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Tax Reform and Interstate Migration

By Curis Ebpwarps

he Tax Cuts and Jobs Act of 2017 was the
largest overhaul of the federal income tax in
decades. The law changed deductions, ex-
emptions, and tax rates for individuals, while
reducing taxes on businesses.

More than 86 percent of middle- and higher-income house-
holds received an individual tax cut." Most lower-income
households do not pay income taxes, but many of them
received increased benefits from refundable credits. The aver-
age benefit across all households in 2018 is $1,260.”

This report looks at changes to individual income taxes, par-
ticularly the state and local tax (SALT) deduction. The 2017 tax
law cut individual tax rates and roughly doubled standard deduc-
tions, but it also imposed a $10,000 cap per return on SALT de-
ductions. Those changes are expected to reduce the number of
households that deduct state and local income, sales, and prop-
erty taxes from 42 million in 2017 to r7 million in 20183

Millions of households will feel a larger bite from state
and local taxes and will thus become more sensitive to tax
differences between the states. The tax law may prompt an
outflow of mainly higher-earning households from higher-tax
states to lower-tax states.

Even before the new tax law, a substantial number of
Americans were moving from higher-tax to lower-tax states.
Looking at migration flows between the states in 2016, al-
most 600,000 people with aggregate income of $33 billion
moved, on net, from the 25 highest-tax states to the 25 lowest-
tax states in that single year.

Interstate migration flows are influenced by many factors,
including retirement, job opportunities, housing costs, and
climate. Experts disagree about how large a role taxes play in
migration, but that role will certainly be increased by the new
tax law.

The raw data suggest that taxes do influence migra-
tion. Of the 25 highest-tax states, 24 of them had net out-
migration in 2016. Of the 25 lowest-tax states, 17 had net
in-migration. The largest out-migration is from high-tax
New York, whereas the largest in-migration is to low-tax
Florida. Florida is enjoying an influx of wealthy entrepre-
neurs and retirees looking for a tax climate that boasts no
income tax or estate tax.

The following sections discuss changes to the SALT
deduction and examine trends in interstate migration.
Then, the report looks at the relationship between taxes
and migration. The out-migration of high earners is a seri-
ous threat to high-tax states because those individuals pay
a large share of state income taxes, invest in new businesses
and generate jobs, and are heavily engaged in philanthropy.

In this new era of intensified tax competition, state
policymakers should rethink their tax codes with an eye
toward retaining and attracting residents. They should
improve the efficiency of government services to give
taxpayers more value for their money. And they should
reduce regulations on individuals and businesses, given that
Americans are migrating, on net, to states that provide more
economic freedom.

Chris Edwards is director of tax policy studies and editor of DownsizingGovernment.org at the Cato Institute.
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STATE AND LOCAL TAX DEDUCTIONS

Before the passage of the 2017 tax law, individuals had no
direct limit on the amount of state and local taxes they could
deduct on their federal returns.* The deduction was available
to households that itemized deductions, which in 2017 was
27 percent of tax filers. The other 73 percent took the stan-
dard deduction.’ Of households that itemized, 93 percent
took the SALT deduction.

The effect of the SALT deduction was to soften the blow of
state and local income, property, and sales taxes. For example,
taxpayers in New York in the 33 percent federal bracket in
2017 who paid $30,000 in state and local income and property
taxes could reduce their federal taxes by $10,000. The federal
government essentially gave them a rebate of that amount.

Meanwhile, high-income taxpayers in California sub-
ject to the 39.6 percent federal tax rate and a state rate of
13.3 percent effectively faced just an 8.0 percent state rate
because of federal deductibility. The higher the household’s
income, the larger the effective federal subsidy:.

The 2017 tax law changed that. Most higher-income tax-
payers will now face the full brunt of state and local taxes—
the full $30,000 cost in New York and the full 13.3 percent
rate in California.

Before the law change, federal deductibility subsidized
high-tax states and encouraged them to load their taxes onto
higher earners. The SALT deduction induced “shifting of the
jurisdiction’s tax burden to those individuals best positioned
to receive the federal tax subsidy,” which were high earners
because they were generally the ones who itemized.®

Taxes are the “price” residents pay for state and local
services such as police and schools, but the SALT deduction
effectively reduced that price, thus inducing residents to
demand too much spending. The Congressional Budget
Office noted of the SALT deduction, “Because of the subsidy,
too many of those services may be supplied, and state and
local governments may be bigger as a result.””

The prior SALT deduction mainly benefited higher
earners. Before the law change, 91 percent of the benefit
went to households with incomes above $100,000.% The
deduction favored higher-income and higher-tax states over
other states. In California, 96 percent of state and local
deductions that exceeded $10,000 were taken by households
with incomes above $100,000.7

The new SALT limit is a long-needed reform. Leading up
to the Tax Reform Act of 1986, the Reagan administration
proposed eliminating the deduction, with President Reagan
arguing, “Perhaps if the high-tax states didn’t have this fed-
eral crutch to prop up their big spending, they might have to

cut taxes to stay competitive.”'° The 1986 law did eliminate
the deductibility of sales taxes, but Congress added back that
deduction in 2004.

The 2017 law capped the SALT deduction at $10,000
per year, for both single and married tax filers. It also nearly
doubled standard deductions. Those changes will reduce the
number taking the SALT deduction from 42 million in 2017
to 17 million in 2018." For people who continue to take it, the
average benefit will be less than half as large. The $10,000
cap is not adjusted for inflation.

The full weight of state and local taxes will now be felt
by an additional 25 million households. The states where
SALT deductions were the largest relative to incomes were
New York, New Jersey, Connecticut, California, Maryland,
Oregon, Rhode Island, Massachusetts, and Minnesota.”
Those are generally high-tax states.

Governments in high-tax states are worried that the SALT
reform will induce additional high-earning taxpayers to move
out. If they move in substantial numbers, it would be a blow
to state budgets. In New York, the top 1 percent of highest
earners pay 41 percent of state income taxes; in New Jersey,
the share is 37 percent.” In California, the top 1 percent pay a
remarkable 50 percent of state income taxes.'#

Under the new federal law, some states are becoming more
cautious about raising taxes. New Jersey’s legislature passed
bills to raise taxes on millionaires five times under former
governor Chris Christie. Christie vetoed them. But now that
New Jersey has a governor eager to raise taxes on millionaires,
the legislature has shied away. State Senate President Steve
Sweeney (D), who previously supported higher taxes, earlier
this year cautioned, “This state is taxed out” and the feder-
al tax law “changed the game for us.”® But in July, Sweeney
caved, agreeing with the governor to raise the top individual
income tax rate from 8.97 percent to 10.75 percent.

