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EXECUTIVE SUMMARY

Lawmakers who support reducing or eliminating state personal income taxes typically claim that doing so will spur economic
growth. Often, this claim is accompanied by the assertion that states without income taxes are booming, and that their success
could be replicated by any state that abandons its income tax. T'o help evaluate these arguments, this study compares the
economic performance of the nine states without broad-based personal income taxes to their mirror opposites—the nine

states levying the highest top marginal personal income tax rates throughout the last decade.

The study’s broad finding is that the states with the highest top tax rates are experiencing more favorable economic
conditions than the states without income taxes. While this finding does not indicate that higher income tax rates necessarily
cause economic growth, it does call into question the notion that cutting or abandoning state income taxes leads to a clear

improvement in state economies.

More specifically, the study finds that:

+  States levying the highest top personal income tax rates are experiencing faster economic growth than states
without such taxes. This is true of growth in the overall size of these states” economies and, more importantly, of
economic growth per person over the last decade (2006-2016).

+  Average incomes are growing more quickly in the states with the highest top tax rates. Per capita personal income
and disposable per capita personal income both grew more rapidly in these states over the last decade. Per capita personal

consumption growth is also more robust in the states with the highest top tax rates.

+ Residents of states with the highest top income tax rates are more likely to have a job than people living in states
lacking income taxes. Compared to states without income taxes, a larger share of people in their prime working years
(ages 25 to 54) has found work in the states levying the highest top tax rates. Additionally, under a wide range of

measures, the unemployment rate is lower in the states with the highest top income tax rates.

+ Rapid population growth in the states without personal income taxes has not resulted in an improvement in
economic well-being for the typical resident of those states. While some measures of aggregate growth are more
favorable in the states without income taxes (e.g, total number of jobs and total dollars of income earned within a state’s
borders), these are primarily indications of a growing population and offer very little insight into how these states’
residents are faring, In fact, job growth has lagged significantly behind population growth in the states without personal
income taxes, contributing to larger increases in their unemployment rates, and smaller increases in average incomes,

relative to what has occurred in the states with the highest top tax rates.

+  While the alleged economic benefits of refusing to levy a personal income tax do not appear to have materialized, the
negative impacts of this decision on taxpayers struggling to make ends meet are clear. Relative to the states with the
highest top income tax rates, states without personal income taxes levy higher overall taxes on the poor, due
largely to their heavy reliance on regressive sales and excise taxes to fund public services. High-income taxpayers,

by contrast, are the largest beneficiaries when states refuse to levy personal income taxes.
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INTRODUCTION

Advocates of cutting state personal income taxes almost always argue that those cuts will foster meaningful economic growth.
But the academic evidence does not support this claim, and the experience of states that have recently pursued this strategy
has been mixed at best."! To help evaluate the economic significance of state income taxes, this study compares the economic
performance of the nine states without broad-based personal income taxes to their mirror opposites regarding income tax

policy—the nine states levying the highest top marginal personal income tax rates throughout the last decade.

Figure 1: States without Personal Income Taxes, and those

with the Highest Top Income Tax Rates, from 2007-2016* ANALYTICAL
FRAMEWORK

States without Broad-Based States Levying the Highest Top
Personal Income Taxes Marginal Income Tax Rates Teasing out the impact of state
10-Year 10-Year tax policy on state economies is
Average Top Average Top a daunting task. One reason is
State Tax Rate State Tax Rate that differences in tax rates
between states are often quite
9-state average 0% 9-state average 10.01% small, and small differences in
Alaska 0% Maine 8.20% policy are unlikely to lead to
Florida 0% M . measurable differences in
0 Innesota 8.65% economic performance.
Nevada 0% Maryland 8.92% ,
New Hampshire 0% Vermont 9.11% _The _resemh design employed
in this study attempts to deal
South Dakota 0% New Jersey 10.15% with this issue by focusing on
Tennessee 0% Hawaii 10.18% the states that are most
Texas 0% Oregon 10.75% dissimilar in their income tax
Washington 0% California ~ 11.85%  policies Asseenin Figure , the
Wyoming 0% New York  12.28% two groups of states i this
study saw an average gap of
* Based on average top tax rate applied to earned income from 2007-2016. Includes top local roughly 10 percentage points in
income or payroll tax rate in each state's largest city. See Table A-1in the appendix, as well as their top marginal income tax
footnote 2, for additional information. rates over the last decade

Source: Institute on Taxation and Economic Policy analysis of state and local tax rates.

' Mazerov, Michael, “Academic Research Lacks Consensus on the Impact of State Tax Cuts on Economic Growth,” Center on Budget
and Policy Priorities, Jun. 17,2013, at https://www.cbpp.org/research/academic-research-lacks-consensus-on-the-impact-of-state-tax-
cuts-on-economic-growth. Leachman, Michael and Michael Mazerov, “State Personal Income Tax Cuts: Still a Poor Strategy for
Economic Growth,” Center on Budget and Policy Priorities, May 14, 2015, at https://www.cbpp.org/research/state-budget-and-

tax state—personal-income—tax-cuts-still-a-poor»strategv-for-economic.
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(Table A-1 in the appendix provides additional detail).2

But there are still limitations to this approach. For instance, this framework does not control for differences across states
unrelated to taxes such as industry mixes, natural resource endowments, tourism advantages, federal spending patterns,
geography, and climate. For this reason, care should be taken not to read too deeply into these state comparisons. Tax policy

is not the only factor contributing to differences in economic performance between these groups.

Nonetheless, the comparisons in this study are still useful for evaluating claims that the states without income taxes are
booming, and that changes in income tax policy can result in dramatic changes in a state’s economic trajectory. Ifa 10-
percentage point difference in top income tax rates cannot provide a clear economic advantage to the states without income

taxes, what hope does a more modest income tax rate change of a few percentage points have of producing such a result?

