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Five Budget Time Bombs Facing the Next Governor
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Governor-elect Mikie Sherrill is going to inherit a budget full of hidden dangers. On the
surface, the state’s finances appear healthy: historic cash reserves, an improved credit rating,
and on-target revenues. But beneath these gains lie budget time bombs that threaten the state’s
fiscal stability and any new spending proposals.'

At a time when low- and middle-income families face rising costs and housing shortages, each
of these time bombs will limit the state’s options for addressing residents’ needs.? These risks
come on top of economic uncertainty, including a potential recession, which would reduce
revenues and increase state costs.?

1. Existing structural deficit

Responsible budgeting requires sufficient revenue to fund schools, health care, and other
essential services. In Fiscal Year (FY) 2026, New Jersey will generate $1.5 billion less in revenue
than it needs to cover expenses.* As a result, the state will have to spend down its cash
reserves, which have fallen each year from $10 billion in FY 2024 to less than $7 billion
projected for FY 2026.° This imbalance means Governor-elect Sherrill will need to raise
revenues or cut services simply to keep the state from going deeper into deficit.

Several factors drive this shortfall. State spending on property tax relief programs has grown
from less than $1 billion to more than $4 billion in FY 2026, with future increases in Stay NJ
(see below).® Expansions to economic development tax credits also reduce revenues. These
credits give state tax dollars to corporations such as film studios or Al data centers for
operations in New Jersey and remove billions in expected revenues.” Other increases in
funding are mandatory to meet the state’s obligations to its pension funds and schools.?®
NJPP has long advocated for increased progressive revenues to help close this gap.’

2. Ballooning Stay NJ costs

Housing affordability is a concern for seniors on fixed incomes. But Stay NJ, a new homeowner
tax credit, threatens to dramatically increase the FY 2027 budget without targeting those who
need help most. Stay NJ provides credits to homeowning seniors over age 65 with incomes up
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to $500,000.”° In FY 2026, Stay NJ required only $280 million in state appropriations, despite
an annual estimated cost of $1.2 billion."

The cost was artificially low for two reasons:
o The state had saved $320 million from prior years; and
e FY 2026 only covers one half of calendar year 2026, meaning only half a year’s worth of
payments will go out.

In FY 2027 neither conditions will exist. The full $1.2 billion cost of the program will come due
with no additional funding source."

Hidden Costs Will Balloon Stay NJ Payments by
$900 Million in FY 2027

Expected costs to state budget in fiscal years 2026 and 2027.

$1.2 Billion
$1 Billion $600M in additional
costs for a full year of
$800 Million payments in FY 2027
$600 Million
N $320M covered by 2024
$400 Million and 2025 payments
$200 Million $280M
0

FY 2026 FY 2027 (Projected)

Source: 2026 figure based on P.L.2025, c. 74. 2027 figure based on Governor's fiscal year 2026
Budget in Brief.
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NJPP has identified potential savings by capping income for Stay NJ recipients to limit the
program to seniors in need, rather than wealthy households." These changes would reduce the
program cost by more than $500 million.

Without reform, the Sherrill administration and legislature will face more than $9oo million in
additional Stay NJ costs in FY 2027.

3. School funding costs beyond inflation

New state requirements on schools have increased per-pupil funding needed to meet
“adequacy,” the state’s standard for a thorough and efficient education.* Beyond these existing
changes, voices from across the political spectrum have called for updating the school funding
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formula to more accurately reflect the cost of state standards and educating students from
low-income families and who are multilingual learners.™

School funding represents the largest single expenditure in the state budget, with formula
payments totaling $12 billion.’® Even small changes in funding per pupil can result in large cost
increases for the state.

School safety and mental health requirements are driving costs higher. The state’s 2026
Education Adequacy Report outlines changes that will increase funding needs."” Rising school
safety concerns and concerns about youth mental health have driven the need for $14,972 in
per-pupil funding for elementary students, an increase of more than seven percent from FY
2025 and 20 percent from FY 2023." These increases fund one security guard per elementary
school and mental health support for students." Although these costs were included in the FY
2026 school aid calculations, many districts hit the six percent cap on aid increases, pushing
additional costs to FY 2027.*°

4. Loss of remaining pandemic-era funding

The fiscal cliff of expiring federal pandemic-era funding is creating funding gaps that the state
will need to cover. For example, the expiration of federal funding for New Jersey Transit led to
an enormous projected deficit that required the creation of the Corporate Transit Fee.*

Programs ranging from infrastructure to child care will lose federal funds when funding expires
at the end of 2026.%* These expirations have real effects, as the state’s child care subsidy
programs were temporarily closed to new enrollees due to lack of funding and only recently
began accepting new applications.*

New Jersey has also exhausted the last of its Debt Defeasance and Prevention Fund, a $10
billion reserve created to refinance high-interest debt during the pandemic.* The state used
the fund for debt retirement and new capital improvement projects. But the state budget also
transferred $1.1 billion to patch the structural deficit.*

With the fund empty, that revenue will not be available in future years, limiting the
state’s options.

5. Increasingly expensive state health benefits

The State Health Benefits Program provides health insurance for state and local government
employees, with costs shared by employees and employers.*® State actuarial reports
recommend premium increases that would raise costs by 20 percent or more.” Even if
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proposed savings materialize, the state budget will face employee health benefit cost increases
above inflation.”®

Health benefits for active state employees and higher education employees cost $2.0 billion
annually. Even small percentage increases can have large budget effects: a 10 percent increase
in FY 2026 raised costs by over $180 million.*

Local government health plans face even steeper increases, creating potential state liability.>
Although local government costs are not the state’s direct responsibility, problems with the
local government health plan have previously required a temporary state bailout.

6. One big unknown: the impact of federal cuts

Federal cuts present the largest uncertainty to the state’s budget. Some costs will fall to the
state, even if the exact amount is unknown. For example, the state will have to implement a
work requirement program for Medicaid by January 2026, which will require substantial
appropriations and infrastructure.?*

The state will also pay an additional $90 million in administrative costs for SNAP, with $78
million of those costs covered by counties, which administer SNAP in New Jersey.?

The Department of Human Services estimates that reductions in federal funding and federal
restrictions on state health care revenues will result in $360 million in annual lost funding.34
These policies will also force more residents to lose health care coverage. The result: a $3.3
billion annual cut in funding to hospitals and public health, which the state may have to backfill
through charity care or other means.3

Beyond the tax and budget bill, the state faces decisions about whether to backfill federal cuts
in other priorities. Keeping New Jersey at the forefront of scientific research may require state
investment in cancelled federal biomedical research projects.3® Delays in funding the Gateway
tunnel project may lead to cost overruns and harm New Jersey’s economic growth.?”

Conclusion

Governor Sherrill will inherit a budget full of time bombs. Despite steps by the Murphy
administration to correct for the fiscal shortsightedness of past administrations by fully
funding schools and pensions, the FY 2027 budget will face serious revenue shortfalls absent
new revenues or drastic cuts. Depleting the state’s limited cash reserves will only deepen the
crisis in future years.
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There are solutions. NJPP has identified key revenue raisers that focus on concentrated wealth
in individuals and large corporations.?® Expensive tax credit programs that overwhelmingly

benefit the already-wealthy can be reduced to increase revenue. New revenue, such as a wealth
proceeds tax on net investment income, would also generate funds from wealthy individuals.?

Without new revenues, these budget time bombs will make maintaining current funding
difficult, let alone any new initiatives the next governor may propose.
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