To shield themselves from the SALT changes, some states
are considering converting part of their mainly nondeduct-
ible income taxes into deductible employer payroll taxes.
Other states are trying to convert state tax payments into
charitable contributions, which continue to be fully deduct-
ible. New York has enacted limited versions of those mecha-
nisms, but the schemes may not be effective or pass muster
under federal tax law. The U.S. Treasury has issued a notice
saying that it will be imposing regulations.

A more productive response to the federal tax changes would
be for high-tax states to reduce their tax rates so that people have
less incentive to migrate. State policymakers should use federal
tax reform as an opportunity to rethink their state budgets to en-
sure that residents receive high-value services at minimum cost.




Will more people in higher-tax states move to lower-tax
states under the new federal tax law? The next section looks
at current migration trends to provide some clues.

TRENDS IN INTERSTATE MIGRATION

This report examines interstate migration data produced
by the Internal Revenue Service (IRS).® The IRS flags when a
tax filer’s address changes and has built a database aggregating
moves in and out of every county and state. The database
includes each tax filer’s adjusted gross income (AGI).

TheIRS datashowthat2.8 percent of tax filers—essentially
households—moved between states in 2016. Tax-filing
households may be either singles or married couples, with or
without children. An average household comprises 2.1 people
in the IRS data."”

The IRS data do not include households that do not file
tax returns, so it misses about 13 percent of the population.™
However, the data are quite precise because they are not
based on survey data, as are migration data produced by the
U.S. Census Bureau.

Experts agree on the basics of interstate migration." The
migration rate has dropped since the 1980s, although the
IRS data show a smaller drop than the census data.”® The
internal migration rate is higher in the United States than in
most other high-income countries. Migration rates decline
with age. Renters are more likely to move than homeowners.
Singles are more likely to move than married couples.
Migration is somewhat pro-cyclical.

Table 1, column 1, shows the number of net domestic in-
migrants (in-migrants less out-migrants) for each state in
2016, based on the IRS data. All data in this report exclude
international immigration and emigration.

New York lost 218,937 households to other states in 2016,
gained 142,722 households from other states, and thus had a
net loss of 76,215.

The other states with the largest net migration losses were
Illinois (41,965 households), New Jersey (25,941), California
(25,913), Pennsylvania (19,516), Massachusetts (14,549),
Ohio (13,254), Connecticut (12,254), Maryland (12,068), and
Michigan (10,325).

Where did those domestic migrants go? The largest net
inflows were to Florida (95,072), Washington state (30,480),
North Carolina (25,601), Colorado (24,672), Arizona (24,211),
Oregon (21,729), Texas (19,414), South Carolina (18,519),
Georgia (17,798), and Nevada (14,236).

For nearly all states, the 2016 migration flows represent
extended trends. For 48 of the 50 states, the net direction of
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migration (in or out) in 2016 matched the direction of the
total net flows over the past five years. The two states that
were different were oil producers Oklahoma and North
Dakota, which used to have net in-migration but now have
net out-migration. Also note that Texas had abnormally low
in-migration in 2016—its net inflows over the past five years
have been larger than Florida’s.

For many states, recent trends extend back decades. The
largest net migration losers between 1993 and 2010 were New
York, California, Illinois, Michigan, and New Jersey. The
largest net migration winners over that period were Florida,
Arizona, Texas, North Carolina, and Georgia.”!

Table 1, column 2, shows the ratio of gross in-migration to
gross out-migration in 2016. States losing population have ra-
tios of less than 1.0. States gaining population have ratios of
more than 1.0. New York’s ratio is 0.65, meaning that for every
100 households that left, only 65 moved in. Florida’s ratio is 1.45,
meaning that 145 households moved in for every 100 that left.

The IRS database includes AGI, so we can see how much
aggregate income is migrating between the states. The AGI
is the income reported in the first year a household is at a new
address. Strictly speaking, AGI does not migrate; people do.
Anindividual’sincome may be higher or lower after moving to
anew state. Nonetheless, saying that income is “migrating” is
rough shorthand for saying that the earning power of house-
holds is moving between states.*

In 2016, households with $227 billion of income moved
between states. Looking at Table 1, column 3, New York lost
a net $8.4 billion in income to other states in 2016, whereas
Illinois lost $4.8 billion. Florida gained $17.2 billion.

The ratios in column 4 are similar to those in column
2, except that they are ratios of income, not households.
Florida’s household ratio is 1.45, and its income ratio is 2.46.
The larger income ratio means that in-migrants to Florida
have much higher incomes than out-migrants do. Other
states with a much higher income ratio than household ra-
tio include Idaho, Montana, South Carolina, Utah, and
Wyoming. Those states are attracting large numbers of high-
income in-migrants compared with their out-migrants.

When the column 4 ratio is lower than the column 3 ratio,
it means that the state has net out-migration particularly of
higher-income households. Connecticut is a good example.

Table 2 shows net migration ratios for households headed
by persons age 65 and older and for households with incomes
of more than $200,000. Some of the places that both seniors
and high earners are leaving, on net, are Alaska, California,
Connecticut, Illinois, Maryland, New Jersey, New York, North
Dakota, Pennsylvania, and West Virginia. Some of the places
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Table 1

Interstate migration flows, 2016

Number of households

Alabama
Alaska
Arizona
Arkansas
California
Colorado
Connecticut
Delaware
D.C.