This analytical framework is also valuable for evaluating the tax-cutting arguments of many supply-side lawmakers, advocates,
and economists for another reason: it has been used repeatedly in the American Legislative Exchange Council's (ALEC)
“Rich States, Poor States” series of reports.® In nine studies released since 2007, ALEC compared the economic performance
of the nine states without income taxes to the nine states with the highest top marginal tax rates throughout the previous

decade. We have structured our analysis to be very similar to ALEC's.

Asin ALEC's studies, we grouped states according to their top marginal state and local tax rates applying to earned income in
each state’s largest city.* It is important to note, however, that top marginal tax rates are only part of what define state income
tax systems.® While the top tax rate only applies to a relatively small number of the highest-income taxpayers in most states, it
carries an outsized importance in the worldview of supply-side adherents who tend to focus their attention on the incentive
(or disincentive) faced by high-income “job creators” to work and invest. For instance, Arthur Laffer, a supply-side economist
and “Rich States, Poor States” co-author, recently said that “everyone knows that the highest marginal income tax rate is a

killer for economic growth.™

* Most of the measures in this report are rooted in a timeframe of 2006-2016. Average tax rates over the 2007-2016 period were therefore
used to determine the “highest rate” states because these are the years in which tax rates could potentially impact economic growth
following the 2006 base period. Note that Kentucky and Maine had identical average top rates (8.2 percent) between 2007 and 2016,
but that Kentucky is excluded from the “top nine” list for two reasons. First, its average yearly ranking (9.7 out of 50) was lower than
Maine’s (9.1 out of S0). Second, its 8.2 percent rate was calculated using Louisville’s local tax rate, but most jurisdictions in the state
levied lower local tax rates over this period (Maine’s 8.2 percent average rate applied statewide, as it lacks local income taxes).

3While there are ten editions of “Rich States, Poor States” in total, the most recent version was dramatically pared back and includes only

state-specific fact sheets. All ten editions of the report are available at: http://www.richstatespoorstates.org/publication/.
*We have improved upon ALEC’s methodology, however, by examining the marginal tax rates over the entire period examined, rather
than taking a simple snapshot of current tax rates. In ALEC's studies, states are grouped according to their tax rates at the time of each
study’s release, regardless of where those rates stood during the actual period of economic performance being studied. In the fifth edition,
for example, the economic analysis spanned 2001 to 2010 but states were grouped according to their tax rates in eftect more than a full
year afterwards, in January 2012.
SThereisa strong correlation between top income tax rates and other measures of state personal income tax size. For instance, an ITEP
analysis of data from the Census Bureau and the Bureau of Economic Analysis reveals that the nine states with the highest personal
income tax revenue collections, relative to their economies, include six of the nine “high rate” states in this report: Oregon, Minnesota,
New York, California, Maine, and Hawaii. Under this measure, Vermont ranks 13" Maryland ranks 15% and New Jersey ranks 16™.
¢ Arthur Laffer interview on the Fox Business Network, Aug. 22,2017.
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We also adhere to ALEC’s methodology in calculating averages across groups of states without regard to each state’s relative
size. This allows the experience of small states to inform our results in the same manner as the experience of large states.
Weighting our results by population or any other measure of size, by contrast, would cause our findings to be driven by the

economic performance of a very small number of states, most notably California, Texas, Florida, and New York.

Finally, we follow ALEC’s practice of focusing on economic growth over the most recent ten-year period for which data are
available. In practice, this means that growth throughout most of this report is measured relative to 2006, just prior to the
onset of the Great Recession, and is influenced both by the recession itself and by the robustness of each state’s economic

recovery.

The one major area in which we depart from ALEC's framework is in our choice of emphasis on specific economic measures.
Since first being published, the “Rich States, Poor States” series has at various times deployed eleven different measures of
economic performance.” Over time, ALEC has whittled down this list to just a handful of measures that are all closely related
to population trends. As explained in this report, population growth is not a reliable indicator of the actual economic
conditions being faced by a state’s residents. As a result, we place a greater emphasis on measures of economic well-being such
as economic growth per person, average incomes, and the rates of employment and unemployment in each state. While
ALEC chooses to downplay the importance of these measures today, most of them were included in at least one edition of

the organization’s “Rich States, Poor States” reports.

” These include the following: GDP growth, GDP growth per capita, GDP growth per employee, personal income growth, personal
income growth per capita, non-farm payroll employment growth, the unemployment rate, population growth, net domestic in-migration,
state tax revenue growth, and state and local tax revenue growth.
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ECONOMIC GROWTH

Buoyed by a surge in energy prices, it was not long ago that energy-dependent states without income taxes such as Alaska and
Wyoming experienced economic growth far greater than what was occurring in other parts of the country. Supply-side
economists such as Arthur Laffer exploited this phenomenon to claim that the absence of income taxes was driving growth in

these states.” But now that energy prices have fallen from their historic highs, so have these states’ rates of economic growth.

Over the last decade, the nine states with the highest top income tax rates have seen faster economic growth than the nine

states without income taxes. As seen in Figure 2, this is true both on an aggregate level and on a per-person basis.

Figure 2: Economic Growth in the States
2006-2016

W 9 States Lacking Broad-Based Personal Income Taxes
W 9 States with Highest Top Personal Income Tax Rates (Average = 10%)
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Source: ITEP calculations based on data from the Bureau of Economic Analysis. State averages are unweighted.
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Moreover, the 41 states with broad-based personal income taxes have also grown more quickly on average than the nine
states without such taxes. Table A-2 in the appendix provides a comparison of growth rates in all three groups of states over

the last decade.

