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New Jersey's new pension reform will save state and local governments millions of dollars now and billions of dollars over the ensuing decades.

But then there is the hard part: actually paying the pension contributions for nearly 800,000 state government employees and retirees.

Although New Jersey will have to pay less than it would have without the changes, the state revenues still will have to grow by at least 3 percent a year simply to cover the added costs for increasing payments, a New Jersey Press Media analysis shows.

Even if state revenues rise by 5 percent a year, state pension contributions still will consume nearly half of that extra revenue. That will put pressure on available funds for aid to schools, worker salaries and a host of social and other programs.

Keith Brainard, research director for the National Association of State Retirement Administrators, said New Jersey's big mistake always was abandoning annual required contributions into the pension system in the late 1990s.

"Once the money is gone, the revenue stream must be re-created," Brainard said. "They've taken a big step with the reforms, but ultimately they will have to find the money to make the contribution."

State pension contributions must ramp up to $5 billion a year by fiscal year 2018, even under the new reforms. This year's $468 million bill will double to $1 billion by next July.

First, there's the good news.

The state and local governments will save $110 million this year because of reform, which will force employees to immediately increase pension contributions by 1 to 1.5 percent more of their pay.

That will amount to $155,351 in combined savings this year for Cherry Hill and its school district. For New Brunswick city and school district, it's a combined $176,765 in savings.

In Middletown, the combined township and schools pension payment reduction will be $167,254. In Toms River, the school/township savings for fiscal year 2012 is $186,867.

The savings will grow.

Across New Jersey, the aggregate state and local government savings, over pension contributions they would have had to make without the reform, will rise to $643 million by 2016.

Over the next 30 years, Gov. Chris Christie's administration says, savings will amount to $148 billion for state government and another $80 billion for local governments.

"It will provide some relief," said William G. Dressel Jr., executive director of the New Jersey State League of Municipalities. "It's the first time you can say there's been a real effort by state government to curb the rising tide of health and pension costs."

But then comes the state budget crunch.

Because the state had largely missed its pension payments for more than a decade, the so-called unfunded liability for long-term state workers pensions had grown to $37.1 billion last year, along with a $16.7 billion liability for local government pensions.

The annual contribution to meet that bill grew, too.

If the state were to pay all it should into the pension system this fiscal year, which began July 1, it would have to pay $3.3 billion. That's an impossibly large number that would require widespread layoffs, aid cuts and tax increases to meet.

New Jersey did, however, pass a state law that requires it to pay one-seventh of what it needs this year, and increase that until it reaches the full amount in seven years.

So in fiscal year 2016, only four years hence, that means the state will pay $3.4 billion into its pension funds.

As if that were not enough, Christie's proposed transportation infrastructure plan calls for the state to use $605 million in the state budget that year.

If the state revenues grow by 5 percent a year -- about average in normal times of economic expansion -- then those two items alone will take up more than half of expected increase.

Should tax revenues slip to 3 percent annually, pension contributions and transportation funding alone would soak up all new revenue. That would leave little or nothing for worker salary increases, aid to schools and municipalities and a host of social programs.

Dressel, who lobbies for the state's municipalities, said that if state municipal or school aid can't grow in the future, then pension reforms will be judged too little. "You haven't done enough, to reduce them significantly enough, to effectuate property tax reform," Dressel said. "They have to look at returning dollars to municipalities."

Of course, pension projections are just that -- estimates of future costs.

Jeremy Gold, a consulting actuary, noted that New Jersey's pension system is still constructed on the premise that its investments will grow by 8.25 percent a year, figure he views as too high.

On the other hand, the estimates of annual salary increases, which are also built into pension calculations, are probably too high in today's environment, Gold added. Lower salary increases will mean lower pension costs.

Overall, Gold judged that the reforms, which include a temporary freeze of annual cost-of-living increases given to retirees, may not be enough to solve fully the state's pension problems. But he thinks given massive opposition from unions, officials did well.

"They probably achieved all they could achieve," Gold said. "I'm suspicious it isn't a solution, but they went as far as they could go. They have given themselves . . . breathing room."
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