Florida
Georgia
Hawaii

Idaho

lllinois
Indiana

lowa

Kansas
Kentucky
Louisiana
Maine
Maryland
Massachusetts
Michigan
Minnesota
Mississippi
Missouri
Montana
Nebraska
Nevada

New Hampshire
New Jersey
New Mexico
New York
North Carolina
North Dakota

Net
in-migrants
1

-434
-2,537
24,211
-253
-25,913
24,672
-12,254
1,828
22
95,072
17,798
-2,599
6,637
-41,965
-4,951
-3,330
-7,869
-1,764
-5,248
1,071
-12,068
-14,549
-10,325
-1,460
-3,546
-2,813
2,194
-1,275
14,236
1174
-25,941
-2,913
-76,215
25,601
-4,249

Ratio of
in-migrants to
out-migrants

0.99
0.85
1.30
0.99
0.91
1.30
0.74
113
1.00
1.45
116
0.91
1.31
0.69
0.92
0.90
0.82
0.96
0.88
1.08
0.86
0.82
0.86
0.97
0.88
0.96
1.15
0.94
1.31
1.05
0.76
0.90
0.65
123
0.77

Aggregate income

Net
in-migrants,
$ millions

-166
-280
1,992

-2,006
1,786
-2,616
128
-469
17,214
553
154
688
-4,754
-552
-256
-408
-235
-215
151
-1,570
-1,413
=71
-651
-205
-625
316
-202
1,029
231
-3,427
-188
-8,430
2,158
-282

Ratio of
in-migrants to
out-migrants

0.93
0.73
1.42
0.98
0.90
1.35
0.55
113
0.82
2.46
1.08
1.10
1.66
0.57
0.84
0.86
0.83
0.90
0.90
119
0.76
0.79
0.84
0.81
0.86
0.84
1.45
0.84
1.39
1.15
0.68
0.89
0.56
1.33
0.72




Number of households

Ratio of
Net in-migrants to
in-migrants out-migrants
1
Ohio -13,254 0.86
Oklahoma -2,293 0.94
Oregon 21,729 1.47
Pennsylvania -19,516 0.83
Rhode Island -1,865 0.88
South Carolina 18,519 133
South Dakota 264 1.02
Tennessee 13,330 119
Texas 19,414 1.09
Utah 4,288 114
Vermont -1,004 0.90
Virginia -9,431 0.93
Washington 30,480 1.38
West Virginia -3,586 0.82
Wisconsin -5,185 0.90
Wyoming -1,935 0.85

Aggregate income

Net
in-migrants,
$ millions

Ratio of
in-migrants to
out-migrants

-1,754 0.73
-215 0.90
1,489 1.57
-2,622 0.71
-182 0.83
2,247 176
53 1.09
1,313 1.33
2,341 116
599 1.35
-30 0.95
-1,610 0.83
2,264 1.43
-233 0.77
-462 0.86
98 114

Source: Author’s calculations based on Internal Revenue Service data.

that the two groups are moving to, on net, are Arizona, Colorado,
Florida, Idaho, Montana, Nevada, North Carolina, Oregon,
South Carolina, Tennessee, Utah, and Washington State.

Why Do People Move?

An annual Census Bureau survey asks people who move any
distance the main reason for their decision out of 19 choices.
The most popular choices in 2017 were “wanted new or better
home” (16.0 percent), “to establish own household” (11.5 per-
cent), “other family reason” (11.3 percent), “new job or job trans-
fer” (9.9 percent), and “wanted cheaper housing” (8.3 percent).”

The Census Bureau does not ask movers about taxes. But
some of the 19 choices may reflect the influence of taxes. For
example, people moving for housing reasons may consider
the level of property taxes since those taxes are a standard
item listed on housing sale notices. Similarly, people moving
for new jobs may consider the effect of income taxes if they
are, for example, moving between a high-tax state such as
California and a state with no income tax such as Nevada.

A national survey by Bankrate found that taxes play a
substantial role in retirement location decisions.** Based on
their survey, Bankrate weighted the location choice factors

as follows: cost of living (20 percent), taxes (20 percent),
health care quality (15 percent), weather (15 percent), crime
(1o percent), cultural vitality (1o percent), and well-being
(1o percent). Bankrate found that 47 percent of Americans
would consider moving when they retire.

Figure 1 shows that many people are moving from
northern states to southern states. Liberal analysts typically
attribute that fact to people wanting to live in warmer states.
Conservative analysts typically attribute it to people wanting
to live in lower-tax states. Looking at the Census Bureau
survey data for interstate moves only; of the 19 choices, only 2.2
percent chose “change of climate” as the move reason.” That
is surprisingly low. Apparently, there is more to the popularity
of many southern states than just higher temperatures.

AMERICANS ARE MOVING TO
LOWER-TAX STATES

Americans are moving from higher-tax states to lower-
tax states in substantial numbers. That is clear from the raw
migration data discussed here.

State and local tax revenues averaged 1o.r percent of
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Table 2

Ratios of in-migrants to out-migrants, seniors and high earners, 2016

Age 65 and older Household income over $200,000
Number of Number of
households Aggregate income households Aggregate income
1 2 3 4
Alabama 1.22 1.07 1.11 0.78
Alaska 0.62 0.47 0.63 0.65
Arizona 1.64 1.97 1.70 1.56
Arkansas 0.97 1.02 1m 0.85
California 0.69 0.64 0.88 0.88
Colorado 1.14 1.24 1.38 1.48
Connecticut 0.59 0.34 0.72 0.48
Delaware 1.57 1.65 114 1.07
D.C. 0.72 0.65 0.64 0.68
Florida 1.70 2.95 2.62 4.22
Georgia 1.29 1.06 1.1 0.96
Hawaii 0.82 0.94 1.16 1.80
Idaho 1.78 1.97 2.23 2.32
lllinois 0.53 0.47 0.51 0.49
Indiana 0.84 0.72 0.80 0.71
lowa 0.76 1.06 0.73 0.86
Kansas 0.83 0.85 0.84 0.87
Kentucky 1.00 0.87 0.91 0.85
Louisiana 0.90 0.96 0.92 1.03
Maine 1.05 1.21 1.74 1.25
Maryland 0.73 0.53 0.71 0.66
Massachusetts 0.70 0.62 0.79 0.83
Michigan 0.67 0.54 0.85 0.82
Minnesota 0.83 0.76 0.68 0.66
Mississippi 1.04 0.80 0.95 0.66
Missouri 0.93 0.77 0.79 0.63
Montana 114 1.36 1.87 2.44
Nebraska 0.86 0.77 0.77 0.71
Nevada 130 117 1.57 1.42
New Hampshire 1.08 1.01 1.30 1.23
New Jersey 0.56 0.44 0.74 0.60
New Mexico 1.01 0.97 1.04 0.90
New York 0.43 0.35 0.49 0.51
North Carolina 1.55 1.70 1.52 1.45
North Dakota 0.63 0.54 0.75 0.66