8 For one of many examples, see Table 4 in: Laffer, Arthur, et al, “Rich States, Poor States,” 4 Edition, Nov. 15,2011, at
https://www.alec.org/publication/rsps-2011/. In this table, Alaska is reported as enjoying overall economic growth roughly 70 percent

above the national average while Wyoming’s growth is 155 percent above average. These energy-driven outliers were significant enough
to change the table’s results for three of the six measures examined.
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INCOME GROWTH

Average incomes are also growing more rapidly in the states with the highest top income tax rates, as measured by per capita
personal income in Figure 3. Even after considering the impact of income and property taxes on residents take-home pay, the
states with the highest top income tax rates are seeing faster income growth than the states without such taxes; per capita
disposable personal income and per capita spending are also growing more quickly in the nine states with the highest top tax

rates.’

Additional information on income and consumption growth over the last decade in states with and without income taxes is
available in Table A-2 in the appendix. This table reveals that the 41 states with broad-based personal income taxes are also

outperforming the nine states without such taxes in regard to both income and consumption growth.

Figure 3: Economic Growth in the States, Per Capita

2006-2016
W 9 States Lacking Broad-Based Personal Income Taxes M 9 States with Highest Top Personal Income Tax Rates
35%
31.2% 31.0%
30% 29.0% 29.0%
25%
20%

Per capita percentage growth

29.5%
17.4% I

15%

10%

5%

0%
GDP Personal income Disposable personalincome  Personal consumption

Source: ITEP calculations based on data from the Bureau of Economic Analysis. State averages are unweighted.

? “Disposable personal income” does not account for the amount that households pay in state and local sales taxes. Notably, the exclusion
of sales taxes biases this measure in favor of the states without income taxes because these states are more reliant on sales taxes than the
states with personal income taxes. For example, see Appendix C of: Davis, Carl, et al, “Who Pays, A Distributional Analysis of the Tax
Systems in All 50 States, S™ Edition,” Institute on Taxation and Economic Policy, January 2015.
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EMPLOYMENT

The availability of jobs is a central component of states” economic performance and a key concern of state lawmakers. As the
following discussion shows, the residents of the states with the highest top tax rates are more likely to find employment than
the residents of states without income taxes. This is indicated by both the prime-age employment rate and various measures

of the unemployment rate.
Prime-age employment

The prime-age employment rate is a simple but powerful measure of the health of a state’s job market. This measure captures
the share of each state’s population in its prime working years (defined as ages 25 to 54) that is currently employed. An

employment-to-population ratio of this type is not susceptible to a major shortcoming of more familiar unemployment rates:
their tendency to undercount the true unemployed population by excluding discouraged workers whose job prospects are so

bleak that they have stopped searching for work entirely."

As seen in Figure 4, alarger share of working age residents has jobs in the states with the highest top tax rates (79.8 percent)
relative to the states without such taxes (78.7 percent). While this has not always been the case, recent labor market trends are
noticeably more favorable in the states with the highest tax rates. The states with the highest top tax rates weathered the
recession with a slightly smaller drop in their prime-age employment rates and experienced a more robust recovery following

the recession’s end.

Additional data on prime-age employment rates by state are available in Table A-3 in the appendix.

Fz’gure 4 on next page

' This tendency to discount discouraged workers has been of special relevance in recent years. Following the 2008-2009 recession, there
was a tremendous spike in long-term unemployment; the number of people unemployed six months or longer went from 1.2 million in
2006 and 2007 to 6.8 million by April of 2010. For discussion of how this has led to a downward bias in the official unemployment rate,
see: Buffie, Nick, “Millions of Americans Are Still Out of Work,” Center for Economic and Policy Research (CEPR) Blog, Nov. 2016, at
http://ceprnet/blogs/cepr-blog/millions-of-americans-are-still-out-of-work. Krueger, Alan, Judd Cramer, and David Cho, “Are the

Long-Term Unemployed on the Margins of the Labor Market?,” Brookings Papers on Economic Activity, Spring 2014, at
https://www.brookings.edu/wp-content/uploads/2016/07/2014a_Krueger.pdf. Fremstad, Shawn, “Men ‘Not in the Labor Force” Are

a Lot Like Unemployed Men,” CEPR Blog, Sept. 2017, at http://cepr.net/blogs /cepr-blog/men-not-in-the-labor-force-are-a-lot-like-
unemployed-men.
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Figure 4: Prime-Age EmploymentRatesAre Now
Higher in States With the Highest Top Income Tax Rates
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Source: ITEP calculations based on data from the Bureau of Labor Statistics. State averages are unweighted.

Unemployment rates

While the prime-age employment rate arguably ofters a better assessment of the ability of a state’s residents to find a job, the
superior labor market performance of the states with the highest income tax rates can also be seen by comparing

unemployment rates across states.

Figure S provides a snapshot of unemployment rates, as of 2016, across both groups of states. Deciding how to define
“unemployment” is somewhat subjective, and thus the Bureau of Labor Statistics (BLS) publishes more than one measure of
unemployment." Under a range of measures of unemployment, the states with the highest top tax rates are currently

outperforming the states without such taxes.

" Data and descriptions of the BLS various unemployment rates are available at https://www.bls.gov/webapps/legacy/cpsatab15.htm
and https://www.bls.gov/lau/stalthtm.
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Figure 5: Unemployment in the States, 2016

W 9 States Lacking Broad-Based Personal Income Taxes M 9 States with Highest Top Personal Income Tax Rates
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Source: ITEP calculationsbased on data from the Bureau of Labor Statistics. State averages are unweighted.

