for local units to raise 
money locally to pay for its services. This idea had the backing 
of Governor Duff who had been a local official and it was largely 
through his backing that the legislation was passed. 

Under Public Act No. 481 1 all local jurisdictions other than 
rural townships, and the City of Philadelphia, which already had 
broad taxing power under the Sterling Act of 1932, were given 
almost a free hand in taxation. Act 481 extended to these local 
taxing.districts the authority to impose taxes upon "any and all 
subjects of taxation" not already levied upon by the State; taxes 
could be levied on persons, transactions, occupations, privileges, 
subjects and personal property within the limits of the political 
subdivisions. Jurisdictions were prohibited from taxing gross 
receipts from utility services, and no unit could impose taxes in 
excess of the amount which could be raised by that jurisdiction 
by the enactment of a real estate tax at the maximum millage per­
mitted by law. 

Along with the broad permissive tax law, the Legislature 
passed: 1) the temporary tax in school districts of the first class 
(Philadelphia and Pittsburgh) on certain classes of personal 
property for the years 1948 and 1949 with rates of one to four 
mills, as fixed by the Board of Education; 2) the temporary mer­
cantile license tax in school districts of the first class (Philadelphia 
and Pittsburgh) at a rate of 112 a mill on each dollar of value of 
annual gross business transacted by wholesalers and brokers and 
1 mill on retailers, restaurants, and places of amusement; 3) an 
annual per capita tax beginning in 1948 in the Pittsburgh school 

153 Pa. stats., § 2015.1 et seq. (Purdon, Supp., 1947). 
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district. The tax is levied on each resident or inhabitant of the 
district over 21 years of age at a rate of not less than $1 nor more 
than $5 as fixed by the Board of Education. 

As of November 15, 1949 some 1,067 taxes had been levied under 
the permissive enabling legislation-66 by cities, 271 by boroughs, 
20 by townships and 710 by school districts. Amusement taxes 
had been imposed by 184 jurisdictions, income taxes by 185, per 
capita taxes by 288, severance (or related privileges) by 181, 
mercantile or business privilege taxes by 39.1 

110st of the large municipalities levied broad-based taxes such 
as those on amusements, mercantile business and income. When­
ever a city in which many non-residents work levied a wage or 
earned income tax, surroundnig communities usually followed 
with a siInilar levy, as 481 gives the place of residence priority 
over the place of occupation in the collection of an income tax. 

Pittsburgh special taxes include: 
Pittsburgh 1Iercantile License Tax 
School District of Pittsburgh Mercantile License Tax 
Pittsburgh Personal Property Tax (Intangibles) 
Pittsburgh Amusement Tax 
School District of Pittsburgh Per Capita Tax 
School District of Pittsburgh Personal Property Tax 

In Scranton under the 1947 legislation, an income and wage 
tax was levied by both the city and school districts. Under ali 
amendment of 1949, the school district can no longer levy such a 
tax. 

Philadelphia special taxes authorized by the 1932 Sterling legis­
lation and other legislation include: 

Philadelphia Income Tax (wage and net profits tax) 
Philadelphia .Amusement Tax 
Philadelphia Documentary Stamp Tax 
Philadelphia School District General Business Tax 
Philadelphia Sound Reproduction License Ordinance 
Philadelphia Automobile Parking Tax Ordinance 
Philadelphia Insurance Tax 
Philadelphia Sales Tax (expired) 
School District of Philadelphia Personal Property Tax 

lPa. Dept. of Int. Affairs, Bureau of Mun. Affairs, Taxes Levied Under Aot J,81 
(Harrisburg, Nov. 15, 1949). Public Act No. 481 was held to be constitutional by the 
Pennsylvania Supreme Court in English et al. vs. School District of Robinson Town­
ship, 358 Pa. 45, 55 Atl. 2d 803 (1947). 
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It soon became apparent that the Legislature had g'one too far 
in its "tax anything" law, and experience thereunder is sum­
marized by Richard C. Spalding in his article "Pennsylvania 
Amends Permissive Local Tax Law" in the National Tax Journal 
of September, 1949, pp. 273-4. 

It is in the smaller comnlunities where the real abuses 
have occurred under the act. One example is the multiple 
taxes on natural resources that have been levied in a num­
ber of places. As of May 16, 1949, there had been 187 
taxes levied on coal, most of them based on the number of 
tons mined. Other taxes are based on the number of tons 
of coal washed, processed, hauled, loaded, and dumped. 
As a result, the same ton of coal has been taxed three or 
four times-in some cases at as much as 35 cents a ton. 
This places the coal operators in taxing communities at a 
competitive disadvantage with nontaxing communities and 
with other States. In other cases, timber, limestone, oil, 
natural gas, sand, and gravel have been taxed. 

One small school district has levied a per capita tax of 
$20. Another school district has levied a mercantile tax of 
4 mills on retailers, whereas the usual rate has not been 
over 2 mills. A borough has levied a tax of $300 on amuse­
ment machines. Interestingly enough, no municipality has 
levied a retail sales tax, though the authority is clearly 
present. The unpopularity of this tax in Pennsylvania, 
together with the fear of loss of retail business to other 
communities, has prevented its adoption. 

To correct these abuses a number of proposals for amendment 
were placed before the 1949 Legislature, including those of the 
Tax Study Committee of the Joint State Government Commission 
and the Local Government Commission. Mr. Spalding on page 
274 of his article reports the position of various groups: 

As the Legislature opened its session, some groups were 
ready to resist any but minor changes in the act, some were 
seeking exemptions, and others were demanding outright 

-repeal. Organizations of local officials representing the 
cities, boroughs, and first-class townships were generally 
satisfied with the act, though ready to accept corrective 
amendments. School directors' and teachers' organizations 
regarded the act with some distaste, preferring increased 
State subsidies to greater local taxing power. Coal op­
erators and the United l\1.:ine "Vorkers were seeking the 
exemption of natural resources from taxation. (The United 
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lYEne \Vorkers also called for the substitution of a State­
wide tax on fuel oil.) The retailers wished either a rigid 
rate limitation on mercantile taxes or the clear authoriza­
tion of a gross receipts tax on all business so as to spread 
the burden of the tax. Both the A. F. of L. and the C. I.O. 
were calling for repeal of the act hecause of their dissatis­
faction with wage and income taxes. The Commissioners 
of Allegheny County (where Pittsburgh is located) wanted 
their county included in the act. This move €ventually 
failed. 