Ohio 0.74 0.64 0.70 0.61




Aggregate income

Household income over $200,000
Number of

households Aggregate income

Age 65 and older
Number of
households
1

Oklahoma 1.01
Oregon 1.36
Pennsylvania 0.74
Rhode Island 0.78
South Carolina 1.97
South Dakota 0.93
Tennessee 1.25
Texas 1.09
Utah 1.45
Vermont 0.86
Virginia 1.01
Washington 1.25
West Virginia 0.66
Wisconsin 0.92
Wyoming 0.85

0.93 0.92 0.78
1.62 1.73 1.68
0.46 0.73 0.56
0.75 0.84 0.80
2.51 218 2.50
0.90 1.28 114
1.44 1.49 1.55
0.94 1.27 m

2.29 1.47 1.99
0.82 0.95 1.04
0.76 0.69 0.70
1.30 1.39 1.47
0.63 0.67 0.62
0.84 0.83 0.76
1.50 110 213

Source: Author’s calculations based on Internal Revenue Service data.

personal income in the nation in 2015, according to the
Census Bureau.?® Sales taxes were 3.5 percent, property taxes
were 3.I percent, individual income taxes were 2.4 percent,
and corporate and other taxes were 1.1 percent. Sales taxes in-
clude general sales taxes and selective sales taxes on products
such as gasoline, alcohol, and cigarettes.

‘Which of those taxes might influence individual migration
decisions?

Polls have asked Americans their “most disliked” taxes.”” The
most disliked state and local tax has long been the property tax.
After that, Americans dislike sales taxes and individual income
taxes. Other polls have asked which taxes are the least “fair.”
Property and various selective sales taxes are often the top
responses, followed by individual income and general sales taxes.

Thus, sales, property, and individual income taxes likely
have the most influence on migration decisions, as they are
the largest state-local taxes and the most disliked. Corporate
taxes are less disliked in polls, which is not surprising because
they are less visible to the public.

Table 3 shows data for the combined net migration flows
for the 25 highest-tax and 25 lowest-tax states. Taxes are
measured as state and local sales, property, and individual
income taxes as a percentage of state personal income. In
2016, 578,269 people moved from the highest-tax states and

the District of Columbia to the lower-tax states, on net. Of
the 25 highest-tax states, 24 had net out-migration. Of the 25
lowest-tax states, 17 had net in-migration.

The tax gap between the 25 highest and 25 lowest states
may not seem large at 2.2 percentage points of income. But
many of the largest migration flows are between the states
with the very highest and very lowest taxes. The largest
outflow state, New York, has a tax burden by this measure of
13.0 percent, whereas the largest inflow state, Florida, has a
tax burden of 6.6 percent.

Figure 2 shows the relationship between tax levels and mi-
gration ratios. The migration ratios are from Table 1, column 2.
The taxvariable is the average state and local sales, property, and
individual income taxes as a percentage of personal income.

The figure shows a clear negative relationship between tax
levels and migration. On the left, states have lower taxes and
net in-migration (a ratio greater than 1.0). On the right, states
have higher taxes and net out-migration (a ratio less than 1.0).

There were 17 states that had net in-migration in 2016
(aratio of more than 1.0). Of those, 17 had a tax burden of less
than 8.5 percent.

Of the 26 states with a tax burden of 8.5 percent or greater,
25 of them had net out-migration. The only high-tax state
with in-migration was Maine. (The District of Columbia had
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Figure 1

Interstate migration flows, ratios of in-migrants to out-migrants, 2016
NET IN-MIGRATION, >1.0
NET OUT-MIGRATION, <1.0

<0.80 0.80-0.89 0.90-0.99 1.00-1.09 1.10-1.29 1.30+

OUT-MIGRATION

Source: Author’s calculations based on Internal Revenue Service data.

a migration ratio of 1.0.)

Figure 2 shows a fitted regression line. A simple regression
of the migration ratio on the tax variable produces a highly
statistically significant fit. The F-statistic (12.1) and z-statistic
(3.5) are significant above the 99 percent level. State tax levels
and net migration flows are highly correlated.

Table 3
Net migration from high-tax to low-tax states, 2016

Individual
income, sales, and
property taxes as

a percentage

Net migration,

IN-MIGRATION

Here are some patterns in the interstate migration flows:*

® The Northeast. New Hampshire enjoyed net in-migration
in four of the past five years of IRS data (2012 to 2016). It
is a low-tax state with no personal income tax or general
sales tax. Nearby, higher-tax Massachusetts, Rhode

Net migration, Net migration,

of personal income households persons aggregate income
25 highest-tax states and D.C. 9.8% -286,431 -578,269 -$33 billion
25 lowest-tax states 7.6% +286,431 +578,269 +$33 billion

Source: Author’s calculations based on Internal Revenue Service data.




Island, and Vermont suffered net out-migration all five
years. New Hampshire enjoys net in-migration from all
three of those states.

®  The Midwest. South Dakotahas enjoyed netin-migration
in four of the past five years. By contrast, its higher-tax
neighbors Nebraska, Iowa, and Minnesota had net out-
migration all five years, and each had a migration deficit
with South Dakota. South Dakota is one of the lowest-
tax states and has no income tax.

® The Southeast. Kentucky has suffered net out-migration
in each of the past five years, whereas Tennessee has
enjoyed net in-migration every year, including from
its neighbor. Kentucky is a relatively high-tax state,
whereas Tennessee is one of the lowest-tax states and
has no personal income tax.

m The West. The three largest destinations for California
out-migrants in 2016 were Texas, Washington State,
and Nevada—all low-tax states with no income taxes.
California has a large migration deficit with all three
states.

Figure 2
Tax levels and net migration ratios, 2016
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One interesting pattern that affects high-tax states across
the nation is that the net migration ratio gets worse for older
age groups. For example, California’s migration ratio for
people age 26-34 is 0.92, but the ratio for age 55—64 is 0.60.3°
Connecticut, Illinois, Maryland, Massachusetts, Minnesota,
New Jersey, New York, and Ohio show this same pattern. It
appears that older people with higher incomes and higher
taxes are even less willing to move to such states than young
people with lower incomes and lower taxes.

Taxes are more likely to influence moves when interstate
differences are large—and the differences between the highest-
and lowest-tax states are large. The District of Columbia
government produces an annual study comparing state and
local taxes on hypothetical households at various income lev-
els in the largest city in each state.3' The study includes sales,
property, individual income, and automobile taxes.

