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Fiscal Federalism and the State and
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The Tax Cuts and Jobs Act of 2017 (TCJA, Pub.
L. 115–97) placed a $10,000 limit on state
and local tax (SALT) deductions. Previously,
there was no cap on the amount taxpayers
could claim for the deduction. Several states
have since proposed or passed legislation
to circumvent the limit. In response, the
IRS first issued a warning against such
state actions in May,1 which was followed
by proposed regulations from the U.S.
Department of Treasury in August to block
these attempts.2 Four states (New York,
Connecticut, Maryland, and New Jersey) filed
a lawsuit against the federal government,
claiming the cap unfairly targeted them
and represented the federal government’s
interference with state’s rights guaranteed
in the Constitution.3 In November, the
federal government sought to dismiss the
lawsuit, arguing that the states do not have
legal standing to file the lawsuit; instead,
taxpayers in these states should bring the
case to court if they choose to do so.4
Beyond the pointed statements between
the federal and state government officials,
these arguments bring up an important issue:
What are the existing fiscal interactions
between the federal and state governments,
and how would the SALT deduction cap
change these dynamics? This report first
reviews the current fiscal connections
between the governments, then summarizes
the viewpoints in favor of and against a SALT
deduction limit. It next discusses states’
recent actions to mitigate the effects of
the cap, federal government reactions, and
individual-level workaround actions.

FISCAL CONNECTIONS BETWEEN THE
FEDERAL AND STATE GOVERNMENTS
Fiscal federalism, which describes the
financial relations between different
levels of government based on their
respective responsibilities, is a unique
and indispensable feature of a federal
government system. In the U.S., the
federal government provides substantial
financial assistance to state and local (SAL)
governments. This report focuses on two of
the largest federal support mechanisms—
federal grants and the SALT deduction.5
These instruments are administered
through different procedures; the grants
are channeled through the federal budget
process, whereas the SALT deduction is
provided through the tax code.
Federal Financial Assistance through Grants
In FY 2018, which ran from October 1, 2017, to
September 30, 2018, the federal government
provided SAL governments with roughly
$728 billion in federal grants, accounting for
about one-third of state governments’ total
funding.6 Federal grants to SAL governments
have generally increased over time, with
a surge from FY 2008 to FY 2010 due to
increased federal aid to help states recover
from the Great Recession.7
Once Congress decides that grants are
the best funding mechanism to achieve
certain policy objectives, it can choose
from three types of grants: categorical
grants, block grants, and general revenue
sharing.8 These grants differ mainly in terms
of how much federal control is involved.
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FIGURE 1 — OUTLAYS FOR FEDERAL GRANTS TO SAL GOVERNMENTS
BY FUNCTIONAL AREA
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Specifically, categorical grants are limited to
narrowly defined activities, and thus have
the highest federal restrictions. States have
to follow the federal government’s guidance
regarding what the funds may be spent on,
which residents would be eligible to receive
funds, and how to operate the programs.
On the other hand, block grants allow more
discretion over the use of the funds, which
enables states to disburse them for a wider
set of activities. General revenue-sharing
agreements can be used for any purpose not
expressly prohibited by federal or state law;
hence, they have the least federal restraint.
In FY 2017, 1,319 federal grants were
awarded to SAL governments, of which
1,299 grants (over 98%) were categorical
grants and 20 were block grants; none
of the grants were revenue-sharing
arrangements. The dominance of categorical
grants as a share of total overall federal
grants has been consistent over time. A
recent Congressional Research Service (CRS)
study observes the following trends: First,
Congress has the tendency to use federal
grants to create jobs and promote economic
growth, which implies that the federal grant