Act No. 246, Laws of 1949, amended the 1947 local enabling act 
and removed many of its inequities and abuses. The previous 
exemption of gross receipts from utility s'ervices was broadened 
to include services rendered by a public utility and the over-all 
limitation of the 1947 legislation on the amount of taxes which 
may be collected by local units (equal to the maximum millage 
allowed by law) has been made more definite. Under the new 
legislation municipalities are limited to the amount which a 10 
mill property tax would produce; school districts are limited to 
the amount which a 15 mill property tax would produce. 

New exemptions prevent (1) the taxation of income of non­
residents by school districts on the theory that non-residents re­
ceive no direct benefits from school facilities. This restriction will 
affect some 138 school districts which have levied wage or income 
taxes as of November 15, 1949. 

(2) taxes on manufactured goods, on farm products produced 
and on natural resources and on any privilege, act, or transaction 
relat.ed to the business of manufacturing, the production or 
processing of natural resources or farm goods. 

(3) taxes on personal property subject to taxation by counties, 
except in cities of the second cl~ss (Pittsburgh). 

The amendment also imposes rate limitation on specific taxes. 
These taxes and the maximum rates are as follows: 

1. Per capita taxes $10. 
2. 1Iercantile taxes 1.5 mills on retailers and 1 mill on 

wholesalers, except in City of Pittsburgh where the limit is 
2 mills on retailers and 1 mill on wholesalers. 

3. \Vages, salaries, commissions and other earned in­
come-l%. 

4. R'etail sales-2%. 
5. Sales involving transfer of title to real property-1%. 
6. Amusement taxes-10%. 
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California 

The need for additional revenue which has plagued all American 
cities in the last few decades was aggravated in California by a 
great influx of population into the State since the early 1930's. 
The great tide of immigration brought with it the need for ex­
panded municipal services of all kinds-additional schools, play­
grounds, streets, fire and police protection, etc. The property tax, 
already inadequate before this new problem arose, seemed incap­
able of taking care of the increased revenue needs. California cities 
had broad untapped authority "to license, for the purpose of 
revenue and regulation, all and every kind of business authorized 
by law and transacted and carried on in a city." (Article ITI, 
Sec. 862.12, Ohap. VII, Act 5233, During, p. 1986). Under this 
authority, cities looked to the sales tax as the way out of their 
financial difficulties. 

San Bernardino was the first city to turn to the sales tax for ad­
ditional revenue. The enactment of a 1 per cent sales tax by San 
Bernardino for the year 1945 was made palatable by the fact that 
the people of the State were already accustomed to a State sales 
tax; moreover, the State levy had been reduced from 3% to 21f2% 
in 1943, thereby making the local levy in part a re-enactment of the 
earlier State rate. At the same time the city passed a 3 cent 
amusement tax and increased all business licenses by 100%. The 
revenue from the sales tax was $490,000 in 1945 and equalled the 
revenue obtained from the general property tax for the same 
period. In the same year, similar sales taxes were levied by 
Oolton, Redlands and Santa Barbara. Administration of these 
taxes was facilitated by the fact that merchants had already set 
up accounting methods for the existing State levy. 

The next major adoption was the 1/2 of 1% sales tax by Los 
Angeles in 1946. Today 190 local jurisdictions levy sales taxes 
but 57 of these are within the corporate limits of Los Angeles and 
San Diego. According to a report published by the Bureau of 
Governmental Research of the University of California"Admin­
istration of Municipal Sales Taxes in California," p. 8: 

The aggregate population of the taxing cities represents 
over 80 per cent of all people living within California cities 
and approximately 60 per cent of the total population of 
the State. In addition, large numbers of rural dwellers 
regularly contribute to city sales tax collections by making 
purchases within taxing jurisdictions. 
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In 69 cities in which the sales tax was collected during 
the entire fiscal year 1947-1948, revenue amounted to ap­
proximately $20,000,000, accounting for slightly more than 
10 per cent of the total locally-collected municipal revenue 
in those cities. Such a source of income will not be lightly 
cast aside by city governments, nor does there seem to be 
any inclination to do so on the part of citizen groups. Five 
cities (Berkeley, Huntington Park, Lynwood, Santa Bar­
bara, and Tulare) have defeated proposals to repeal sales 
taxes through special elections. One city, Oalipatria, re­
pealed its tax in ]'1:arch, 1947, but readopted it in July of the 
following year. 

In most instances, the sales tax has been adopted by the local 
legislative body without submission to popular vote. The suc­
cessful operation of the tax has removed most major opposition. 
By and large the rate is 1/2 of 1% but in some places it is 1%. 
The cost of administering the tax is low in most cases and the 
revenue yield varies widely, but it accounts for at least 10% of 
locally collected revenues in more than 60% of the municipalities 
reporting an entire year's experience.1 

* * • • • • • 

Conclusions 
The experience in other states in which local jurisdictions have 

been granted increased power to raise money to meet local costs 
clearly shows that it is impossible to judge which of the more 
popular taxes a municipality might choose if given optional taxing 
powers. In Oalifornia, cities have shown a marked preference for 
the retail sales tax although there are many other taxes which 
might be imposed. Pennsylvania jurisdictions, on the other hand, 
have the power to impose retail sales taxes but not a single juris­
diction has resorted to the tax. It is also difficult to predict how 
many of our municipalities would resort to special taxes if given 
this power-Atlantic Oity is the only fourth-class city bordering 
on the Atlantic Ocean which has taken advantage of the 1947 
enabling legislation authorizing special sales taxes. In New York, 
moreover, counties and cities have been reluctant to adopt special 
taxes, preferring instead to increase the levy on real estate, which 
has been protected in the past by a 2 per cent tax limit. 