Table 4 highlights some of the results. Families earning
$75,000 a year could save about $5,000 a year by moving from
a high-tax city to alow-tax city. Families earning $150,000 could
save about $10,000 with such amove.3* Those differences would
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Sales, property, and individual income taxes as a percentage of personal income

Source: Author’s calculations based on data from the Internal Revenue Service and U.S. Census Bureau.
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Table 4

Household taxes for the largest city in each state

State and local sales, property, individual income, and automobile taxes, 2016

Household earning $75,000

Household earning $150,000

Annual taxes ($)

10 highest-tax

Annual taxes ($)

10 highest-tax

Bridgeport, CT 14,403 Bridgeport, CT 30,241
Newark, NJ 11,624 Newark, NJ 24,928
Detroit, Ml 11,055 Detroit, Ml 21,953
Baltimore, MD 10,069 Baltimore, MD 20,631
Philadelphia, PA 9,290 New York, NY 20,153
Milwaukee, WI 8,954 Portland, ME 19,534
New York, NY 8,871 Milwaukee, WI 18,367
Des Moines, 1A 8,811 Des Moines, |1A 18,202
Kansas City, MO 8,700 Providence, RI 18,160
Columbus, OH 8,420 Philadelphia, PA 17,999
10 lowest-tax 10 lowest-tax

Honolulu, HI 5,804 Denver, CO 12,222
Memphis, TN 5,436 Manchester, NH 10,379
Manchester, NH 5,164 Memphis, TN 9,597
Las Vegas, NV 4,929 Las Vegas, NV 9,265
Seattle, WA 4,830 Houston, TX 8,638
Houston, TX 4,665 Jacksonville, FL 8,584
Sioux Falls, SD 4,495 Seattle, WA 8,579
Jacksonville, FL 4,305 Sioux Falls, SD 7,832

Fargo, ND 3,892 Fargo, ND 7,761

Cheyenne, WY 3,292 Cheyenne, WY 6,369

Source: Government of the District of Columbia, “Tax Rates and Tax Burdens in the District of Columbia: A Nationwide Comparison, 2016,” December 2017.

seem to be large enough to influence some people to move.

People who are thinking about moving can easily learn
about state tax differences. Two recent Kiplinger.com stories
were “Best States to Move to in 2018 for Lower Taxes” and
“The 10 Most Tax-Friendly States in the US.”® Another
resource is WalletHub’s “2018’s Tax Burden by State,” which
compares income, sales, property, and excise taxes.}*

Of course, many other factors influence interstate
migration, and those factors are complex and sometimes

interrelated. If high taxes in a state buy high-quality services
such as good schools, then those services will draw migrants
willing to put up with the higher taxes. That said, no clear
relationship exists between tax levels and the quality of gov-
ernment services across the states.? In some states, tax rev-
enues may be used efficiently to pay for quality services that
residents and in-migrants want. In other states, tax revenues
may be dissipated on high-cost bureaucracies or misallocated
to activities that most people do not want.




Presumably, most people consider a combination of
factors when moving. A recent CNBC article (“Californians
Fed Up with Housing Costs and Taxes Are Fleeing State in
Big Numbers”) suggests that high costs for housing, taxes,
and gasoline were all pushing people out of California.’®
Comparable apartments cost twice as much in Los Angeles
as in Las Vegas and Phoenix, and gasoline is a dollar a gallon
more expensive in California than in Texas, partly because of
taxes.’” Although California is viewed as having perhaps the
nicest weather in the nation, it has suffered from domestic
out-migration for many years.

Economists have used regression analysis to determine
the specific factors that drive interstate migration. However,
the research has not come to any clear answers with respect
to taxes—numerous studies have found substantial migration
effects, but some have not.

Since the 1970s, economist Richard Cebula has been pub-
lishing statistical studies that attribute interstate migration
flows to a range of factors, including state economic growth,
housing costs, taxes, climate, crime rates, and public school
spending 3 Cebula has consistently found that income and
property tax burdens are statistically significant in explaining
interstate migration.

A 2012 study by Cebula and Usha Nair-Reichert, for
example, performed regression analyses on the determinants
of interstate migration between 2000 and 2008.3 Control-
ling for state employment growth, unemployment, January
temperatures, education spending, and the cost of living, they
found that income and property taxes per capita were signifi-
cant in explaining migration. Their results, they say, confirm
the Tiebout hypothesis that people “vote with their feet” and
move to jurisdictions offering better fiscal bargains.*°

Numerous other statistical studies have found that state
and local taxes affect interstate migration, including those by
Mark Gius; Yu Hsing; Robert Preuhs; Karen Conway Smith
and Andrew Houtenville; David Clark and William Hunter;
Antony Davies and John Pulito; and Roger Cohen, Andrew
Lai, and Charles Steindel.#*

New Jersey increased its top individual income tax rate
from 6.37 percent to 8.97 percent in 2004. A statistical study
by economists in the state’s Department of Treasury found
that the hike induced net out-migration of 8o or more
millionaires a year.#* That would be a modest effect, but the
drain would add up over time if sustained.

With federal deductibility, the 2004 New Jersey increase of
2.6 percentage points was equivalent to an effective increase of
1.6 percentage points. By comparison, the 2017 tax law ended
deductibility for most taxpayers, thus increasing the effective
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top New Jersey income tax rate by 3.6 percentage points.*?
Then in 2018, New Jersey hiked its top individual income tax
rate from 8.97 percent to 10.75 percent, so we should expect
larger outflows in coming years than after 2004.

Economists Cristobal Young and Charles Varner found
a smaller effect from the 2004 New Jersey tax increase,
and Young and coauthors on other studies have found that
taxes have only small effects on the interstate migration of
millionaires.** The authors argue that millionaires are not
particularly footloose because they are “embedded” in their
communities. That is, they often have social and business
dealings in their states that make moving difficult.

In sum, numerous statistical studies have found that taxes
affect interstate migration, but some studies have contrary
findings. One reason for the mixed findings could be the
mechanism of “capitalization.” A tax increase in one jurisdic-
tion may cause an initial out-migration to other jurisdictions.
That flow will reduce property values in the tax-increasing
jurisdiction and raise property values in other jurisdictions.
Those property value changes will ultimately stem the
migration flow as the economy enters a new equilibrium.
If differences in state taxes are mainly capitalized, then the
related migration flows will be mitigated.

