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Issue Brief: Claims that a ‘Millionaire’s
Tax’ Hurts Small Business Miss the Mark

By Sheila Reynertson
Senior Policy Analyst

Repeated claims by corporate lobbyists that calling on New Jersey’s wealthiest households to
pay their fair share in state income taxes would hamper small businesses are wrong for two big
reasons:

One: More than 90 percent of small business owners wouldn’t pay a penny more in taxes,
because their profits are well below the $500,000 threshold where tax increases would take
place.

Two: For too long New Jersey has given such a big break to wealthy residents and large-
profitable corporations that the state lacks the resources to invest in what brings long-term
growth and broad prosperity — schools, higher education, state-of-the-art transportation, safe
communities and other building blocks of a strong economy.

Business lobbyists claim that a so-called millionaire’s tax is “a tax on small business,” since
most small business owners run their business income tax through their personal returns.! They
argue that increasing personal income taxes on the wealthiest New Jerseyans would prevent
small businesses from reinvesting money in their companies and creating new jobs.

But most small businesses don’t make nearly enough money to fall into upper income brackets.
Nationwide, only 13 percent of small businesses have $50,000 or more in taxable income in a
given year. And pass-through profits from the ownership of small businesses with paid
employees.2 account for less than 4 percent of the income of households with incomes over
$100,000.

The story in New Jersey is no different. Very few residents who use “pass-through” accounting
to claim business income on their personal income taxes would pay more if personal income
taxes were increased on income of $500,000 or more.
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Impact on Small Businesses Likely Even Less

In reality, a personal income tax increase on the wealthy would affect even fewer New Jersey
small businesses than outlined above, since this does not represent all small businesses in the
state. While most do file their business income through their personal returns, some small
business owners file corporate tax returns.

And while the available New Jersey data do not break out which of these filers are actually in the
position to grow and create new jobs, many personal income taxpayers with “small business”
income are not your typical Main Street small business owners, but those with ownership
interests who receive only a portion of their total income from business investments. Small
businesses that actually create jobs — those with employees other than the owner or owners —
make up just 2.7 percent of all personal income taxpayers nationwide.*

Making Tax System Fairer & Investing in Public Services Would Help
Small Businesses

Increasing the share of taxes paid by the state’s most well-off would also make the tax system
fairer for all of New Jersey. Right now low-income and middle-class New Jerseyans pay greater
shares of their incomes in state and local taxes than wealthy residents.” That burden on families



struggling the most translates to less money being spent in the local economy, which in turn
hurts small businesses.

Beyond fairness, there’s another reason a more equitable tax system would benefit New Jersey’s
small businesses. The more income that goes to the wealthy (and the lower a state’s tax rate on
the wealthy), the slower a state’s revenue grows over time.® This means less revenue to pay for
essential public services that help small businesses thrive, like schools, public safety and reliable
roads and bridges.
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