In general, however, there is no indication that municipalities 
in states granting optional municipal taxing powers are funda­
mentally dissatisfied with their increased taxing power. It must 

1 Administration of Municipal Sales Taxes in California, p. 26. 
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be recognized that broadened taxing powers for municipalities 
create many problems locally-problems involving overlapping 
taxes in adjoining jurisdictions, but these problems are being 
solved. 

Optional local taxing power for N ew Jersey municipalities might 
be important as possible or partial solutions to: 

1) The removal of the hazards of tax lightning from the 
field of business personalty. If business personalty were 
to be exempted from the general property tax, optional 
local taxing powers might be used to replace the resulting 
loss of revenue; 

2) The undue burden upon real estate-again to replace 
the loss of revenue through new tax bases; 

3) Placing local governments (counties and municipali­
ties) in a position to finance themselves from bases other 
than property. 

Although the experience of Pennsylvania, New York, and to a 
"lesser extent, California is of short duration, the Commission 
restates its belief that: 

If more tax moneys are absolutely necessary to support munici­
pal services, and the real estate tax is inadequate for that pur­
pose, it is preferable for municipalities to resort to their own 
taxing authority rather than to look to the State for grants of 
any kind. 

To follow such a policy, it would be necessary for the State 
to delegate taxing powers to the municipalities which would 
enable them effectively to balance their budgets from sources 
other than the real estate tax but also suitable for local admin­
istration. 

To follow such a policy it would be necessary: 
1) To authorize counties and municipalities to levy, assess 

and collect such taxes as are suitable for local administration­
for example, a consumers' sales tax, luxury taxes, or gross busi­
ness tax; or 

2) To authorize counties and municipalities to levy supple­
mentary rates upon such State tax as may otherwise be selected 
for State purposes. This would mean State administration with 
a return to the municipality of the yield from the supplemental 
rate. 

Since the State does not now levy any tax suitable for per­
missive local supplement or overlay the first alternative is the 
only one presently available. 
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CHAPTER VIII 


THE TAX OUTLOOK 


Trends Among the States 
A national economic environment which is keyed to a continued 

cheap dollar means to State Government, as it does to the house­
wife, a continuation of relatively high prices, high wages and a 
cost of everything the government buys commensurate with the 
general price level. States which have had taxes that respond to 
changes in the value of a dollar, such as the income tax and sales 
tax, have accumulated surpluses during the war years and are in 
a better position to meet their current financial requirements, than 
are States which have relied upon capital taxes in one form or 
another. Throughout the Nation, however, the conflicting pres­
sures for more services and less taxes have resulted in more and 
more States turning to special tax study commissions for some 
way out of the dilemma. Some twenty-seven States have also 
inaugurated State administrative reorganization studies largely 
in the hope of saving enough money to solve their financial 
problems. It is unlikely that either type of commission can recom­
mend anything which would overcome the economic and political 
forces which have pushed State after State into a condition of tax 
CriSIS. 

Oonnecticut a consumer sales tax was adopted, and a special 
tax study commission was unable to find any way to be rid of it. 
In Oalifornia an interim committee on State and local taxation 
found little to do because the State and local governments had 
already ventured into new revenue sources. In Indiana a tax study 
commission reporting last year recommended the real estate tax 
to be placed in order, that cities be enabled to enact a tax supple­
ment on top of the State's gross income tax and that motor vehicle 
taxation be revised. In Illinois a revenue laws commission issued 
a monumental report in 1949 recommending full value assessments, 
a county assessment supervisor and a consideration of the classified 
property tax although the commission believed it would be uncon­
stitutional in that State. The commission further recommended 
change in the corporate franchise tax to a net income measure at 
1 per cent and the inclusion of banks. It also recommended changes 
in the tax rate limits in effect in that State, increased financial 
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aid to local government, revision of the State inheritance tax, and 
of the retail sales tax, together with the addition of a series of 
occupation taxes based on gross receipts. In the conservative 
State of New Hampshire a special tax study commission recom­
mended both a sales tax and an income tax as a way out of that 
State's financial problems. In Pennsylvania a tax study com­
mittee reporting in 1949 recommended consolidation of various 
corporate taxes, the repeal of the soft drinks tax and the imposi­
tion of new taxes on investment income at 4 per cent (in lieu of 
the old corporate loans tax) and on unincorporated business and 
financial activity at 1% per cent. Numerous amendments to Act 
No. 481, the State's local tax enabling statute, were also recom­
mended. In Utah an earlier report of 1946 recommended various 
constitutional amendments on the basis of which the committee 
hoped to recommend stabilization and equalization of the property 
tax, modernization of the personal income and corporate franchise 
tax laws and a shifting of the cost of welfare to sales tax revenues 
and Federal aid. 

These State tax reports are only a sample of the many that have 
been issued in recent years, and should show beyond a doubt that 
New Jersey is not alone in its tax dilemmas. Noone wants new or 
additional taxes and change, therefore, comes slowly even if it is 
only to raise the same amount of taxes more fairly and equitably. 

Expenditures and Taxes 
The tax outlook is determined almost entirely by the expenditure 

outlook, except for such economic factors as changes in the value 
of the dollar. The expenditure trend will depend upon current and 
anticipated needs of State and local government. It will depend 
secondarily upon the financial position of the State Government 
and the extent to which existing revenue sources can continue to 
support the existing and planned expenditure programs. For ex­
ample, debt service in 1950 was $1,930,000 but for 1951 this figure 
rises to $4,610,000. Additional revenue is thus required without 
any additional commitments. In general, however, the big ques­
tion mark in the financial position of the State is the continuation 
of the present policy of transferring highway user revenues to help 
balance general purpose expenditures. 