‘Wage adjustments may also offset the migration effects of
taxes.® An income tax increase in a state may cause individu-
als to out-migrate over time. As that happens, gross wages
would rise in the tax-increasing state relative to other states,
and that would eventually stem the outflow.

A wide range of policy and amenity differences between
states—not just taxes—may be capitalized in asset prices or
offset by gross wage differentials. To the extent that those
market adjustments occur, migration would decrease.

Nonetheless, migration does happen, as we have seen.
State policies, individual preferences, and other factors are
always changing, and incentives apparently change enough
each year for more than 2 percent of U.S. households to move
to a different state.

A CLOSER LOOK AT HIGH EARNERS

Households with incomes of more than $200,000 were
5 percent of all interstate movers in 2016, but they accounted
for 36 percent of the income of all interstate movers.

The 2017 tax law changed migration incentives for this
group. The large gap between New York City’s 12.7 percent
top income tax rate and Florida’s o percent has been laid bare,
as has the gap between California’s 13.3 percent top rate and
the o percent rate in Texas, Nevada, and Washington State.*°
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IRS data for 2016 show that the highest interstate migra-
tion rates are for households with the very lowest incomes, but
that is because most of those households consist of young and
often single people. When you look within each particular age
category, the migration rate is much greater for high earners
than it is for middle-income earners. For example, for people
between ages 45 and 54, the migration rate for households with
incomes between $50,000 and $200,000 was 1.4 percent, but
the rate for households with incomes above $200,000 was
2.1 percent. So the highest earners are relatively mobile.

Another important fact about high earners is that they are
moreresponsive to taxratesingeneral than are other individuals.
Empirical academic studies generally agree that high earners
respond more in their working, entrepreneurial, investing, and
avoidance activities than do other people.#” So we would expect
them to be responsive to interstate tax differences.

High earners are often entrepreneurs, and they may
move their businesses and related jobs with them when they
migrate. Very wealthy entrepreneurs have been gravitating
to Florida, which has no income tax or estate tax, as these
examples illustrate:

® New Jersey’s richest person, David Tepper, moved
with his hedge fund business Appaloosa Management
to Florida in 2016. In a single move, the government
of New Jersey lost as much as $100 million a year in
income taxes, as Tepper sometimes makes more than
$1 billion a year in income.*® The state also lost the
high-paying jobs that Tepper’s business creates.

® Electronic stock trading entrepreneur Thomas Peterfty
moved from Connecticut to Florida in 2016. Peterfty’s
firm Interactive Brokers is the largest electronic broker,
and he has a net worth of about $20 billion.*’ Taxes were
reported to have been a factor in his move.>°

® Investor and executive C. Dean Metropoulos left
Connecticut for Palm Beach in 2014.5" Metropoulos
has a controlling interest in Hostess Brands. He has a
net worth of more than $2 billion earned from buying
and turning around dozens of companies.

® Hedge fund manager Paul Tudor Jones moved from
Connecticut to Palm Beach in 2015. Jones has a net
worth or more than $4 billion and has earned up to
$600 million a year’* Connecticut lost up to about
$30 million a year in annual income taxes from his move.

® Founder of Paychex business services firm Thomas
Golisano moved from New York to Florida for lower
taxes in 2009. The Associated Press reported: “The
67-year-old philanthropist from the Rochester area

has long criticized the state’s government and high

taxes. . . . [Hle decided to change his residency after
lawmakers increased taxes on wealthy New Yorkers in
the new state budget. Golisano says moving to a state
without a personal income tax will save him $13,800 a
day”* That amounts to $5 million a year.

m Real estate investor Barry Sternlicht, who runs Starwood
Capital Group, moved from Connecticut to Florida
in 2016. He cited tax savings for his decision and said:
“There’s a massive exodus from Connecticut. . .. As of
Julyr. . .Tvebecomearesident of Florida.””*When asked
if he left because of high taxes, he responded, “Yeah.”

® Edward Lampert moved with his hedge fund ESL
Investments from Connecticut to Miami in 2012. Lampert
was worth about $3 billion at the time. A state represen-
tative and friend of Lampert’s said, “ESL’s departure . . .
represents the loss of [not only} wonderful people and phi-
lanthropy; but also a large amount of state tax revenue.”

High-tax states are losing not just the income taxes paid
by wealthy entrepreneurs moving out, but sometimes the in-
come taxes paid by the people they employ. The head of Palm
Beach County’s Business Development Board says good
weather and low taxes have drawn 60 or 70 private equity and
hedge fund firms to her city in the past few years.5

Florida cities are aggressively courting wealthy individuals
and their businesses from high-tax states. Florida gains not
just the initial jobs that move but also incremental jobs added
as relocated businesses grow. And Florida’s low taxes are draw-
ing not just U.S. financial firms but also international firms that
might otherwise have located in the Northeast.’’

Recent articles suggest that the new federal tax law is
accelerating moves to Florida. A June Wall Street Journal
article quoted a Palm Beach real estate expert as saying there
is a boom in wealthy buyers looking to purchase to gain tax
residency’® And a June Bloomberg story said: “Florida’s long-
running effort to lure Wall Street hotshots is gaining traction
thanks to a provision in the federal tax law that hits residents
of high-tax states. . . . That’s because Florida doesn’t have
a state income tax and its property taxes are relatively low,
whereas the tri-state area has among the highest property
taxes in the country. . . . ‘SALT has been the No. 1 theme
when we speak with finance companies’ about relocating or
opening branch offices in Miami, said Nitin Motwani, a lead
developer of a $2 billion skyscraper in Miami.”s?

Some entrepreneurs have moved their financial firms out
of high-tax California. Hedge fund Universa Investments
moved its headquarters from California to Florida in 2014.




The firm’s founder, Mark Spitznagel, “cited Miami’s favor-
able tax policies, emerging financial sector and access to
Latin American and European investors as primary reasons
for the move. . . . ‘Florida’s business-friendly policies, which
are so different from California’s, offer the perfect environ-
ment for us as we expand,” he said.”®°

Billionaire investor Ken Fisher moved with his invest-
ment firm Fisher Investments from California to the state
of Washington in 2011. Fisher has a net worth of more than
$3 billion, and his company employs more than 2,000 peo-
ple. Before the move, Fisher had expressed his frustration
with California’s high taxes, and he was looking for a lower-
tax location not just for himself but also for his employees.®"
‘Washington has no income tax.

