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| THE EROAD BASE TAX

- The term "broad base tax" 1s used, generally, to mean a retall sales
tax or a graduated personal income tax. waever, if by "broad base" We mean
the taxpayer base,‘some of'the selectlve sales or excise taxes reach/almost\
as many taxpayerS. This is partibuiarlyrtrue éf thevgasoline;taxo |

" It has been demonstrated at all le#els of government that no

minor segment of the population can support government. Only by the ime '

- position of a tax which reaches everyone or almost everyone can sufficient

revenue be derived, Despite a certain popularity for schemég-to "soak the
rich", an analysis of any existing tax reveals that such schemes are illusory,

for either dlrectly or 1nd1rectly the tax is pald eventually by everycn@.

‘This is particularly true of taxes on bu81nes$. The1~esult of such. -situw

ation may lead to popular support for unnecessary governmental programs in

the belief that someone else is payiﬁg the‘bill. For this réason,,manj '

_students of taxation. belleve a tax whlch is direct and about which there

can be no doubt as to the taxpayer is the best type for raising largeb

amounts of revenue.

AlthOugh there are,differences'of opinion as to the validity of
this contention, it is worﬁhy of consideration if one‘is attempting to
deviSe a program for additional revenue;  If‘there is féulty reasoning in
this contention, it probably lies in the publlc attitude as 1t is in reallty
rather than in the theory behlnd ito ‘ | _

On one thing there is general agreement, At the state 1evel of
government the primary reason for the 1mposit10n of a tax 1s for revenue.-
The amount of revenue needed will determine the type of tax imposed .Present;'
ly, it is believed generally throughout.the United States that 1ocal governs

ments are unable to secure the revenues neceusary to prov1de the services

- which the publlc demands, partlcularly in the field- of educataono As a
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resuit the states have 1nst1tuted aid programs mhereoy larce portlons of
state revenue are returned to mun1c1palit1es for the support of- publlc |
schools, publlc welfare and other costly'programs. To secure the»revenues
necessary fortyaseven of the flfty states have 1mposed elther a sales tax,:-e"'
a personal income tax or both° | , : |

Whlle New Jersey has 1ncreased state ald to mun1c1pe11tles and
schoolvdlstrlcts to a point more‘than ‘three tlmes what 1t was a decade'ago
and the budget for 1960-1961 calls for the expendlture of sllghtly more |
than flfty per. cent of State revenues for such alo, the State is still one
of the lowest in the country in the amount of ald glven to local governmentsp
:As a result, property taxes in Hew Jersey are’ among the hlgheﬁt in the’ |
country. Tt must be p01nted out, however, that a broad base tax is no
panacea. The 1mpo=1tlon of such a tak is no guarantee that property taxes L
Wiil~be lower as evidenced by the high property‘taxes 1n'ua11£orn1a, Massa-:
chusetts and New York, all of which ﬁave broad-base taies.‘ | ‘

What must be reoognizedcisvthatVWithout additional state eid'iocal
taxes can be expected to go even higher. A eubStantiai'amount of additional
state aid would permit the maintenance and improvement. of looal programs |
without the necessity for increased looal levies. ‘ | | |

If one accepts the proposition that.aid to local gorernmeots muét'hvv,'
‘be fortncoming iest-pfoperty_taxes,beoome confiScatory,_thefqoestion arises _‘
asvtovthermeans for securing the necessary révenue;‘ There ere‘two_alterne;:
tives, to reise the retes"oniexiSting»taxes or to impose a new tax. Iﬁ,is
geheraliy agreed'that‘tﬁe first‘wouldvnof supply the'neceesary.rerenue for
any lar re scale program. 4There'fore,-We are lef£ with the neceseity for
the imposition of a new tax Whlch w1ll return sufflclent revenue.,,Of ihe‘

existing forms of taxation there are‘only two which will approach’this re=

quirement, a reteil sales tax or a personal income tax.
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In order'ﬁo arrive at the proper choice it is necessary to view
both ‘taxes as obgectlvely as p0351ble to determlne whlch w1ll be the most

'fequltable. The sponsors of ‘both bills recently 1ntroduced into the Generalv

Assembly, Assembly Bills 65& and 656 feel that the retall sales tax is

preferable,v Although the two bills dlffer as to the rate of tax, the dedl--:u'

cation of revenues and tne method for securlng passaoe, both are the result':
'of the recognltlon that 1ncreased state revenues are necessary and that the;“
retail sales tax iS'the best method for securlng those revenueso,