Table 40 shows the distribution of expenditures among the 
various levels of government from 1945 through 1949. These do 
not include pension payments, unemployment compensation, or 
expenditures of municipal utilities and municipal outlays for bor­
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TABLE 40 

TOTAL EXPENDITURES OF STATE AND LOCAL GOVERNMENT IN NEW JERSEy-1945-49 t 

(in millions) 
;--------Total Expenditures Percentage Distribution 

...... 
at 
~ 

State Total ........................... 
Counties .. " •••• " ........ "' ................ * " • ~ 

Municipalities ........................ 
School Districts ....................... 

19452 

$71.5 
89.1 

162.2 
112.2 

19462 

$76.2 
88.4 

173.7 
116.3 

19472 
$105.6 

88.0 
204.4 
130.1 

19482 

$123.9 
97.6 

225.4 
143.3 

19492 

$127.9 
105.33 

235.33 

157.0 

1945 
16.4% 
20.5 
37.3 
25.8 

1946 
16.8% 
19.4 
38.2 
25.6 

19-'1''1 
20.0% 
16.7 
38.7 
24.6 

1948 
21.0% 
16.5 
38.2 
24.3 

1949 
20.5% 
16.8 
37.6 
25.1 

Total ............................ $435.0 $454.6 $528.1 $590.2 $625.4 100.0% 100.0% 100.0% 100.0% 100.0% 

1 Excludes unemployment and temporary disability benefits, expenditures of municipal utilities and local 
rowed funds. 

2 Year ending June 30th for State and School Districts, calendar year for Counties and Municipalities. 
3 County and Municipal expenditures for 1949 are based on budget estimates. 
Source: Fiscal Reports of the Division of Taxation and Finance 1945-47 (published), 1948-49 (unpublished). 

Annual Report of the Division of Local Government 1945-48. 
Statistical Report of the Commissioner of Education 1945-47 (published), 1948-49 (unpublished). 
Certain estimates based on County Budgets and County Abstracts of Tax Ratables. 
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TABLE 41 

EXPENDITURES OF NEW JERSEY STATE AND LOOAL GOVERNMENT, BY OBJEOT--1945-49 

Year and 

1945­
State 
Local 

Item 

(Dolla1' Amounts Are in Millions) 
Salaries Pension 
& YVages Con­

$29.1 
172.2 

tributionsl 

$9.2 
1.0 

Debt 
Service 

$12.9 
64.8 

Payments 
to Indi­
viduals2 

$16.3 

Capital 
Outlay 

$3.4 

All 
Other 

$16.9 
109.2 

Total 

$71.5 
363.5 

Total 
Percentage 

1946­
State 
Local 

........................... . 
$201.3 

46.3 

$31.0 
185.1 

$10.2 
2.3 

$10.5 
1.0 

$77.7 
17.9 

$4.8 
60.0 

$16.3 
8.7 

$17.9 

$3.4 
0.8 

$11.7 

$126.1 
29.0 

$18.2 
114.4 

$435.0 
100.0 

$76.2 
378.4 

...... 
~ 

Total 
Percentage 

1947­
State 
Local 

........................... . 
$216.1 

4'1.5 

$39.8 
203.3 

$11.5 
2.5 

$11.7 
1.2 

$64.8 
14·3 

$8.9 
57.2 

$17.9 
8.9 

$21.7 

$11.7 
2.6 

$22.8 
1.2 

$132.6 
29.2 

$22.4 
137.9 

$454.6 
100.0 

$105.6 
422.5 

Total 
Percentage 

1948­
State 
Local 

........................... . 
$243.1 

46.0 

$43.2 
222.0 

$12.9 
:iq 

$11.5 
1.3 

$66.1 
12.5 

$3.9 
58.8 

$21.7 
4·1 

$25.8 

$24.0 
4.5 

$39.9 
10.3 

$160.3 
30.5 

$25.4 
148.1 

$528.1 
100.0 

$123.9 
466.3 

Total 
Percentage ........................... . 

1949­
State ..................................... . 
Local 

$265.2 
44·9 

$49.7 
243.5 

$12.8 
2.2 

$11.7 
1.3 

$62.7 
10.6 

$4.8 
61.4 

$25.8 
4·4 

$30.8 

$50.2 
8.5 

$33.2 
10.7 

$173.5 
29·4 

$28.5 
149.8 

$590.2 
100.0 

$127.9 
497.5 

Total ............................... . 
Percentage ........................... . 

$293.2 
46.9 

$13.0 
2.1 

$66.2 
10.6 

$30.8 
4.9 

$43.9 
7.0 

$178.3 
28.5 

$625.4 
100.0 

1 State contributions to pensions for local employees are shown as State expenditures. Municipal contributions 
funds are not obtainable and appear in the "All Other" classification. 

2 Consists of Old Age Assistance, Aid to Dependent Children, Aid to Blind and Emergency Relief on local level. 
Source: Same as Table 40. 
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rowed funds. State-aid moneys appear as expenditures by the 
level of government which actually performs the services. The 
total expenditure of $625.4 million shown for 1949, as compared 
with 1939 does not offer much hope for tax reduction. School ex­
penditures, which constitute 25 per cent of the total are likely to 
reflect the increased post-war birthrate during the next few years. 
Municipal expenditures, which account for 38 per cent of the total 
have risen $70 million from $162.2 million over the five-year period, 
and are yet to reflect any substantial relief load. Countyexpendi­
tures, at least, are not under the same kind of pressure as munici­
pal and school services. At the State level an increase of $56.4 
million from 1945 represents the transition from scarcities, sus­
pended highway work and vacant positions of wartime to the con­
ditions of peacetime. The trend of expenditures need not continue 
upward at the same rate unless substantial new State service re­
sponsibilities are undertaken. In general-

The State spends about 20 per cent of the total while local 
governments spend 80 per cent. The largest single spending 
agency is municipal government which spends about 38 per 
cent of the total. The school districts spend just under one­
fourth of the total and the county governments spend about 16 
cents of every tax dollar. 