amounts will continue to grow, though at a
slower rate. Second, the federal government
increasingly tends to use financial means to
influence SAL government policies. Thus, the
system of financial governance between the
federal and SAL governments has become
more centralized over time.9
Although the total number of grants
awarded is large, the funds are highly
concentrated in several major functional
areas. In FY 2018, the top three funding
areas accounted for approximately 85%
of the total outlay: health ($433 billion, or
60%), income security ($111 billion, or 15%),
and transportation ($64 billion, or 9%).
Within health, Medicaid expenditures alone
were $400 billon, accounting for 55% of
federal grants. Figure 1 shows spending by
functional area in FY 2008 (the year before
the effects of Great Recession-related
federal aid kicked in), FY 2017 (the most
current audited data available), and FY 2019
(current fiscal year projections).
In addition to the increasing federal
control attached to grant awards, state
budget officers are concerned about the
growing volatility of federal funds, which
could pressure cash flow stability at the state
level.10 The volatility stems from the nature
of the federal budget, because grants for SAL
governments come from two types of federal
spending: mandatory and discretionary.11
The mandatory program rules, which
prescribe funding formulas, benefits, and
eligibility requirements, are set in federal
laws and remain in effect unless changed.
This means Congress does not appropriate
a certain amount to these programs each
year; instead, when eligibility requirements
are met, outlays are made without further
congressional approval. In terms of dollar
amount, entitlement programs such as
Medicaid and the Children’s Health Insurance
Program (CHIP) made up 82% of mandatory
spending in FY 2016.12 Other mandatory
programs include child nutrition programs
and the adoption and foster care program,
among other items.
In contrast, federal spending for
discretionary programs is appropriated
annually. The House and Senate
appropriations committees review agency
funding requests and propose levels of
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budget authority, which set the amounts
to be appropriated for a program or the
amount of funds that may legally be spent.
In terms of the number and variety of grant
programs, there are significantly more types
of programs under discretionary grants
than mandatory grants. Because funds are
limited, the federal budget process requires
that competing goals must be balanced,
which not only reflects the priorities of
Congress but also demonstrates the “power
of the purse.”13
The largest discretionary programs
include transportation (grants for
highways, airports, and mass transit),
education (support to improve outcomes
for low-income students and students
with special needs), housing subsidies
for low-income families and seniors, and
community development programs.14
Because discretionary grants are subject to
annual review and approval, such funds are
intrinsically unstable.
In recent years, increased outlays for
Medicaid, a categorical grant program
funded through mandatory spending,
has been the primary driver of increased
federal grant awards to SAL governments.
To control this spending growth, the Trump
administration floated the idea of changing
Medicaid to a block grant program,15
which would give states flexibility in how
they spend federal dollars and allow them
to experiment with their own delivery
mechanisms to improve the program’s
efficiency. However, critics have said
switching to a block grant might lock federal
grants at a fixed level, and future increases
in funds may not be as easy to obtain or
may not keep up with the rapid growth of
medical expenses.
Federal Financial Assistance through
Tax Subsidies
A second and less obvious channel through
which the federal government provides
financial assistance to SAL governments
is the tax code. Prior to the TCJA, the Joint
Committee on Taxation (JCT) estimated
that the SALT deduction cost the federal
government $70 billion in FY 2017 and $74
billion in FY 2018. Incorporating the TCJA’s

SALT deduction limit, the JCT’s revised
results indicate that the cost of the SALT
deduction would increase to $101 billion in
FY 2017, fall to $37 billion in FY 2018, and
further drop to $21 billion in FY 2019.16
The increase in costs for FY 2017 is due
to taxpayers claiming deductions prior
to the TCJA’s effective date to avoid the
$10,000 cap.17 The large reduction in tax
expenditures as a result of the new SALT
deduction limit, projected to be in the range
of $40 to $50 billion per year, is at the
center of the recent contentious debate.
IRS data for 2015 shows the nationwide
average SALT deduction was $12,471 per
return. Statewide averages show that in
more than a third of the states (19) plus
Washington, D.C., taxpayers claimed over
$10,000 in SALT deductions, ranging from
$10,221 on average in New Hampshire to
$22,169 in New York State. Almost half of
Maryland residents’ federal returns (46%)
reported SALT deductions, whereas about a
quarter (26%) of Ohio residents filed for the
SALT deduction. This implies that not only
will the cap have different impacts across
states, it will also affect residents differently
within a state.18
Although there is disagreement as to
whether federal grants or tax subsidies
are the better way of providing financial
assistance to SAL governments, one reason
states fight hard to keep the deductibility
is because federal grants come with
substantial control and uncertainty. In
contrast, although the SALT deduction
does not put tax revenue directly into state
coffers, these tax expenditures come with
no strings attached—there is no mandate
about qualification, and it is not subject to
annual appropriation.

In addition to the
increasing federal
control attached to
grant awards, state
budget officers are
concerned about the
growing volatility of
federal funds, which
could pressure cash
flow stability at the
state level.