The rates depicted above include:

*

The U-3 unemployment rate: This s the official unemployment rate. It counts people as unemployed if they are out a

job, available to work now, and have actively searched for work within the past four weeks;

The U-5 unemployment rate: This s similar to the U-3 unemployment rate, but it counts people as unemployed if
they have searched for work at any point within the past year (as opposed to just the last four weeks). The U-5
unemployment rate therefore at least partially corrects for the problem posed by jobless workers dropping out of the

labor force;
The U-6 unemployment rate: This is the highest unemployment rate; it is calculated in the same manner as the U-5

rate, except that it also counts workers as “unemployed” if they are stuck in part-time jobs (less than 35 hours per week)

when they want full-time work. These people are typically referred to as “involuntary part-time workers;”
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+ A modified version of the U-6 unemployment rate: This is the same as the U-6 unemployment rate, but we have
adjusted it to improve its treatment of part-time workers. Instead of counting these workers as simply employed or

unemployed, we take a more nuanced approach under which they count as part employed and part unemployed.'

Also of note is the rate of involuntary part-time employment, which measures the share of the workforce stuck in part-time
jobs when they want full-time ones. These rates were roughly equal across both groups of states in 2016, with the states
without income taxes performing only slightly worse (3.9 percent) than the states with the highest top tax rates (3.8 percent).

Additional data on state unemployment and involuntary part-time employment rates are available in Table A-4 in the
appendix. Those data reveal that the states without income taxes are lagging behind not just the states with the highest top

income tax rates, but also the larger group of 41 states with broad-based personal income taxes of any level.

POPULATION GROWTH

Supply-side advocates such as ALEC and Arthur Laffer often claim that rapid population growth in states without income
taxes is an indication of superior economic performance. But while these states are adding to their populations at above-
average rates, there is scant evidence that tax rate differentials are driving this growth."* Moreover, as the economic measures
presented throughout this report make clear, a growing population has not translated into improved economic well-being for

the residents of states without income taxes.

Population and other aggregate measures do not depict actual economic well-being

While population growth is sometimes confused with economic progress, the reality is that simply increasing the number of
people living in a state will not necessarily improve the job prospects, incomes, or overall quality oflife for that state’s residents.
For this reason, it is inappropriate to focus on

population growth—and a host of variables POpU Ia tion g ro Wth isnotan end in
ly infl db lati h— . .
srongly Influenced by popuation growt itself, and state residents care far more

as a gauge of economic health.

about their incomes and job prospects
employed within a state, the total amount of than abOUt the number Ofpeop/e WhO

Tallying up the total number of people

personal income earned, the total number of

happen to live in their state.

tax dollars collected, or even the total size of

' For example, if an unemployed American hopes to work 40 hours per week and they instead have a job working just 20 hours per week,
a proper measure of unemployment would count them as “half employed and half unemployed.” But whereas this worker is merely
considered “employed” in the U-3 and U-S measures, he is considered “unemployed” in the U-6 measure. From 2007 to 2016,
involuntary part-time workers worked an average of 22.8 hours per week, whereas full-time workers worked an average of 42.4 hours. As
such, we have created a modified U-6 unemployment rate which counts involuntary part-time workers as being 54 percent employed

and 46 percent unemployed.
" Fisher, Peter et al, “Selling Snake Oil to the States,” Good Jobs First and the Iowa Policy Project, Nov. 2012, pp. 18-19, at
http://www.goodjobsfirst.org/sites/default/files/docs/pdf/snakeoiltothestates.pdf. Mazerov, Michael, “State Taxes Have a Negligible Impact

on Americans’ Interstate Moves,” May 21, 2014, at https://www.cbpp.org/research/state-budget-and-tax/state-taxes-have-a-negligible-

impact-on-americans-interstate-moves.
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the economy (GDP) does very little to illuminate whether ordinary families are getting ahead. Controlling for population

growth, as this study does by examining average incomes and unemployment rates, is important for understanding how real

people are faring in practice.

The following examples make this clear.

*

Among states without income taxes, total population growth has averaged 11.9 percent over the last decade,
compared to 5.6 percent in the states with the highest top tax rates (see Table A-2 in the appendix). Over this same
period, both groups of states also added jobs, with the no-tax states seeing 7.1 percent aggregate growth in
employment and high-rate states seeing 4.6 percent growth. While the no-tax states saw more population and
aggregate job growth over this period, the more significant finding is that the no-tax states have struggled to add jobs
at arate sufficient to keep pace with their growing populations. Employment growth (7.1 percent) trailed population
growth (11.9 percent) by roughly 41 percent in the no-tax states, compared to 19 percent in the states with the
highest top tax rates. This finding helps explain why the states without income taxes have seen larger increases in
their unemployment rates, and larger decreases in their prime-age employment rates, than the states with the highest

top tax rates over the last decade.

Total personal income has also grown more quickly in the no-tax states (44.2 percent) than in the states with the
highest top tax rates (38.6 percent). Because the no-tax states added significantly more people to their ranks over the
last decade, it would be shocking indeed if the total amount of income reported within these states” borders had not
grown substantially. But while population growth in the states without income taxes was roughly double the growth
seen in the states with the highest top tax rates, aggregate income growth over this same period was just 15 percent
higher. The unavoidable result of this mismatch can be seen in Figure 3 earlier in this report, with average incomes
growing more slowly in the states without income taxes than in the states with the highest top tax rates. To phrase
the problem somewhat difterently: the residents of states without income taxes are seeing smaller increases in their
average take home pay, but summing their incomes across the entire state’s population (as ALEC does) creates the
misleading impression that incomes are growing quickly simply because there are more people today than in the

past.