Table 41 shows where the money goes. Almost half of the total 
spent is for salaries and wages. As the general price and wage 
levels go so will this item follow. The item "paYlnents to indi­
viduals," now low, could throw all spending patterns out of line 
if there were a substantial increase in relief expenditures. Capital 
outlay is more controllable but it too is likely to hold at least its 
present level, if only to make up for work deferred because of 
war conditions and an unfavorable construction market. Over all-

The tax outlook is dependent upon so many factors beyond 
the control of the State that continued prudent management and 
vigilant resistance to unnecessary public spending remain as the 
only effective restraints upon taxation. 
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district. The tax is levied on each resident or inhabitant of the 
district over 21 years of age at a rate of not less than $1 nor more 
than $5 as fixed by the Board of Education. 

As of November 15, 1949 some 1,067 taxes had been levied under 
the permissive enabling legislation-66 by cities, 271 by boroughs, 
20 by townships and 710 by school districts. Amusement taxes 
had been imposed by 184 jurisdictions, income taxes by 185, per 
capita taxes by 288, severance (or related privileges) by 181, 
mercantile or business privilege taxes by 39.1 

110st of the large municipalities levied broad-based taxes such 
as those on amusements, mercantile business and income. When­
ever a city in which many non-residents work levied a wage or 
earned income tax, surroundnig communities usually followed 
with a siInilar levy, as 481 gives the place of residence priority 
over the place of occupation in the collection of an income tax. 

Pittsburgh special taxes include: 
Pittsburgh 1Iercantile License Tax 
School District of Pittsburgh Mercantile License Tax 
Pittsburgh Personal Property Tax (Intangibles) 
Pittsburgh Amusement Tax 
School District of Pittsburgh Per Capita Tax 
School District of Pittsburgh Personal Property Tax 

In Scranton under the 1947 legislation, an income and wage 
tax was levied by both the city and school districts. Under ali 
amendment of 1949, the school district can no longer levy such a 
tax. 

Philadelphia special taxes authorized by the 1932 Sterling legis­
lation and other legislation include: 

Philadelphia Income Tax (wage and net profits tax) 
Philadelphia .Amusement Tax 
Philadelphia Documentary Stamp Tax 
Philadelphia School District General Business Tax 
Philadelphia Sound Reproduction License Ordinance 
Philadelphia Automobile Parking Tax Ordinance 
Philadelphia Insurance Tax 
Philadelphia Sales Tax (expired) 
School District of Philadelphia Personal Property Tax 

lPa. Dept. of Int. Affairs, Bureau of Mun. Affairs, Taxes Levied Under Aot J,81 
(Harrisburg, Nov. 15, 1949). Public Act No. 481 was held to be constitutional by the 
Pennsylvania Supreme Court in English et al. vs. School District of Robinson Town­
ship, 358 Pa. 45, 55 Atl. 2d 803 (1947). 
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It soon became apparent that the Legislature had g'one too far 
in its "tax anything" law, and experience thereunder is sum­
marized by Richard C. Spalding in his article "Pennsylvania 
Amends Permissive Local Tax Law" in the National Tax Journal 
of September, 1949, pp. 273-4. 

It is in the smaller comnlunities where the real abuses 
have occurred under the act. One example is the multiple 
taxes on natural resources that have been levied in a num­
ber of places. As of May 16, 1949, there had been 187 
taxes levied on coal, most of them based on the number of 
tons mined. Other taxes are based on the number of tons 
of coal washed, processed, hauled, loaded, and dumped. 
As a result, the same ton of coal has been taxed three or 
four times-in some cases at as much as 35 cents a ton. 
This places the coal operators in taxing communities at a 
competitive disadvantage with nontaxing communities and 
with other States. In other cases, timber, limestone, oil, 
natural gas, sand, and gravel have been taxed. 

One small school district has levied a per capita tax of 
$20. Another school district has levied a mercantile tax of 
4 mills on retailers, whereas the usual rate has not been 
over 2 mills. A borough has levied a tax of $300 on amuse­
ment machines. Interestingly enough, no municipality has 
levied a retail sales tax, though the authority is clearly 
present. The unpopularity of this tax in Pennsylvania, 
together with the fear of loss of retail business to other 
communities, has prevented its adoption. 

To correct these abuses a number of proposals for amendment 
were placed before the 1949 Legislature, including those of the 
Tax Study Committee of the Joint State Government Commission 
and the Local Government Commission. Mr. Spalding on page 
274 of his article reports the position of various groups: 

As the Legislature opened its session, some groups were 
ready to resist any but minor changes in the act, some were 
seeking exemptions, and others were demanding outright 

-repeal. Organizations of local officials representing the 
cities, boroughs, and first-class townships were generally 
satisfied with the act, though ready to accept corrective 
amendments. School directors' and teachers' organizations 
regarded the act with some distaste, preferring increased 
State subsidies to greater local taxing power. Coal op­
erators and the United l\1.:ine "Vorkers were seeking the 
exemption of natural resources from taxation. (The United 
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lYEne \Vorkers also called for the substitution of a State­
wide tax on fuel oil.) The retailers wished either a rigid 
rate limitation on mercantile taxes or the clear authoriza­
tion of a gross receipts tax on all business so as to spread 
the burden of the tax. Both the A. F. of L. and the C. I.O. 
were calling for repeal of the act hecause of their dissatis­
faction with wage and income taxes. The Commissioners 
of Allegheny County (where Pittsburgh is located) wanted 
their county included in the act. This move €ventually 
failed. 