THE PROS AND CONS OF USING THE
SALT DEDUCTION AS A POLICY TOOL
Supporters of the SALT deduction typically
view it as a tool to redistribute resources
across different parts of the country,
essentially functioning as an equalizer. This
deduction helps governments in regions
with a lower income tax base sustain
3
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spending levels by lowering the net costs
to taxpayers. Similarly, because federal
taxes do not take into account cost of living
differences across states, the higher SAL
taxes levied in some states partly reflect the
higher costs of providing public services.
Therefore, if higher taxes and higher income
across different geographic areas indicate
differences in costs of living, the SALT
deductibility can help offset some of those
regional differences.19
Another argument that favors the
SALT deduction is the potential for double
taxation, because the same income is taxed
twice. However, this is not a unanimous
position, as some observers claim the
taxes are not collected by the same level
of government. Instead, because different
levels of governments levy taxes to provide
distinct sets of services, some experts argue
that the rationale for double taxation does
not hold. The dispute therefore rests on
whether the SALT represents taxpayers’
payments toward local public services and,
if so, whether local residents are the only
beneficiaries of these services.
On the one hand, some believe that
because SAL government services mainly
benefit residents of a particular taxing
jurisdiction, the SALT reflects payments for
these public services.20 The vast majority
of state general funds are used to provide
services such as elementary and secondary
education, health care, higher education,
corrections, and transportation, which
mostly help SAL residents.21 In addition,
local residents live in a particular community
because they like the level of public services;
thus, the federal government does not have
strong reasons to subsidize SAL government
spending because this reflects local residents’
choices and preferences.
On the other hand, some believe that
even though SALT primarily supports local
public services, a significant portion of these
services have spillover effects. For example,
investment in educational programs can over
time reduce crime and increase employment,
enhancing earnings in local communities and
leading to higher income and thus higher
federal income tax payments. Without federal
subsidies, SAL governments likely would
provide these services at a less-than-optimal

level, since not all benefits are recognized
directly and immediately by local residents. In
practice, it is also hard to segregate benefits
that are strictly local from those with spillover
effects, or to distinguish the extent to which
residents choose to live in a certain area
because of the level of local services provided
(as opposed to other personal and lifestyle
reasons). Thus, the higher the spillover effect
of SAL funding, the stronger the rationale for
supporting the SALT deduction.
Two related issues result from this
discussion. First, some question whether
limiting the SALT deductibility would indeed
reduce the level of SAL government services.
The economic literature provides mixed
findings on the magnitude of the impact of
SALT deductibility on government services
or spending levels.22 Some studies point
out that although the intent of the federal
subsidy is to encourage SAL governments to
provide public services that yield spillover
effects, in practice, SAL governments can
use these funds in any area and there is no
guarantee that the services would have a
national benefit. In addition, because the
deductibility lowers SAL governments’
costs of providing services, they may even
oversupply certain public services.23
The second issue is whether states
choose tax-based funding sources based
on federal deductibility. If only certain, but
not all, SAL taxes are deductible for federal
income tax purposes, SAL governments may
have incentives to finance public services
with the deductible ones because the cost
of financing public services is lower for local
taxpayers. Research results on this issue
are also mixed. One the one hand, several
studies found measurable effects of the
SALT deductibility on the usage of SAL tax
instruments; however, such selectivity does
not translate to increased SAL revenue or
spending.24 On the other hand, when using
post-1986 tax reform data (Tax Reform Act
of 1986), which eliminated the sales tax
deductibility but maintained the property
and income tax deductibility, states did not
move away from using sales taxes to fund
services or reduce their total spending.
Opponents of the SALT deduction, who
support eliminating or curtailing it, claim the
deduction is not fair. Because non-itemizers,
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who tend to be lower income taxpayers, do
not get to utilize these deductions, the SALT
deduction primarily benefits high-income
taxpayers. Federal tax deductibility for SALT
therefore reduces the amount of income
redistribution and the resulting progressivity
of the federal income tax system.25
Another critique is that the SALT
deduction contributes to inequality across
geographical areas, as the unlimited SALT
deduction benefits itemizers in high-tax
states over taxpayers in low-tax states.
Although the high-tax states argue that
limiting the SALT deduction will affect their
ability to raise taxes because residents’
burdens are already high, lower tax states
argue that without the cap, they would be
subsidizing the high-tax, high-spending
states; the cap would then force these states
to rethink their spending priorities. In cases
where it is more efficient or reasonable to
finance public services with user charges or
service fees, the subsidy provided by the SALT
deduction may encourage SAL governments
to use tax-based financing instead.
Prior to the TCJA, researchers generally
believed that the Pease limitation and the
individual alternative minimum tax (AMT)
reduced the value of the SALT deduction
for claimants. The Pease limitation
essentially decreased the value of itemized
deductions by up to 20% for high-income
taxpayers.26 In addition, the calculation
of the AMT, a parallel tax system to the
regular income tax calculations, disallows
the SALT deduction. Of the items that are
deductible under the regular income tax
system but not deductible under the AMT,
the disallowance of the SALT deduction is
a major reason taxpayers are subject to
paying the AMT.27 In 2014, among the 4.2
million AMT payers, about 80% would not
need to pay the AMT if they could claim the
SALT deduction under the AMT system.28
If the AMT is eliminated, the aggregate
amount of benefit taxpayers would receive
from the SALT deduction would double.29
The TCJA repealed the Pease limitation
and substantially relaxed the AMT rules;
both had the effect of limiting the value
of the SALT deduction prior to the TCJA.
Under the pre-TCJA rules, about 5 million
taxpayers would have been subject to the