The first few editions of ALEC’s “Rich States, Poor States” report included comparisons across states under a wide range of

economic measures, but over time that list has been whittled down to just a few measures that reliably favor the states seeing

the most population growth." This is a strategically useful decision for ALEC, since it happens to portray states without

income taxes in a positive light. But population growth is not an end in itself, and state residents care far more about their

incomes and job prospects than about the number of people who happen to live in their state.

14See note 7.
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What is driving population trends?

Putting aside the problems with using
population growth as a gauge of
economic health, ALEC’s claim that
higher rates of population growth can
be attributed to the lack of personal
income taxes is highly suspect. In the
vast majority of cases, the differences
in income tax rates between states are
simply too small to provide a
compelling rationale to uproot one’s
life. Other financial, familial, and
lifestyle concerns can easily swamp
whatever income tax savings could be
realized by moving to a state without
an income tax. It should therefore
come as little surprise that a detailed
review by the Center on Budget and
Policy Priorities concludes that
“differences in tax levels among states
have little to no effect on whether and

where people move.”

Income taxes and the economic value of public services

Refusing to levy an income tax can make it difficult to adequately
fund public services that are vital to states' economic success.
Spending on education, for instance, tends to be lower than average
in the states without personal income taxes. Notably, at least three
states without income taxes (Alaska, Washington, and Wyoming)
have recently debated instituting such a tax in order to allow for
economically vital, and popular, investments in public services to
be maintained or expanded.

The economic value of public services, which are funded primarily
with tax revenue, is a major reason why higher-income-tax states
are not lagging behind the no-tax states. If income tax revenue
collections were simply wasted, rather than directed toward
important services, then the states not collecting those taxes would
clearly be better off than the rest of the nation. The reality, however,
is that refusing to levy an income tax often requires budgetary
tradeoffs—such as underinvesting in education—that can be
detrimental to states' long-run economic growth.

More recently, researchers at Stanford University and the US Treasury Department studied the migration patterns of the

nation’s millionaires—the group with the most to gain by not having to pay income taxes on their sizeable incomes.'* The

study found that “outside of Florida, differences in tax rates between states have no eftect on elite migration. Other low-tax

states, such as Texas, Tennessee, and New Hampshire, do not draw millionaires from high-tax states.” In other words, Florida

is the only one of the nine states without broad-based income taxes that seems to possess any kind of special allure for high-

income taxpayers. Given that reality, the study notes that “It is difficult to know whether the Florida effect is driven by tax

avoidance, unique geography, or some especially appealing combination of the two.” In any case, this finding refutes the

notion that repealing state income taxes can transform a state into a magnet for high-income taxpayers; it's simply not playing

out that way in eight of the nine states without such a tax.

Some proponents of cutting income taxes argue that the higher population growth enjoyed by states without income taxes

isn’t driven by “tax rate shopping” (that is, moving to a state in order to pay less in taxes), but rather by the general economic

pull that refusing to levy an income tax can create. Again, this argument fails to pass muster. The academic literature, the

' Mazerov, Michael, “State Taxes Have a Negligible Impact on Americans’ Interstate Moves,” May 21,2014, at
https://www.cbpp.org/research/state-budget-and-tax/state-taxes-have-a-negligible-impact-on-americans-interstate-moves.

'*Young, Cristobal, et al, “Millionaire Migration and Taxation of the Elite: Evidence from Administrative Data,” American Sociological

Review Vol. 81(3) 421-446,2016, at

http://emlberkeley.edu/~saez/course/Millionaire_Migration_and_the_Taxtion_of the Elite.pdf.
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experience of states that have recently cut income taxes, and the evidence presented in this paper indicate that the absence of

an income tax does not lead to meaningfully better economic conditions."”

Instead, the growing populations of states without income taxes must be understood as part of a broader national migration
toward the southern and western parts of the country. Twenty-two of the twenty-four states seeing above-average population
growth over the last ten years are located in the South or West, with the (Midwestern) Dakotas providing the only
exceptions. Similarly, six of the top twelve states are part of the so-called Sunbelt, known for having warm weather that even
anti-tax advocates concede “clearly..make these states desirable locations.”"* This ongoing southward and westward
migration has disproportionately favored states without personal income taxes, since seven of those nine states happen to be
located in the South or the West.

Figure 6: State Population GrowthRelative to National Average,
2006-2016

W Above-average growth ~ Below-average growth

Source: ITEP calculations based on data from the Census Bureau.

While the reasons for population trends are multifaceted, the availability of inexpensive housing is one undeniable draw. The
median home price in states without income taxes is more than $100,000 cheaper than in the nine states with the highest top

income tax rates."”

17See note 1.

'8 Laffer, Arthur and Stephen Moore, “Taxes Really Do Matter: Look at the States,” The Laffer Center, September 2012, at
http://www.senate.michigan.gov/committees/files/2017-SCT-FIN_-03-21-1-0L.PDEF.

PITEP calculations based on data from the American Community Survey. In 2015, the median home price without a mortgage was

$108,000 lower in the states without income taxes, and the median home price with a mortgage was $102,000 lower.
Institute on Taxation and Economic Policy 14



Moreover, some of the population growth advantage enjoyed by states without income taxes can be attributed to a simple
difference in birth rates—not the conscious decision of adults to live in one place or another. The nine states without income
taxes have an average birth rate that is 11 percent higher than in the states with the highest top income tax rates. And the
largest of the no-tax states, Texas, has a birth rate 27 percent higher than the average “high rate” state.”

Whatever the reason for the nation’s southward and westward shift in population, it is clear that states without income taxes
are not the only ones growing because of this trend. Utah, with a personal income tax rate of 5 percent, saw more population
growth than any other state over the last decade. Similarly, South Carolina (top tax rate of 7 percent) saw faster growth than
no-tax Florida while Idaho (top tax rate of 7.4 percent) saw more growth than no-tax Wyoming. All of the western states
qualifying as “high rate” in this study (California, Hawaii, and Oregon) also saw population growth above the national average
(none of the “high rate” states are located in the South).