Whlle there can be no accurate ‘measure of the amount any person
or famlly W1ll pay under a retall sales tax, reasonable estmmates can be
made on the basis of the average expendltures of 1ndlv1duals and femllles
. for vaeious_ltems and serv1oes, taklng into con51deration>the'1tems exempted
: frdm the'tax. Slnce we can determlne falrly aocurately What the average i
family w1ll pay under a personal income tax, a reasonable comparlson of
" the two can ‘be made as to their relatlve 1mpact upon the average taxpayer._p
Addltlonally, we must determine Whlch'tax wlll provmde adequate,revenues
at reasonable rates, o

| . The attached memoranda on the sales tax and the personal 1ncome
‘tax, together W1th the statlstlcal charts, prov1de a ba51s for v1ew1ng the:_
relabive merits of the two taxes, ; _ |

On an arbltrary ba51s we have used a typlcal famlly of four with"
a gross 1ncome of $5,000 per yoar and a simllar famlly with a gross 1ncome
of %8 000. Whlle nelther represents either the upper or lower extremes ofr'
income, it is reasonable to say that bhls range Wlll contaln a broad segment
of the population. It can be stated reasonably, also, that except for the
very low or very hlgh incomes the paLtern of 1mpact W1ll vary about the samev

below 15,000 ‘and above $8,000, -






Flrst, let us examine the prov1sions cf the bills before the Legis~s .
1atﬁre. No tax is 1mpcSed upon food for home consumptlon, upon shelter, 1n-‘t
ﬁcludlng fuel, water and electrlcity, upcn prescriptlon medlclnes or upon :
cigarettes and gasollne.v Tt is reasonable to assume that the expendlture _
of a family of iour for these 1tems would account for the major portlon  )
| of 1ts 1ncome at $5, 000 per year,. For a smaller income 1t might represent :
as much as 95 per cent., We have estimated on page 7 cf the sales tax memor—
: andum that the famlly w1th %b 000 1ncome would spend no more than t600 per
1 year on non-taxable items and that the family with @8 000 1ncome would spend |
“as much as $3,000 per. year on non-taxable items, although this may be high
in view of the fact that Federal income taxes on the §8, 000 income would be
almost ml,OOO per years HbWever, it is reasonable to assume that no
matter what estlmetes are. uSed generally, a iamlly w1ll spend more of 1ts
1ncome on non—taxable 1teme as that 1ncome increases, Whlle many taxable
items can be ccn81dered necessary, for the mcst;part, one mightlsay that a
retail sales tax with the ‘exe_mptions incladed in the bili’s‘not\r‘}before the
Legislature is a “luxery tax", or at 1eest a‘tei on “non-essentials"

As. acomparlson of the equlty of a retall sales tax w1th taxes on
“other 1tems, let us contlder the gasollne tax.~ In New Jersey the state ‘
~gasoline tax is 5¢ per gallon., fhe prlce W1thout btate and Federal gasollne
taxes is apprqx1mate1y 20¢ per gallonc In other WOrds, We are taxing gaso-

: line at a rate of 25 per Cent, and>vtcday, cne‘cannot call gasoline a'
luxury, for many people must uSethelr automoblles to get to and from'work, L
‘ThlS applles to the average manbas much as 1t does to the rich man,
‘ Slmllarly, the average man probably smokes just as much as the

rich man and, while. cigarettes are not a nece531ty, the fact remains that

the burden dces not fall equally upon all, -
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In comparing the retail sales tax with a personai income tax we
must first determine the rates of the‘income tax with which Welwi$h tp
make the comparison. As shown on page 2 of the income tax mqmqrandum, the
estimates of revenue for New Jersey using the rates of six sbatés show that
only those igiposed by New York or Oregon'would bring in anywhere é@ar the
" revenue needed. |

Assuming we use the 3 per cent sales tax, we have estimated that
the family with an income of #5,000 would pay 18 per year in t&xesw. In
New York that same family weould bay Sk incomevtax and in Oregon would pay
$86. The second family, haviné én_%S,OOO incomé wouid pay @90 for.a retail
sales tax, $151 in Wew York on an’ihcome tax and #262:in Oregon on ém income
tax. When we considér the‘fact fhét an incomé ta¥ patternéd‘after that of
New York would return little more than half the amount thaf‘would accrue
ander a 3 per cent sales tax, it is difficult to Seé where the contention
arises thateza retail sales tax is inequitable, Tor it is appareht that both
families are out-of-pocket mofe under the income tax than under the sales
tax, Even if we revise our estimates and double the amount paid by each
family under the sales tax, it still falls short of the émOunt paid under
the income tax.