AMT in 2018; the TCJA rules bring this total
down to 200,000, or 4% of the number of
taxpayers who would have been affected
by the old rules.30
Although the combined effects of
repealing the Pease limitation, relaxing AMT
rules, and capping the SALT deduction under
the TCJA is unknown, previous studies that
focus on the distributional effects of the 2001
tax law change provided some directional
guidance.31 One of the simulations shows
that if both the SALT deduction and AMT
were eliminated (the scenario closest to the
TCJA), lower income households (defined
as those with taxable income of less than
$75,000) would be unaffected because they
are not itemizers and not subject to the AMT.
The repeal of the AMT translates into tax
savings for households with income between
$200,000 and $500,000, who previously did
not benefit much from the SALT deductibility
but now can enjoy tax savings from the
elimination of the AMT. Households with
high income, i.e., those earning more than
$500,000, still face the largest increase in
tax liability. Households earning between
$75,000 and $200,000 consist of halfwinners and half-losers. Because the AMT
imposes relatively large taxes on married
households and filers with children,
eliminating the AMT allows them to enjoy
tax cuts comparable to unmarried taxpayers
and households without kids. In other words,
the repeal of the AMT more than makes up
for the loss of SALT deductibility since they
already lost the value of SALT deduction prior
to the 2017 tax law change.

Supporters of the SALT
deduction typically
view it as a tool to
redistribute resources
across different parts of
the country, essentially
functioning as an
equalizer. Opponents
claim the deduction is
not fair, because nonitemizers do not get to
utilize these deductions.

STATE RESPONSES
States have been creative in finding ways
to circumvent the SALT deduction cap.
These workarounds include using charitable
contributions, payroll taxes, and passthrough business taxes. The charitable
contributions solution is the most widely
used strategy, and has thus received the
most scrutiny from the Treasury.
New York State, which has the highest
average statewide SALT deduction across
the U.S., is one of the most outspoken critics
of the SALT deduction limit and the most
5
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proactive in finding measures to mitigate
its impact. It introduced all three measures
mentioned above. The state estimated that
the $10,000 cap, if implemented without
any workaround, would cost its taxpayers
$14 billion per year.32 By proposing
measures to circumvent the deduction limit,
the state can still collect its full pre-TCJA tax
revenue and allow taxpayers to reduce their
federal tax liability.
Charitable Contribution Workaround

States have been
creative in finding
ways to circumvent the
SALT deduction cap.
These workarounds
include using charitable
contributions, payroll
taxes, and passthrough business taxes.
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The charitable contribution workaround
converts the limited SALT deduction into
an unlimited charitable deduction. Because
the federal charitable deduction remains
unlimited after the TCJA, the basic idea of
the charitable contribution workaround
is to allow taxpayers to donate to stateestablished funds, making the donations
eligible for the charitable deduction on
the donors’ federal income tax returns.
For instance, New York created two state
charitable funds to support health and
educational programs, and taxpayers may
receive a state income tax credit of up to
85% of their contributions. New York also
allows local governments to establish their
own charitable funds to bypass the property
tax limit, following New Jersey’s initiative.
New Jersey’s charitable fund bypass
is administrated via a state credit against
residents’ property taxes. It authorizes
municipalities, counties, and school districts
to create charitable funds that they can use
as a revenue source, essentially allowing
local governments to accept property taxes
in the form of charitable contributions.
These municipalities can then give tax
credits of up to 90% to the contributors,
who can use such credits to offset their local
property taxes and claim deductions on their
federal tax returns.33
California proposed its charitable fund
workaround early, but amended it in June
2018 to align more closely with existing
IRS-approved charitable programs.34 The
amended bill allows Californians to donate
to the state’s Local Schools and Colleges
Voluntary Contribution Fund, which
allows taxpayers to contribute to school
districts, charter schools, child care centers