*In 2015, the most recent year for which final data are available, the states without personal income taxes saw 12.8 births per 1,000
women ages 15 to 44, while the states with the highest top tax rates saw just 11.6, according to an ITEP analysis of: Martin, Joyce et al.
“Births: Final Data for 2015.” National Vital Statistics Reports, Volume 66, Number 1. Jan. 5, 2017. pp. 42. Available at:

https://www.cdc.gov/nchs/data/nvsr/nvsr66/nvsr66_01.pdf.
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TAX DISTRIBUTION

The alleged economic
benefits of cutting or
eliminating state income
taxes are speculative at
best. What is far more
certain, however, is that
such cuts can dramatically
alter the distribution of
state and local tax systems
in ways that are
detrimental to lower-

income families.

Low-income taxpayers

States without income
taxes are not necessarily
“low tax” states for
everyone. Figure 7 shows
that for lower-income
taxpayers, the tax policy
trade-offs required to forgo
levying an income tax
often result in higher taxes
overall. Public services
such as schools and roads

must be paid for somehow,

Figure 7: The Poor Face Higher Overall Taxes in States

Without Income Taxes

Effective State & Local Tax Rate on Poorest Fifth of Taxpayers
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Source: Institute on Taxation and Economic Policy, "Who Pays?, SthEdition," January 2015. State averages are unweighted.

and in states without income taxes this typically means higher sales taxes, excise taxes, and property taxes. ITEP research has

shown that these taxes tend to fall more heavily on lower-income families.”' Largely as a result, the bottom twenty percent of

households pay an average overall state and local tax rate equal to 10.0 percent of their incomes in the states with the highest

top tax rates, compared to 10.7 percent in the states without income taxes.

2! Davis, Carl, et al, “Who Pays, A Distributional Analysis of the Tax Systems in All 50 States, 5" Edition,” Institute on Taxation and

Economic Policy, January 2013.
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High-income taxpayers Figure 8: Taxes on High-Income Earners Are Far Lower In

For high-income families, state States Without Personal Income Taxes
lawmakers’ decisions not to Effective State & Local Tax Rate on the Top 1% of Taxpayers

1evy personal income taxes

creates an inevitable windfall. Caliiomia
Without exception, the lowest szv:njzgt
state and local tax rates in the Minnesota
nation for high-income Maine
taxpayers are confined to the Average, High-Rate Stafes S
nine states that do not levy New Jersey
personal income taxes.” Hawaii
Figure 8 reveals that the states Maryland
gure e treon
with the highest top tax rates Tennessee
collect 7.4 percent of their most T
affluent residents’ incomes, on New Hampshire
average, in taxes. In the states Alaska W States Lacking Personal
without personal income taxes, Washington Income Taxes
the effective tax rate for this Average, No-Tax States NN 2.2%
group is less than one-third that Florida W States with Highest Top
level, or 2.2 percent of income. South Dakota Income Tax Fates
Nevada
Wyoming
0% 2% 4% 6% 8% 10%

Source: Institute on Taxation and Economic Policy, "Who Pays?, SthEdition," January 2015. State averages are unweighted.

* Institute on Taxation and Economic Policy, “Fairness Matters: A Chart Book on Who Pays State and Local Taxes,” Jan. 26,2017, at
https://itep.org/fairness-matters-a-chart-book-on-who-pays-state-and-local-taxes/.
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Overall distribution

The tradeofts required by states choosing not to levy personal income taxes can be seen clearly in the overall distribution of
those states’ tax systems. The ITEP Tax Inequality Index measures the regressive nature of state and local tax codes,
quantifying the degree to which those codes exacerbate income inequality.” As seen in Figure 9, five of the seven most
lopsided state and local tax systems in the nation are in states without broad-based personal income taxes (Washington,
Florida, Texas, South Dakota, and Tennessee). These states levy far higher rates on lower- and middle-income families than

on their wealthiest residents.

Figure 9: Tax Regressivity by State
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Source: Institute on Taxation and Economic Policy (ITEP)

2 See notes 19 and 20.
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CONCLUSION

While personal income tax cuts or outright repeal are often touted as ways to bolster state economies, the experience of states
without such taxes does not provide compelling evidence for this claim. Over the last decade, economic growth in the states
without income taxes has lagged behind growth in the states with the highest top personal income tax rates. Average incomes
have also grown more slowly in the states without income taxes, and unemployment is currently higher. And because refusing
to levy an income tax often requires higher sales and excise taxes to fund public services, low-income families often face a
higher overall state and local tax rate in the states without income taxes.

The findings of this report do not suggest that higher state income tax rates are causing faster growth, but they do cast serious
doubt on claims that cutting or eliminating income taxes will lead to dramatic, measurable differences in states’ economic
trajectories. Proponents of such cuts overstate the impact that income taxes have on state economies, and underappreciate
the economic importance of investments in education, infrastructure, and other public services that are funded with income

taxes.
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APPENDIX

Table A-1: Top Marginal State and Local Personal Income Tax Rates on Earned Income, 2007-2016

2007-2016
Average

Alaska  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Florida  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

Nevada  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

New Hampshire  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
South Dakota ~ 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Tennessee  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Texas  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Washington ~ 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
Wyoming  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

9No-TaxStates  0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0% 0.0%
9High-Rate States  9.15%  9.31% 10.29% 10.07% 9.98% 10.20% 10.36% 10.37% 10.37% 9.97%  10.01%