As a zero-income-tax state, Tennessee is also booming,.
The Wall Street Journal reported in May: “AllianceBernstein
Holding LP plans to relocate its headquarters, chief execu-
tive and most of its New York staff to Nashville, Tenn., in an
attempt to cut costs. . . . In a memo to employees, Alliance-
Bernstein cited lower state, city and property taxes compared
with the New York metropolitan area among the reasons for
the relocation. Nashville’s affordable cost of living, shorter
commutes and ability to draw talent were other factors.”®
The company has about 3,400 employees, and it considered
30 different cities in its search for a new home.

Wealthy professional athletes are responsive to state tax
differences. After California hiked its tax rate on million-
aires in 2012, golfer Phil Mickelson said that he had to take
“drastic action” because of the hike.®* Mickelson moved
from California to Texas in 2014. He earns about $60 mil-
lion a year, so the move would have saved him millions of
dollars a year.** In commenting on Mickelson’s tax situation,
golfer Tiger Woods said he himself moved from California to
Florida in the 1990s to reduce his tax burden.®

Concern exists about the effect of the 2017 tax law on pro-
fessional sports.®® Even before the law, statistical research
found that teams in low-tax cities outperform teams in high-
tax cities because it is easier to recruit top players to the
former.%” With the tax law, the United States will become a
little more like Europe, where large tax differences between
countries drive wealthy athletes, entertainers, and other
millionaires to Switzerland.®®

In their book An Inquiry into the Nature and Causes of the
Wealth of States, Arthur Laffer and coauthors present data
from 1993 to 2010 suggesting that the nine states without
income taxes (Alaska, Florida, Nevada, New Hampshire,
South Dakota, Tennessee, Texas, Washington, and Wyoming)
are a particularly strong draw for high earners.%?
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Recent IRS data support that view. In 2016, 166,000
interstate migrant households had incomes of more than
$200,000, and their aggregate income was $86 billion. In
that group, households with income totaling $32 billion
moved to the nine states without income taxes. Thus, among
those high-income migrants, 37 percent of the income moved
to 18 percent of the states.

In 2016, the average in-migration ratio for the nine states
with no income tax was 1.13 (Table 1, column 2). But the aver-
age ratio for those states in the over $200,000 group is much
higher at 1.41 (Table 2, column 3). Thus, the zero-income-tax
states are a net migration draw, but they are a particularly
strong draw for high earners. The one exception is Alaska.

The average income level within the over $200,000 group
can indicate the presence of very high earners. In 2016, the
average income of all interstate migrants in that top group
was $518,000. But the averages for in-migrants to Wyoming
and Florida were $897,000 and $849,000, respectively, which
were by far the highest averages among the states. Wyoming
and Florida do not have income taxes or estate taxes, and
they draw very-high-income migrants.

Some analysts say that high earners hesitate to move
out of high-tax states because that is where their business
and social relationships are. But New York residents who
are sick of paying high taxes can establish a new permanent
residence in Florida and continue to undertake business and
social activities in New York for part of the year. Generally
speaking, they can spend up to 183 days in New York with-
out being a tax resident of that state. They need to carefully
document their time and activities in Florida to withstand a
challenge by New York tax authorities, but that is a common
tax-reduction strategy by high earners.”®

‘When state policymakers think about the taxation of high
earners, they should recognize that their states lose more
than just income taxes when high earners leave. Many wealthy
businesspeople are angel and venture investors. They plow their
wealth back into young, growing companies, often in the region
where they live. If a state loses wealthy individuals, it may also
lose startup and entrepreneurial activities down the road.

The wealthy also make large contributions to health, edu-
cation, and cultural charities in their states. You can see that
pattern in a recent Philanthropia.com report that profiles
the largest givers in each state.”” Phil Knight, cofounder of
Nike in Oregon, gave $500 million to the Oregon Health and
Science University. Phillip Frost, a Florida pharmaceutical
billionaire, has given hundreds of millions of dollars to
Miami-area health facilities, universities, and art and science
museums. Jon Huntsman, founder of a chemical company,



http://Philanthropia.com
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gave $175 million to the Huntsman Cancer Center in Utah.
Darla Moore, a partner in the investment firm Rainwater
Inc., has donated tens of millions of dollars to education and
arts institutions in her state of South Carolina.

Individuals gave $280 billion to charity in 2016, and foun-
dations gave $58 billion.”” The top 1 percent of earners make
one-third of the nation’s charitable contributions.”? The
wealthiest 1.4 percent of Americans give 86 percent of all
charitable donations made at death.”* If high-tax states lose
wealthy individuals to lower-tax states, they will likely lose a
share of their state’s philanthropy.

A New Jersey report prompted by the possible loss of
charitable giving because of taxpayer flight noted: “Wealthy
households contribute disproportionately more to charitable
causes both from their household assets and from their
foundations, trusts, and donor advised funds. Our analysis
indicates that in recent years wealth has been leaving New
Jersey in larger amounts than wealth has been entering the
state due to household migration.””

In sum, the wealthy are important to the states they reside
in for many reasons. They pay a large share of state income
taxes; they run businesses and create jobs; they invest in
growth companies; and they engage in philanthropy. Time
will tell how large the migration effect will be from the 2017
tax law:. But even a modest increase in moves by top earners
could be a substantial blow to high-tax states.

A CLOSER LOOK AT RETIREES

People age 65 and older accounted for 10 percent of inter-
state movers and 13 percent of the income of movers in 2016.
States are increasingly putting out a welcome mat for this
group by reducing taxes on retirement income and estates.
The thinking is that seniors have substantial wealth to spend
and they impose little cost on governments for services such
as public schools.

Of the 41 states that impose broad-based income taxes,
36 provide special breaks for pension income.”® A few states
offer full exemptions, but most have partial exemptions with
a dollar cap. More states offer breaks for public pension in-
come than for private pension income. But Illinois, for ex-
ample, exempts nearly all public and private pension income,
including income from 401(k) plans.”” The National Confer-
ence of State Legislatures says that states use such breaks as
“an economic development tool by attracting retired people
to, or retaining them in, a state.””