Act No. 246, Laws of 1949, amended the 1947 local enabling act 
and removed many of its inequities and abuses. The previous 
exemption of gross receipts from utility s'ervices was broadened 
to include services rendered by a public utility and the over-all 
limitation of the 1947 legislation on the amount of taxes which 
may be collected by local units (equal to the maximum millage 
allowed by law) has been made more definite. Under the new 
legislation municipalities are limited to the amount which a 10 
mill property tax would produce; school districts are limited to 
the amount which a 15 mill property tax would produce. 

New exemptions prevent (1) the taxation of income of non­
residents by school districts on the theory that non-residents re­
ceive no direct benefits from school facilities. This restriction will 
affect some 138 school districts which have levied wage or income 
taxes as of November 15, 1949. 

(2) taxes on manufactured goods, on farm products produced 
and on natural resources and on any privilege, act, or transaction 
relat.ed to the business of manufacturing, the production or 
processing of natural resources or farm goods. 

(3) taxes on personal property subject to taxation by counties, 
except in cities of the second cl~ss (Pittsburgh). 

The amendment also imposes rate limitation on specific taxes. 
These taxes and the maximum rates are as follows: 

1. Per capita taxes $10. 
2. 1Iercantile taxes 1.5 mills on retailers and 1 mill on 

wholesalers, except in City of Pittsburgh where the limit is 
2 mills on retailers and 1 mill on wholesalers. 

3. \Vages, salaries, commissions and other earned in­
come-l%. 

4. R'etail sales-2%. 
5. Sales involving transfer of title to real property-1%. 
6. Amusement taxes-10%. 
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California 

The need for additional revenue which has plagued all American 
cities in the last few decades was aggravated in California by a 
great influx of population into the State since the early 1930's. 
The great tide of immigration brought with it the need for ex­
panded municipal services of all kinds-additional schools, play­
grounds, streets, fire and police protection, etc. The property tax, 
already inadequate before this new problem arose, seemed incap­
able of taking care of the increased revenue needs. California cities 
had broad untapped authority "to license, for the purpose of 
revenue and regulation, all and every kind of business authorized 
by law and transacted and carried on in a city." (Article ITI, 
Sec. 862.12, Ohap. VII, Act 5233, During, p. 1986). Under this 
authority, cities looked to the sales tax as the way out of their 
financial difficulties. 

San Bernardino was the first city to turn to the sales tax for ad­
ditional revenue. The enactment of a 1 per cent sales tax by San 
Bernardino for the year 1945 was made palatable by the fact that 
the people of the State were already accustomed to a State sales 
tax; moreover, the State levy had been reduced from 3% to 21f2% 
in 1943, thereby making the local levy in part a re-enactment of the 
earlier State rate. At the same time the city passed a 3 cent 
amusement tax and increased all business licenses by 100%. The 
revenue from the sales tax was $490,000 in 1945 and equalled the 
revenue obtained from the general property tax for the same 
period. In the same year, similar sales taxes were levied by 
Oolton, Redlands and Santa Barbara. Administration of these 
taxes was facilitated by the fact that merchants had already set 
up accounting methods for the existing State levy. 

The next major adoption was the 1/2 of 1% sales tax by Los 
Angeles in 1946. Today 190 local jurisdictions levy sales taxes 
but 57 of these are within the corporate limits of Los Angeles and 
San Diego. According to a report published by the Bureau of 
Governmental Research of the University of California"Admin­
istration of Municipal Sales Taxes in California," p. 8: 

The aggregate population of the taxing cities represents 
over 80 per cent of all people living within California cities 
and approximately 60 per cent of the total population of 
the State. In addition, large numbers of rural dwellers 
regularly contribute to city sales tax collections by making 
purchases within taxing jurisdictions. 

148 



In 69 cities in which the sales tax was collected during 
the entire fiscal year 1947-1948, revenue amounted to ap­
proximately $20,000,000, accounting for slightly more than 
10 per cent of the total locally-collected municipal revenue 
in those cities. Such a source of income will not be lightly 
cast aside by city governments, nor does there seem to be 
any inclination to do so on the part of citizen groups. Five 
cities (Berkeley, Huntington Park, Lynwood, Santa Bar­
bara, and Tulare) have defeated proposals to repeal sales 
taxes through special elections. One city, Oalipatria, re­
pealed its tax in ]'1:arch, 1947, but readopted it in July of the 
following year. 

In most instances, the sales tax has been adopted by the local 
legislative body without submission to popular vote. The suc­
cessful operation of the tax has removed most major opposition. 
By and large the rate is 1/2 of 1% but in some places it is 1%. 
The cost of administering the tax is low in most cases and the 
revenue yield varies widely, but it accounts for at least 10% of 
locally collected revenues in more than 60% of the municipalities 
reporting an entire year's experience.1 

* * • • • • • 

Conclusions 
The experience in other states in which local jurisdictions have 

been granted increased power to raise money to meet local costs 
clearly shows that it is impossible to judge which of the more 
popular taxes a municipality might choose if given optional taxing 
powers. In Oalifornia, cities have shown a marked preference for 
the retail sales tax although there are many other taxes which 
might be imposed. Pennsylvania jurisdictions, on the other hand, 
have the power to impose retail sales taxes but not a single juris­
diction has resorted to the tax. It is also difficult to predict how 
many of our municipalities would resort to special taxes if given 
this power-Atlantic Oity is the only fourth-class city bordering 
on the Atlantic Ocean which has taken advantage of the 1947 
enabling legislation authorizing special sales taxes. In New York, 
moreover, counties and cities have been reluctant to adopt special 
taxes, preferring instead to increase the levy on real estate, which 
has been protected in the past by a 2 per cent tax limit. 

In general, however, there is no indication that municipalities 
in states granting optional municipal taxing powers are funda­
mentally dissatisfied with their increased taxing power. It must 

1 Administration of Municipal Sales Taxes in California, p. 26. 
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be recognized that broadened taxing powers for municipalities 
create many problems locally-problems involving overlapping 
taxes in adjoining jurisdictions, but these problems are being 
solved. 