Maine  850%  850%  850%  850%  850%  850%  7.95% 795%  7.95%  7.15% 8.20%
Minnesota  7.85%  7.85%  7.85% 7.85% 7.85% 785%  9.85%  9.85%  9.85%  9.85% 8.65%
Maryland  7.80%  930%  930%  930% 870% 895%  895%  895%  895%  8.95% 8.92%
Vermont  9.50%  9.50%  940%  895%  895%  89%  895% 895%  895%  8.95% 9.11%
NewlJersey  997%  9.97% 11.75% 997%  9.97% 997%  997%  997%  997%  9.97%  10.15%
Hawaii  825%  825%  11.00% 11.00% 11.00% 11.00% 11.00% 11.00% 11.00% 8.25%  10.18%
Oregon  9.65%  9.66%  11.67% 11.68% 11.69% 10.60% 10.61% 10.62% 10.62% 10.63%  10.75%
California ~ 1030%  1030%  10.55%  10.55% 10.30% 13.30% 13.30% 13.30% 13.30% 13.30%  11.85%
NewYork  10.50% 10.50% 12.62% 12.85% 12.85% 12.70% 12.70% 12.70% 12.70% 12.70%  12.28%

Note: Includes top local income or payroll tax rate in each state's largest city. lowa is notincluded among the nine "high-rate" states because its deduction for

federal income taxes paid dramatically reduces its top effective marginal tax rate (this is consistent with ALEC's treatment of lowa.)
Source: ITEP analysis of state and local tax rates.
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Table A-2: Economic Growth in the States, 2006-2016

Change in Aggregate Variables Closely Related to Population
Growth

Change in Economic Conditions,
PerPerson
Dispos-
Personal able
Income Personal
Income

Dispos-
able
Personal
Income

Personal
Consum-
ption

Personal
Personal

Income

Populat- Payroll
Consum- ion job GDP

ption growth growth

Alaska

Florida

Nevada

New Hampshire
South Dakota
Tennessee
Texas
Washington
Wyoming

9 No-Tax States

50 State Average

41 States with PIT

9 High-Rate States

Maine
Minnesota
Maryland
Vermont
New Jersey
Hawaii
Oregon
(alifornia
New York

Growth in High-
Rate States
Relative to No-Tax
States (%-points)

Growth in High-
Rate States
Relative to No-Tax
States (%)

Note: All averages are unweighted. The District of Columbia is not included in the 50 state average.

3.3%
9.5%
-1.4%
27.3%
33.9%
25.9%
24.6%
29.6%
3.4%

17.4%
22.9%
24.1%
25.8%

22.0%
25.4%
27.4%
27.5%
21.0%
24.0%
24.4%
27.1%
33.6%

+8.5%

+48.8%

35.4%
18.3%
9.3%
33.3%
36.5%
31.7%
36.1%
32.5%
27.8%

29.0%
30.7%
31.1%
31.2%

29.2%
32.3%
26.4%
36.2%
28.1%
30.8%
29.7%
32.3%
36.2%

+2.3%

+7.8%

35.3%
18.1%
10.5%
32.9%
34.9%
32.1%
35.5%
31.4%
30.3%

29.0%
30.7%
31.0%
31.0%

29.5%
30.8%
26.6%
36.6%
27.7%
31.7%
29.6%
30.3%
35.8%

+2.0%

+6.7%

31.6%
24.0%
16.5%
21.7%
32.9%
25.1%
28.7%
28.1%
23.5%

26.5%
27.8%
28.1%
29.5%

27.8%
28.3%
27.0%
33.7%
25.0%
35.0%
26.6%
27.5%
34.9%

+3.1%

+11.6%

9.9%
13.5%
16.5%
2.0%
10.5%
9.2%
19.3%
14.4%
12.0%

11.9%
7.9%
7.1%
5.6%

0.6%
6.9%
6.9%
0.3%
3.3%
9.1%
11.5%
9.0%
3.4%

-6.3%

-52.6%

Source: ITEP calculations based on data from the Bureau of Economic Analysis.

5.6%
5.0%
1.6%
4.0%
8.6%
6.6%
19.1%
12.1%
1.2%

7.1%
5.3%
4.9%
4.6%

0.4%
5.1%
4.4%
1.8%
0.1%
4.9%
7.6%
7.5%
9.2%

-2.5%

-35.9%

13.5%
24.2%
14.9%
29.9%
48.0%
37.6%
48.6%
48.3%
15.9%

31.2%
32.6%
32.9%
32.9%

22.7%
34.0%
36.3%
27.9%
25.0%
35.2%
38.7%
38.5%
38.0%

+1.7%

+5.5%
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48.8%
34.2%
27.4%
36.0%
50.9%
43.8%
62.3%
51.6%
43.1%

