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A Grain of ‘SALT’: New Jersey Needs More Than
Workarounds to Respond to GOP Tax Plan

SALT ‘fixes’ would mostly help state’s most well-off; plans
to make state income tax fairer should move forward

By Sheila Reynertson
Senior Policy Analyst

sheila@njpp.org

The GOP tax plan is now law, and states are grappling with how the enormous federal tax cuts
will play out for their residents. The plan delivers lopsided cuts to the wealthiest Americans and
large corporations while teeing up deep and devastating budget cuts that would harm working
families across New Jersey. But despite the grave threat to progress and opportunity this tax law
presents, New Jersey lawmakers seem most concerned about a relatively narrow provision of the
plan: the new federal limit on the deductibility of state and local taxes (SALT). Households that
itemize deductions are now only allowed to deduct up to $10,000 in combined SALT when
calculating their taxable income for federal taxes.

While “workarounds” are under discussion to evade the cap — including shifting the state income
tax to a payroll tax' or attempting to treat property tax payments as charitable donations® —
lawmakers have also voiced concern about advancing long-held plans to make the state’s income
tax fairer while raising hundreds of millions of dollars for schools and property tax relief.’

There’s no reason not to try to design workarounds that restructure the state tax code to help
New Jersey taxpayers avoid the federal cap on SALT deductions, but these workarounds should
not be the primary focus of lawmakers concerned about the well-being of the state’s middle-class
and working families. That’s because these workarounds would disproportionately benefit the
wealthiest households in New Jersey, to make no mention of the fact that the Trump
administration is unlikely to allow them to stand.

« The wealthiest 1 percent of families (those with annual incomes over $1.1 million) would
receive 54 percent of the benefit from a SALT workaround. Nearly every family in the
top 1 percent — 99.9 percent of them, in fact — would benefit, with an average tax cut of
$79,460 a year, or 2.5 percent of their average incomes.

« The bottom 80 percent of families (those with annual incomes under $142,000) would
receive less than 1 percent of the benefit from such a policy. Just 10 percent of these
families would benefit at all, and their average tax cut would be $75 a year, or less than
0.1 percent of their average incomes.



SALT Workarounds Would Disproportionately Help
New Jersey’s Wealthiest Families

Proposals would mostly help Garden State families
who already fare quite well under the GOP tax plan

Bottom 20%: $130 Average combined annual tax cut for
New Jersey families from the GOP tax
plan plus the potential removal of the

Low-Mid 20%: $510 new federal cap on state and local tax
deductions. All figures for 2019.
Middle 20%: $950 [l $ from GOP tax plan as passed

$ from SALT workarond

Mid-High 20%: $1,630
Next 15%: $4,780
Next 4%: $27,280

Top 1%: $109,900

Source: Institute on Taxation and Economic Policy NEW JERSEY POLICY PERSPECTIVE NJPP.ORG

SALT Workarounds Would Disproportionately Help
New Jersey’s Wealthiest Families

Proposals would mostly help Garden State families
who already fare quite well under the GOP tax plan

Avg. tax cut Avg. tax cut
Income group Avg. tax cut from from SALT Total avg. as a share
(& average income) GOP tax plan workaround tax cut of avg. income

Bottom 20% ($16,200) $130 $0 $130 0.8%
Low-Mid 20% ($37,800) $520 $0 $520 1.4%
Middle 20% ($63,600) $920 $30 $950 1.5%
Mid-High 20% ($107,500) $1,360 $270 $1,630 1.5%
Next 15% ($201,900) $3,130 $1,650 $4,780 2.4%
Next 4% ($521,900) $18,330 $8,950 $27,280 5.2%
Top 1% ($3.2 million) $30,440 $79,460 $109,900 3.4%

Note: All dollars and impacts are for 2019
Source: Institute on Taxation and Economic Policy NEW JERSEY POLICY PERSPECTIVE  NJPP.ORG




To the extent that lawmakers ought to be considering these SALT workarounds, they should be
doing so only as part of a comprehensive package responding to the federal tax plan — one that
includes proposals to raise revenue from the corporations and wealthy interests who will most
benefit from the federal plan. At the very least, shying away from bold tax policy — as suggested
by some legislative leaders — should not be part of the equation.

The truth is New Jersey’s highest-income households — those with annual incomes over $1
million — get a windfall from the new tax plan, even with the new limit on SALT deductibility.
That’s because for New Jersey’s wealthiest families, the average federal tax cuts from other
changes in the law are notably larger than the average size of the impact from the loss of SALT
deductibility.

Specifically, the long-term benefit of slashing the corporate rate nearly in half will
overwhelmingly go to wealthy stockholders rather than the average worker.* Eighty percent of
the value of the total stock market is concentrated at the top while fewer than half of all
Americans own any stock. Further, the big tax cuts for corporations are permanent, while nearly
all the smaller tax cuts and changes for individuals and families are temporary — making the
overall impact of the GOP tax plan even more favorable to New Jersey’s wealthiest families than
this fact sheet illustrates (since it uses 2019 impact data).

Average Effect of SALT Cap for New Jersey Households With Incomes
Over $1 Million is Smaller Than Effect of Other Federal Tax Cuts

+$71,800

Other tax changes

SALT cap

'$99!1 00 These families will receive an
average $27,300 tax cut - even with
the limit on the SALT deduction.

Source: Institute on Taxation and Economic Policy
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Households with incomes over $1 million — with a projected average income of $2.6 million in
2019 — will receive a combined $1.4 billion tax cut with an average tax cut of $27,300 per
household, even with the SALT deduction limits factored in.



Given this windfall for the state’s wealthiest families and the state’s precarious fiscal condition
there is no reason for legislative leaders to back off of long-held plans to make New Jersey’s
income tax fairer and raise much-needed new revenue to invest in schools and property tax relief.

In fact, under a proposed overhaul of New Jersey’s income tax that would, in all, raise over $1
billion in new revenue while increasing taxes on only the 5 percent of highest-income families,’
households with $1 million or more in taxable income would be paying an average of $22,000,
more a year in New Jersey taxes. And under the decidedly less bold plan to raise the top tax rate
to 10.75 percent on incomes over $1 million, households with $1 million or more in taxable
income would be paying an average of $17,600 more a year in New Jersey taxes. Either way,
these millionaire households would still come out well ahead from the combined effect of the
federal tax plan and a state income tax increase.’

New Jersey Households With Incomes Over $1 Million Would Still Save
Thousands of Dollars a Year If the State Increases Income Taxes

+$22,000
+$17,600

GOP tax plan

Tax increase on Tax increase on
income over wealthiest 5%
$1 million
-$27,300
These families would, on average, save
between $5,300 and $9,700 a year under
plans to increase New Jersey income taxes.

Source: Institute on Taxation and Economic Policy
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What’s more, these families at the top of New Jersey’s income brackets are already paying the
lowest share of their annual average income to state and local taxes in the state (7.1 percent
versus 9.1 percent for middle-income families and 10.7 percent for the lowest income quintile).’
And they have also enjoyed over $4 billion in cumulative tax cuts since 2010, at a time when
these households have reaped the overwhelming majority of any economic gains in the state.
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