Optional local taxing power for N ew Jersey municipalities might 
be important as possible or partial solutions to: 

1) The removal of the hazards of tax lightning from the 
field of business personalty. If business personalty were 
to be exempted from the general property tax, optional 
local taxing powers might be used to replace the resulting 
loss of revenue; 

2) The undue burden upon real estate-again to replace 
the loss of revenue through new tax bases; 

3) Placing local governments (counties and municipali­
ties) in a position to finance themselves from bases other 
than property. 

Although the experience of Pennsylvania, New York, and to a 
"lesser extent, California is of short duration, the Commission 
restates its belief that: 

If more tax moneys are absolutely necessary to support munici­
pal services, and the real estate tax is inadequate for that pur­
pose, it is preferable for municipalities to resort to their own 
taxing authority rather than to look to the State for grants of 
any kind. 

To follow such a policy, it would be necessary for the State 
to delegate taxing powers to the municipalities which would 
enable them effectively to balance their budgets from sources 
other than the real estate tax but also suitable for local admin­
istration. 

To follow such a policy it would be necessary: 
1) To authorize counties and municipalities to levy, assess 

and collect such taxes as are suitable for local administration­
for example, a consumers' sales tax, luxury taxes, or gross busi­
ness tax; or 

2) To authorize counties and municipalities to levy supple­
mentary rates upon such State tax as may otherwise be selected 
for State purposes. This would mean State administration with 
a return to the municipality of the yield from the supplemental 
rate. 

Since the State does not now levy any tax suitable for per­
missive local supplement or overlay the first alternative is the 
only one presently available. 
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CHAPTER VIII 


THE TAX OUTLOOK 


Trends Among the States 
A national economic environment which is keyed to a continued 

cheap dollar means to State Government, as it does to the house­
wife, a continuation of relatively high prices, high wages and a 
cost of everything the government buys commensurate with the 
general price level. States which have had taxes that respond to 
changes in the value of a dollar, such as the income tax and sales 
tax, have accumulated surpluses during the war years and are in 
a better position to meet their current financial requirements, than 
are States which have relied upon capital taxes in one form or 
another. Throughout the Nation, however, the conflicting pres­
sures for more services and less taxes have resulted in more and 
more States turning to special tax study commissions for some 
way out of the dilemma. Some twenty-seven States have also 
inaugurated State administrative reorganization studies largely 
in the hope of saving enough money to solve their financial 
problems. It is unlikely that either type of commission can recom­
mend anything which would overcome the economic and political 
forces which have pushed State after State into a condition of tax 
CriSIS. 

Oonnecticut a consumer sales tax was adopted, and a special 
tax study commission was unable to find any way to be rid of it. 
In Oalifornia an interim committee on State and local taxation 
found little to do because the State and local governments had 
already ventured into new revenue sources. In Indiana a tax study 
commission reporting last year recommended the real estate tax 
to be placed in order, that cities be enabled to enact a tax supple­
ment on top of the State's gross income tax and that motor vehicle 
taxation be revised. In Illinois a revenue laws commission issued 
a monumental report in 1949 recommending full value assessments, 
a county assessment supervisor and a consideration of the classified 
property tax although the commission believed it would be uncon­
stitutional in that State. The commission further recommended 
change in the corporate franchise tax to a net income measure at 
1 per cent and the inclusion of banks. It also recommended changes 
in the tax rate limits in effect in that State, increased financial 
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aid to local government, revision of the State inheritance tax, and 
of the retail sales tax, together with the addition of a series of 
occupation taxes based on gross receipts. In the conservative 
State of New Hampshire a special tax study commission recom­
mended both a sales tax and an income tax as a way out of that 
State's financial problems. In Pennsylvania a tax study com­
mittee reporting in 1949 recommended consolidation of various 
corporate taxes, the repeal of the soft drinks tax and the imposi­
tion of new taxes on investment income at 4 per cent (in lieu of 
the old corporate loans tax) and on unincorporated business and 
financial activity at 1% per cent. Numerous amendments to Act 
No. 481, the State's local tax enabling statute, were also recom­
mended. In Utah an earlier report of 1946 recommended various 
constitutional amendments on the basis of which the committee 
hoped to recommend stabilization and equalization of the property 
tax, modernization of the personal income and corporate franchise 
tax laws and a shifting of the cost of welfare to sales tax revenues 
and Federal aid. 

These State tax reports are only a sample of the many that have 
been issued in recent years, and should show beyond a doubt that 
New Jersey is not alone in its tax dilemmas. Noone wants new or 
additional taxes and change, therefore, comes slowly even if it is 
only to raise the same amount of taxes more fairly and equitably. 

Expenditures and Taxes 
The tax outlook is determined almost entirely by the expenditure 

outlook, except for such economic factors as changes in the value 
of the dollar. The expenditure trend will depend upon current and 
anticipated needs of State and local government. It will depend 
secondarily upon the financial position of the State Government 
and the extent to which existing revenue sources can continue to 
support the existing and planned expenditure programs. For ex­
ample, debt service in 1950 was $1,930,000 but for 1951 this figure 
rises to $4,610,000. Additional revenue is thus required without 
any additional commitments. In general, however, the big ques­
tion mark in the financial position of the State is the continuation 
of the present policy of transferring highway user revenues to help 
balance general purpose expenditures. 

Table 40 shows the distribution of expenditures among the 
various levels of government from 1945 through 1949. These do 
not include pension payments, unemployment compensation, or 
expenditures of municipal utilities and municipal outlays for bor­
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TABLE 40 

TOTAL EXPENDITURES OF STATE AND LOCAL GOVERNMENT IN NEW JERSEy-1945-49 t 

(in millions) 
;--------Total Expenditures Percentage Distribution 

...... 
at 
~ 

State Total ........................... 
Counties .. " •••• " ........ "' ................ * " • ~ 

Municipalities ........................ 
School Districts ....................... 