operated by local educational agencies,
and community college districts. In return,
donors receive an 85% tax credit for the
amount contributed.
Oregon’s approach is a charitable
contribution with a twist. Its tax credit
program does not provide taxpayers with
a pre-specified percentage of tax credits in
return for donations to the state’s college
tuition grant program. Instead, the state’s
$14 million Oregon Opportunity Grant
tax credits are auctioned annually. Thus,
donors only have a chance at securing a
state tax break in return for their donation,
not a guaranteed credit. It is modeled
after Oregon’s existing Office of Film and
Television tax credit auction, which has not
been challenged by the IRS.35
Payroll Tax Workaround
The payroll tax workaround converts the
limited SALT deduction into an unlimited
employer payroll tax deduction. Because
employers can claim unlimited payroll
tax deductions as business expenses,
this program converts a portion of the
employee-paid state personal income tax
into an elective employer-paid payroll
tax with an employee wage credit.36
An example is New York’s Employer
Compensation Expense Program, which
creates a voluntary payroll tax system that
the employers can opt into.
Although practitioners believe this
measure is more robust than the charitable
contribution approach from a legal
perspective, businesses do not favor this
workaround due to its administrative and
conceptual complexity. In addition, this
method does not apply to self-employed
workers who are not on employers’ payrolls.
Pass-Through Business Tax Workaround
The pass-through business tax workaround
converts the limited SALT deduction into
an unlimited pass-through business
expense deduction. Because SAL taxes
paid in connection with conducting a trade
or business also are considered business
expenses, they are unlimited and deductible
on federal income tax returns. By taxing
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the pass-through business entities directly
instead of the owners (and then providing
owners credits), this approach essentially
swaps the limited taxpayer-level SALT
deduction with an unlimited entity-level
business expense deduction on federal
returns, reducing business owners’ federal
income tax liability.
In mid-May 2018, New York issued
an unincorporated business tax (UBT)
proposal, which would impose a 5% tax
on unincorporated taxable income for
partnerships, allowing the partners to then
claim a credit on their personal income taxes
of up to 93% of their UBT. This proposal
complements the state’s voluntary payroll
tax workaround, because the UBT covers
workers not in an employer-employee
relationship, including high-earning partners
of investment or law firms.
Connecticut calls for a 6.99% entitylevel tax on the net income of passthrough businesses (including partnerships,
S-corporations, and LLCs that are deemed
partnerships for federal income tax purposes)
and an offsetting state income tax credit for
the entities’ members.37 Such credit offsets
93.01% of the state income tax the owners
paid on the pass-through income.

IRS NOTICE AND PROPOSED
REGULATIONS FOR THE CHARITABLE
CONTRIBUTIONS WORKAROUND
When the charitable funds bypass
proposals first emerged in January
2018, Treasury Secretary Steve Mnuchin
quickly commented that dressing up such
deductions as charitable contributions is a
ridiculous idea.38 However, states continued
to propose mitigating measures, and in late
May, the IRS issued a notice criticizing the
charitable contribution technique, stating
that the Treasury and the IRS would soon
issue proposed regulations to address
the deductibility of SALT payments for
federal income tax purposes.39 The notice
warns against the state initiatives allowing
taxpayers to donate to SAL governmentcontrolled charitable entities in exchange for
tax credits against their SALT payments.