If we analyze the two taxeé, it is not difficult to see why the
retail sales tax is less burdensome. Using the'provisiqns of the New York
Income Tax Law; we find that the family of four receives pérsonal exerptions
of $2L00 plus a stendard 10 per cent‘deductionedf $500 on the;#S,OOO income
and 4800 on the w@;ooo'inoome. In the first instance the‘faﬁily Starts
- paying tax after 2,900 of incgme and'in‘the‘ﬁed%nd’after'QjQZOO‘bf income, -
The first ramily pays a tax on w2,1oo‘and th& second on wh,aéom tach family

is paying a tax on a larger portion of its income than it would under a retail
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~ sales tax. In addition, the taxpayer has no option to help him. Under a
sales tax the family that devotes more of its income to non-taxable items,
including insurancé, education and savings, as well as food and shelter,
will pay less tax, but under the income tax,incfeased expendituresvupOn
the necessitieé have no bearing at all upon the amount of tax paid, thus
penalizing the thrifty. | o | ,

Additionally, the experience of the Federal income tax shdwg
that the burden falls greaﬁest upon the middle income group,'yet.it is this.
group which all advoecaties of a broad-base tax conténd thévaiéh to give o
relief, fo# it is the mi&dle ihcome,group uponbﬁhich thé ptoperﬁy tax
bears most heavily. One of the chief reasonsvfor-this is ﬁhat ﬁhe‘usa of
itemized deduotioﬁs and the meny tax benefiﬁs on,unearhéd;incomé-benefit
those in the high income brackets, to wit; inc§me’erm't§x free Bondsa

A salesvtax would prove moreiequitéble on‘ail counts using the
present bills as a vasis for judgment. Ko téwiodid be paid‘dn the necessities
nor on moneyisaved,,but only upon that part éf a fémilj‘s iﬁcome‘spent‘for
items which might be classified és luxﬁries or nearzluxuries. It would
benefit the thrifty and provide an option for the famil& of modest means,
none of which would be true under a personal incbme_téXa ,-

The accompanying charts show‘that Saleé taxeélbfing in greater
revenue and tdday constiﬁute the greatest sihgle sburoe‘of‘étaﬁe revénueo
 Additionally, they show‘that no state has enacted & perSOnai ihCOmQ taxl
since the rates of the Ffederal income tax were'raised tbrfidéhée-the war
effort. And, finally,' they show that in almost every iﬁétéﬁée the states
which have both taxes, imposed the income tax first;éndjfbagd it‘wanting
for raising sufficient revenue and were forced to iﬁpqsé'& sales tax later

to gain that revenue.
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Estimaﬁes vary as to the amount of revenue the two broad base
taxes would yield in New Jersey. However, as shown in the two memoranda,
we have estimated that the 3 per cent retail sales ﬁax ﬁroposed in the
bill introduced by Assemblymen Hiering and Bowkley, Assembly Bill No., 654,
would yield approximately 185 million annually and a personal income tax
modeled after the Wew York Income Tax Law would yield approximately $105
million annually. The former amount would be sufficient to provide in-
creased aid to education as cohtained in several bills presently before the .
Legislature and, in addition, enable the State to meet the growing needs
of its population withoaﬁ resort‘to any other method of finsncing. On the
other nand, the personal income tax would provide little more than enbugh
for increased school aid unless the rates were considerably higher than
those in the New York Law.

It would be well to mention the Oregon Income tax Law since our
memorandum shows the yield in New Jersey ﬁsing Oregon-raﬁes would approxi-
mate 250 millionvper year. To secure this much revenue as compared to
that which would be raised under the provisions of the “ew York Law it is
obvious that there are drastic differences between the two laws. The
Orégon tax ‘is much more heavily welgnted at the lower end of the’income
scale. While the personal exemption provisions are the same as those in
Wew York, the tax starts at 3 per cent on the first %500 of taxable income
increasing one per cent on each additional $500 of taxable income to
$#2,000 then one pef cent additional on the next 2,000, énd so on. Such
a tax would impose a far greater burden upon the modest income than would
a retail sales tax. To illustrate this in simple terms, it would be

necessary for the family with #5,000 gross income to spend approximately

- two-thirds of that income on taxable items under the proposed retail sales
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tax to equal the amount the‘same family wogld'pay under the Oregon income

- tax, and the family with $8,000 gross income would not pay as much even if

it spent every cent of its income on taxable items.

To say that a personal income tax 1s less regressive than a retall

sales tax under such 01rcumstances requires. spe01ous reasonlnﬁ The personal

income tax has been "sold" in many»states as-a "soak the rleh-manqtax", but

it is obvious that any income_tax which will raise a large amount of revenue -

'must fall heavily on modest 1ncomes.‘,.

The spon*ors of both Assembly Blll No. 65& and. Assembly Bill Mo. 656

believe that a broad base tax is necessary to meet the 5row1ng needs of

the’Statefand to remove some of the burden upon the homeowner. 'Only after

thorough study and careful con51deratlon of the merits of the: two common

. broad base. taxes were' the sponsors conv:nced that the retall sales tax 1s,

first of all, more equltable than the personal income ‘tax and, secondlj,
would provide a greater amount of,revenue.

‘ This statement tooether with tne.accompaﬁylng memoranda aﬁd .
charts, has been prepared to prov1de 1nformatlon relatlve to ASSembly
BlllS 65k and 656 and 1n addltlon, to dispel the notion prevaillng in

many quarters that the tax proposed is regre531ve.