Nearly all the states with an income tax used it to ful-
ly tax pension income. But beginning in the 1970s, states

began adopting pension tax exemptions, often in regional
patterns. They adopted them when neighboring states did
so as a “weapon of policy competition,” said Karen Smith
Conway and Jonathan Rork.”? Over time, exemption
amounts have increased as states have raised the competi-
tive bar to attract retirees.

A parallel trend has been the reduction of estate and in-
heritance taxes, as states have competed to attract wealthy
retirees. All 50 states used to impose one or both of those
“death taxes,” but today just 17 states and the District of
Columbia do 50.%° The remaining death-tax states are in the
Northeast (Connecticut, Maine, Maryland, Massachusetts,
New Jersey, New York, Pennsylvania, Rhode Island, and
Vermont), the Northwest (Oregon and Washington), and
the Midwest (Illinois, Iowa, Minnesota, and Nebraska).
Kentucky and Hawaii also impose them.

Before 2005, the federal government provided individuals
a credit against state death taxes up to a fixed amount, so it
made sense for states to adopt a death tax up to that level.
In earlier decades, many states imposed excess death taxes
beyond the federal credit amount. In the 1960s, many states
imposed taxes on estates of as little as $10,000.5" But since
the 1970s, a competitive trend for states has been to reduce
these excess death taxes.5?

Then in 20053, the repeal of the federal credit accelerated
the downsizing of death taxes. Since then, competition
to attract wealthy retirees has prompted most states to
completely repeal these taxes.® Many of the states that have
retained them have increased the exemption amounts.

Clearly; state policymakers believe that retirees are respon-
sive to tax differences. Retirees are often footloose, and they
10 Most Tax-Friendly
States for Retirees, 2017” and SmartAsset’s “Most Tax Friendly
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can consult sources such as Kiplinger’s

Places for Retirees.”>* The latter is an interactive site with
detailed tax information down to the county level, and it pro-
vides a “retirement tax friendliness index” for each location.
Onitswebsite, AARP discusses “Which States Provide the
Best Tax Breaks for Retirees?”® The organization is a vigorous
lobbyist for reducing state taxes on retirement income, and it
informs its 38 million members about state tax differences.®
Do taxes influence interstate moves by seniors? Statistical
studies generally find that they do, but the results are mixed.
A 1992 study by David Clark and William Hunter finds
that high inheritance and estate taxes deterred state in-
migration.%” A 2004 study by Jon Bakija and Joel Slemrod
finds that “high state inheritance and estate taxes and sales
taxes have statistically significant, but modest, negative im-
pacts on the number of federal estate tax returns filed in a




state.”® In 2001 and 2003 studies, Karen Smith Conway
and Andrew Houtenville find that low income, property,
and death taxes attract elderly migration.® But in 2006 and
2012 studies, Smith Conway and Jonathan Rork find that
death taxes and pension tax breaks have little, if any, effect
on migration.”®

However, the simple patterns of senior migration
suggest that taxes do influence location decisions. Consider
Kiplinger’s “State-by-State Guide to Taxes on Retirees,”which
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classifies each state as “most tax-friendly,” “tax-friendly,”
“mixed,” “not tax-friendly,” and “least tax-friendly.”"" The
classification considers income taxes, sales taxes, property
taxes, motor vehicle taxes, and taxes on pension income and
Social Security benefits.

Those categories can be compared with the elderly
migration ratios in column 1 of Table 2. For the 20 states that
are “most tax-friendly” or “tax-friendly,” the average ratio is
I.II, meaning net in-migration. For the 20 “not” and “least”
tax-friendly, the ratio is 0.90, meaning net out-migration.
Thus, seniors are gravitating toward states that have the best
retirement tax climates.

To get an idea of where the very wealthiest retirees are
moving, we can look at federal estate tax returns. In 2016,
federal estate taxes were potentially payable above exemption
amounts of $5.45 million for singles and $10.9 million for
married couples. Florida has 6 percent of the U.S. population,
but its residents paid 17 percent of federal estate taxes in 2016.%*
That figure is up from 12 percent 20 years ago. Meanwhile, the
estate tax share in four high-tax northeastern states has fallen, as
more of the wealthiest elderly Americans are living elsewhere.”?

WHAT SHOULD STATES DO?

The passage of the 2017 federal tax law has heightened
tax competition between the states. The capping of federal
deductibility has increased the state and local tax bite on
millions of households in high-tax states. At the same time,
today people can easily find information to compare state tax
burdens.

Some analysts say that people are migrating from northern
states to southern states for the warmer climate, not lower
taxes.”* Yet, as noted, only 2 percent of interstate movers say
climate is the main reason for their move. The next few years
under the new tax law should give us a clearer view.
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More importantly, policymakers in northern states cannot
do anything about the warm and sunny climate in southern
states. But they can do something about taxes, housing costs,
school quality, and other standard-of-living factors affected by
government policy. By providing government services more
efficiently at lower cost, states can both attract in-migrants
and benefit current residents alike.

To grow, states need in-migrants of all types, not just
retirees and the wealthy. Urban economist Edward Glaeser
argues that attracting younger, educated people with
modest incomes is perhaps more important than attracting
older, wealthier people.” He says that cities with young and
brainy populations are best able to generate growth in our
dynamic economy.

To attract all types of people and investment, states
should create simple, neutral, low-rate tax codes. They
should reduce regulations that dissuade entrepreneurship,
and they should pursue land-use reforms to keep housing
prices down.% States should also inject more competition
into public schooling to improve quality and attract families.

State policymakers should focus on increasing individual
freedom. The Cato Institute publishes Freedom in the 50
States, which scores the states on 175 variables covering
fiscal, regulatory, and personal freedom.”” The variables
generally measure the ability of individuals to act without
government restraint.

In the 2016 edition of the report, William Ruger and
Jason Sorens find that interstate migration flows are strongly
correlated with state freedom scores after controlling for
climate, the cost of living, and other factors. Numerous
studies have confirmed a link between economic freedom
and interstate migration.98 Americans are gravitating toward
states offering greater individual freedom.

Those results are not surprising. Historically, the United
States has been a huge draw for international migrants
seeking economic and personal freedom. Freedom is a
migration draw not just because it has intrinsic value but
also because it fosters innovation and growth, which in turn
attracts businesses, entrepreneurs, and job seekers.

Some US. states have been losing people from out-
migration for decades. The new federal tax law should be
a wake-up call for such laggard states to improve their tax
codes, slim down their governments, and allow residents
more economic and personal freedom.
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