The notice also reminds taxpayers that,
when it comes to charitable contributions,
the substance-over-form and charitable
intent principles are crucial. Charitable
contributions qualify for tax deductions
only if the donors have a charitable intent
and if the funds are truly for charitable
purposes. Federal law has the final say about
how payments should be characterized for
federal income tax purposes.
The IRS’s action did not stop states from
challenging the SALT deduction limit. In July,
New York, Connecticut, Maryland, and New
Jersey jointly filed a lawsuit claiming that the
federal government infringed upon states’
rights guaranteed by the Constitution. The
federal government countered that the
states’ rights are not impaired, they simply
do not agree with federal tax policy. If
taxpayers in these states believe their rights
are compromised, due process requires
these taxpayers first pay the taxes and then
sue for refunds.
The Treasury issued proposed
regulations in August,40 which state that
under the charitable contribution bypass
programs established by the states,
taxpayers can only receive a federal tax
deduction equal to the difference between
their charitable donations and the state
tax credits they receive. The proposed
regulations state that if a taxpayer makes
a charitable contribution and receives
something valuable in return, the taxpayer
can only deduct the net value of the
contribution, which is consistent with the
“quid pro quo” doctrine.41 Thus, if a taxpayer
contributes $10,000 to a state charitable
fund and receives a $9,000 credit, he can
only claim a $1,000 charitable deduction
on his federal income tax return—a much
smaller effect than the states planned.42 The
proposed regulations remain silent on other
workarounds to mitigate the cap.

Treasury’s proposed
regulations state that
taxpayers can only
receive a federal tax
deduction equal to the
difference between
their charitable
donations and the state
tax credits they receive.

INDIVIDUAL RESPONSES
Although the lawsuit may take some time
to settle, high-income taxpayers and
estate planners have designed several
individual-level workarounds, including
using non-grantor trusts to avoid the
7
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Some of the
workarounds may
prevail on legal grounds,
but whether they make
good state tax policies
is a separate matter.
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limitation.43 Essentially, these ideas bypass
the $10,000-per-return limit by spreading
the deductions across multiple returns. One
such novel planning technique involves
moving high-value New York properties into
multiple LLCs that are set up in zero income
tax states, and transfer these interests to
separate trusts. Because these trusts are
treated as separate income tax-paying
entities, each trust can claim a $10,000
deduction. However, the costs of setting
up and administrating the trusts could be
high. In addition, when the properties in the
LLCs are sold, the homeowner will not be
eligible to receive a tax benefit for the sale of
a primary residence. For mortgage lending
purposes, banks may also prohibit listing
LLCs as property owners.
A thorny issue relevant to the Treasury
Department’s proposed regulations is that
over two-thirds of states have existing
programs that provide residents tax
breaks for charitable donations that aim
to encourage donations rather than to
enable tax avoidance.44 Most of them exist
for education and public health purposes,
including funds for education voucher
programs, school choice initiatives, and
remote hospitals. Prior to the issuance
of the proposed regulations, there were
mixed opinions on whether these existing
programs contradict with the TCJA and
therefore would be forced to shut down.
However, Mnuchin clarified that the
Treasury appreciates the value of state tax
credit programs and believes the federal tax
benefits of these existing programs would
be unaffected because their intent is not to
avoid SALT payments.45
Donating to existing state education
and public health programs has become
a popular tax planning strategy for many
taxpayers who expect to be subject to the
SALT deduction cap. For example, in Georgia,
a taxpayer in the 37% federal income tax
bracket can donate $5,000 to these state
programs and get a $5,000 credit on his
state income tax return. He can also get a
$1,850 benefit on his federal income tax
return. Taxpayers have been increasing their
donations to these state programs, and
some studies show that wealth advisors and

tax planners have been encouraging their
clients to make contributions to such state
initiatives, including private school voucher
programs and donations to hospitals.
Many of them advertise this as a way of
“circumventing” or “mitigating” the impact
of the SALT cap triggered by the TCJA.46

CONCLUSION
One year after the TCJA’s passage, the SALT
deduction limit remains one of the most
contested provisions of the law. Some even
believe this issue cost at least six Republican
representatives their re-election bids.47
Although removing the SALT deduction cap
would cost the federal government more
than $600 billion over the next decade, newly
elected Democrats from high tax states have
begun discussions on either increasing or
removing the cap. The partisan nature of the
tax reform and the high level of fiscal deficits
mean the limited SALT deductibility would
have profound revenue implications, and the
adversarial relationship between state and
federal governments would intensify.
Although the SALT cap has been
interpreted as a political move to harm blue
states, or a maneuver simply to finance
the TCJA, there is no doubt the federal
government provides substantial financial
assistance to SAL governments. Because
the SALT deduction is administrated
through federal tax expenditures, the key
economic issue regarding SALT deductibility
centers on the magnitude of the spillover
effects of SAL spending.
Some of the workarounds may prevail
on legal grounds, but whether they make
good state tax policies is a separate matter.
Key state-level issues on both revenue
and expenditures need to be addressed.
The growing spending on entitlement and
the looming budget shortfalls require not
only efficient administration but also a
reconsideration of spending priorities.
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