44.2%
41.0%
40.3%
38.6%

30.0%
41.4%
35.1%
36.6%
32.3%
42.7%
44.7%
44.1%
40.8%

5.6%

-12.7%

48.7%
34.0%
28.8%
35.6%
49.1%
44.3%
61.6%
50.3%
46.0%

44.3%
41.0%
40.3%
38.3%

30.2%
39.8%
35.3%
37.0%
31.9%
43.7%
44.6%
41.9%
40.4%

-5.9%

-13.4%

44.6%
40.7%
35.7%
30.3%
46.9%
36.6%
53.6%
46.6%
38.4%

41.5%
37.9%
37.2%
36.8%

28.6%
37.1%
35.8%
34.1%
29.1%
47.2%
41.1%
39.0%
39.5%

-4.7%

-11.2%



Table A-3: Prime-Age Employment Rates in the States, 2006-2016

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016

Alaska  77.3% 783% 79.0% 77.5% 773% 783% 768% 774% 768% 753% 76.1%

Florida  813% 81.1% 794% 749% 743% 744% 749% 749% 76.5% 763% 76.9%

Nevada 813% 821% 809% 745% 70.7% 720% 73.7% 741% 759% 76.6% 76.5%
NewHampshire  85.7% 852% 84.9% 82.1% 82.0% 82.0% 826% 824% 83.6% 83.1% 84.2%
South Dakota  87.3% 88.2% 86.9% 85.0% 84.4% 849% 83.9% 843% 855% 853% 83.0%
Tennessee  77.8% 78.6% 758% 73.7% 734% 743% 734% 73.6% 734% 73.6% 75.0%
Texas 784% 784% 784% 76.1% 755% 75.6% 762% 76.0% 774% 77.0% 77.7%
Washington ~ 80.7%  82.2% 80.9% 787% 765% 759% 76.1% 774% 767% 77.1% 78.1%
Wyoming  86.0% 852% 849% 81.9% 819% 81.4% 802% 80.5% 81.0% 81.9% 80.6%

9 No-Tax States J:YR:TINNR: P VIR WIS ERTIM 77.3% 77.6% WAEYM 77.8% RAEICN 78.5% 78.7%
505tate Average  80.7% 81.0% 80.1% 77.0% 764% 76.5% 769% 76.9% 77.7% 782% 78.8%
41StateswithPIT~ 80.5%  80.7% 79.9% 768% 76.2% 762% 76.8% 76.7% 77.5% 78.1% 78.8%

9High-Rate States 81.6% 81.2% 80.9% 78.1% RANAIRINLN 77.4% RAEZN 78.3% RAEZIRAEIL

Maine 81.1% 812% 80.7% 774% 775% 772% 768% 773% 77.1% 78.0%  79.5%
Minnesota  87.0% 85.5% 84.1% 81.9% 824% 839% 83.6% 841% 855% 849% 84.8%
Maryland  83.1% 827% 829% 81.1% 802% 79.7% 794% 79.8% 804% 80.8%  81.5%
Vermont 84.9% 83.8% 829% 83.7% 829% 827% 835% 829% 828% 81.5% 83.0%
NewJersey  803% 80.2% 804% 773% 77.0% 766% 759% 76.1% 76.8% 77.6% 78.5%
Hawaii 824% 818% 823% 778% 78.0% 775% 762% 778% 77.9% 793% 79.4%
Oregon  79.6% 79.6% 796% 754% 746% 757% 747% 748% 76.1% 77.1%  79.0%
California ~ 77.9%  77.9% 76.7% 732% 723% 71.8% 728% 73.7% 740% 749% 75.6%
NewYork 78.4% 782% 78.0% 748% 742% 73.6% 73.9% 749% 745% 763%  76.4%

Performance of
High-Rate States
Relative to No-Tax
States (%-points)

-0.1% -0.9% -0.4% -02% +0.3% +0.0% -0.1% +0.1% -0.2% +0.5% +1.1%

Performance of
High-Rate States
Relative to No-Tax
States (%)

02% -1.1% -05% -0.3% +0.4% +0.0% -02% +0.1% -0.2% +0.6% +1.4%

Note: All averages are unweighted. The District of Columbia is not included in the 50 state average.
Source: ITEP calculations based on data from the Bureau of Labor Statistics.
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Table A-4: Unemployment and Involuntary Part-Time
Employment Rates in the States, 2016

U3 us U6 ModifiedU-s oA
Part-Time
Unemploy- Unemploy- Unemploy- Unemploy- T
mentRate mentRate mentRate mentRate

Rate

Alaska 6.6% 8.4% 12.8% 10.4% 4.8%

Florida 4.9% 6.0% 10.3% 8.0% 4.6%

Nevada 5.9% 7.1% 12.2% 9.4% 5.5%

New Hampshire 2.8% 3.6% 6.4% 4.9% 3.0%

South Dakota 2.8% 3.5% 5.2% 43% 1.8%

Tennessee 4.7% 5.9% 9.4% 7.5% 3.8%

Texas 4.6% 5.4% 8.6% 6.9% 3.4%

Washington 5.5% 6.6% 10.3% 8.3% 3.9%

Wyoming 5.5% 6.2% 10.2% 8.0% 43%

9 No-Tax States 4.8% 5.8% 9.5% 1.5% 3.9%

50 State Average 4.7% 5.7% 9.2% 7.3% 3.7%

41 States with PIT 4.6% 5.6% 9.1% 7.2% 3.7%

9 High-Rate States 4.3% 5.3% 8.9% 6.9% 3.8%

Maine 3.9% 4.8% 8.7% 6.6% 4.1%

Minnesota 3.9% 4.7% 1.7% 6.1% 3.1%

Maryland 4.2% 5.1% 8.1% 6.5% 3.1%

Vermont 3.3% 4.2% 7.1% 5.6% 3.0%

New Jersey 4.9% 6.0% 9.7% 7.7% 3.9%

Hawaii 3.0% 4.2% 7.5% 5.7% 3.5%

Oregon 4.9% 6.0% 10.3% 8.0% 4.7%

(alifornia 5.4% 6.5% 11.3% 8.7% 5.1%

New York 4.8% 6.0% 9.4% 7.6% 3.6%
Unemployment in

HighRateStates o 6% 06%  06%  01%
Relative to No-Tax
States (%-points)
Unemployment in

HighRateStates 1 )e 956 64% 7% 23%

Relative to No-Tax
States (%)

Note: All averages are unweighted. The District of Columbia is notincluded in the 50 state average. An
explanation of each measure of unemployment s provided in the "Unemployment rates" section of this
report.

Source: ITEP calculations based on data from the Bureau of Labor Statistics.
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