19452 

$71.5 
89.1 

162.2 
112.2 

19462 

$76.2 
88.4 

173.7 
116.3 

19472 
$105.6 

88.0 
204.4 
130.1 

19482 

$123.9 
97.6 

225.4 
143.3 

19492 

$127.9 
105.33 

235.33 

157.0 

1945 
16.4% 
20.5 
37.3 
25.8 

1946 
16.8% 
19.4 
38.2 
25.6 

19-'1''1 
20.0% 
16.7 
38.7 
24.6 

1948 
21.0% 
16.5 
38.2 
24.3 

1949 
20.5% 
16.8 
37.6 
25.1 

Total ............................ $435.0 $454.6 $528.1 $590.2 $625.4 100.0% 100.0% 100.0% 100.0% 100.0% 

1 Excludes unemployment and temporary disability benefits, expenditures of municipal utilities and local 
rowed funds. 

2 Year ending June 30th for State and School Districts, calendar year for Counties and Municipalities. 
3 County and Municipal expenditures for 1949 are based on budget estimates. 
Source: Fiscal Reports of the Division of Taxation and Finance 1945-47 (published), 1948-49 (unpublished). 

Annual Report of the Division of Local Government 1945-48. 
Statistical Report of the Commissioner of Education 1945-47 (published), 1948-49 (unpublished). 
Certain estimates based on County Budgets and County Abstracts of Tax Ratables. 

outlays from bor­



TABLE 41 

EXPENDITURES OF NEW JERSEY STATE AND LOOAL GOVERNMENT, BY OBJEOT--1945-49 

Year and 

1945­
State 
Local 

Item 

(Dolla1' Amounts Are in Millions) 
Salaries Pension 
& YVages Con­

$29.1 
172.2 

tributionsl 

$9.2 
1.0 

Debt 
Service 

$12.9 
64.8 

Payments 
to Indi­
viduals2 

$16.3 

Capital 
Outlay 

$3.4 

All 
Other 

$16.9 
109.2 

Total 

$71.5 
363.5 

Total 
Percentage 

1946­
State 
Local 

........................... . 
$201.3 

46.3 

$31.0 
185.1 

$10.2 
2.3 

$10.5 
1.0 

$77.7 
17.9 

$4.8 
60.0 

$16.3 
8.7 

$17.9 

$3.4 
0.8 

$11.7 

$126.1 
29.0 

$18.2 
114.4 

$435.0 
100.0 

$76.2 
378.4 

...... 
~ 

Total 
Percentage 

1947­
State 
Local 

........................... . 
$216.1 

4'1.5 

$39.8 
203.3 

$11.5 
2.5 

$11.7 
1.2 

$64.8 
14·3 

$8.9 
57.2 

$17.9 
8.9 

$21.7 

$11.7 
2.6 

$22.8 
1.2 

$132.6 
29.2 

$22.4 
137.9 

$454.6 
100.0 

$105.6 
422.5 

Total 
Percentage 

1948­
State 
Local 

........................... . 
$243.1 

46.0 

$43.2 
222.0 

$12.9 
:iq 

$11.5 
1.3 

$66.1 
12.5 

$3.9 
58.8 

$21.7 
4·1 

$25.8 

$24.0 
4.5 

$39.9 
10.3 

$160.3 
30.5 

$25.4 
148.1 

$528.1 
100.0 

$123.9 
466.3 

Total 
Percentage ........................... . 

1949­
State ..................................... . 
Local 

$265.2 
44·9 

$49.7 
243.5 

$12.8 
2.2 

$11.7 
1.3 

$62.7 
10.6 

$4.8 
61.4 

$25.8 
4·4 

$30.8 

$50.2 
8.5 

$33.2 
10.7 

$173.5 
29·4 

$28.5 
149.8 

$590.2 
100.0 

$127.9 
497.5 

Total ............................... . 
Percentage ........................... . 

$293.2 
46.9 

$13.0 
2.1 

$66.2 
10.6 

$30.8 
4.9 

$43.9 
7.0 

$178.3 
28.5 

$625.4 
100.0 

1 State contributions to pensions for local employees are shown as State expenditures. Municipal contributions 
funds are not obtainable and appear in the "All Other" classification. 

2 Consists of Old Age Assistance, Aid to Dependent Children, Aid to Blind and Emergency Relief on local level. 
Source: Same as Table 40. 
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rowed funds. State-aid moneys appear as expenditures by the 
level of government which actually performs the services. The 
total expenditure of $625.4 million shown for 1949, as compared 
with 1939 does not offer much hope for tax reduction. School ex­
penditures, which constitute 25 per cent of the total are likely to 
reflect the increased post-war birthrate during the next few years. 
Municipal expenditures, which account for 38 per cent of the total 
have risen $70 million from $162.2 million over the five-year period, 
and are yet to reflect any substantial relief load. Countyexpendi­
tures, at least, are not under the same kind of pressure as munici­
pal and school services. At the State level an increase of $56.4 
million from 1945 represents the transition from scarcities, sus­
pended highway work and vacant positions of wartime to the con­
ditions of peacetime. The trend of expenditures need not continue 
upward at the same rate unless substantial new State service re­
sponsibilities are undertaken. In general-

The State spends about 20 per cent of the total while local 
governments spend 80 per cent. The largest single spending 
agency is municipal government which spends about 38 per 
cent of the total. The school districts spend just under one­
fourth of the total and the county governments spend about 16 
cents of every tax dollar. 

Table 41 shows where the money goes. Almost half of the total 
spent is for salaries and wages. As the general price and wage 
levels go so will this item follow. The item "paYlnents to indi­
viduals," now low, could throw all spending patterns out of line 
if there were a substantial increase in relief expenditures. Capital 
outlay is more controllable but it too is likely to hold at least its 
present level, if only to make up for work deferred because of 
war conditions and an unfavorable construction market. Over all-

The tax outlook is dependent upon so many factors beyond 
the control of the State that continued prudent management and 
vigilant resistance to unnecessary public spending remain as the 
only effective restraints upon taxation. 
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