
In recent years, several changes in the 
economic environment have influenced 
domestic migration decisions within the 
United States. State tax policy is often 
credited for prompting a recent increase in 
relocation, particularly since the limitation 
of the state and local tax (SALT) deduction 
starting in 2018.1 Other factors related to 
the COVID-19 pandemic, including the shift 
to remote work, also influenced and likely 
expedited migration decisions, raising the 
stakes of tax policy at both the state and 
federal levels.
 This issue brief explores the relationship 
between state income taxation and 
migration patterns across states over the 
last decade. Studying that time period 
highlights how cross-state migration was 
affected by the 2017 tax reform, commonly 
known as the Tax Cuts and Jobs Act (TCJA), 
and the COVID-19 pandemic. These factors 
also increased the incentives to implement 
state-level tax reforms. As a result, this 
issue brief considers how state fiscal policy 
has responded in recent years.

STATE INCOME TAXES  
AND MIGRATION

IRS data offers a unique opportunity to gain 
insights into taxpayer migration and other 
taxpayer characteristics. The data reflects the 
underlying population of federal taxpayers—
i.e., the population of interest when studying 
the implications of federal tax reform. 
Specifically, using the data from tax returns, 
the IRS tracks changes in state residencies 
from year to year, as well as taxpayers’ 

corresponding adjusted gross income (AGI). 
This migration data can be compared to state 
tax rates to study the relationship between 
state fiscal policy and geographic mobility 
over time.
 In each year, states experience both 
inflows and outflows of migrants. Inflows 
minus outflows provides a measure of net 
migration, and dividing net migration by the 
remaining population yields the net migration 
rate. An analogous measure can also be 
created for total AGI flows to understand how 
earnings potential flows across states.
 Of particular interest is whether net 
migration and AGI flows are related to a 
state’s income tax.2 Figure 1 shows the 
relationship between migration and the 
state’s top marginal individual income tax 
rate, with each point representing a different 
state and the District of Columbia in 2019.3 
That year was chosen for illustration because 
it is two years after the SALT cap went into 
effect, giving time for the federal tax reform 
to affect migration decisions without being 
influenced by other factors corresponding 
to the COVID-19 pandemic in 2020. The 
top graph in Figure 1 shows that higher top 
marginal individual income tax rates are 
associated with lower net taxpayer migration 
rates. Specifically, the estimates suggest 
that a 1 percentage point increase in the 
top marginal income tax rate is associated 
with a reduction in net migration by 6.1 
federal taxpayers per 10,000.4 To put this 
into perspective, levying California’s top 
marginal tax rate of 13.3% (relative to no 
income tax) would be associated with a 
loss of 8.2 taxpayers per one thousand. If 
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FIGURE 1 — STATE TOP MARGINAL PERSONAL TAX RATE AND NET 
MIGRATION RATE (TOP), NET AGI FLOW RATE (BOTTOM)

economic growth is roughly proportional to 
the population of taxpayers, it would imply 
a loss of nearly 1 percentage point of growth 
annually. Studying AGI flows, however, 
suggests that the economic losses could be 
more severe. The estimates indicate that a 1 
percentage point increase in the top marginal 
tax rate is associated with a reduction in 
net AGI flows of around $11.54 for every 
$10,000 of AGI in the state. For California, 
this suggests an annual loss of 1.5% of AGI, 
relative to a tax structure with no income 
tax. These observations are consistent with 
conjectures stipulating that higher-income 
earners have the most to gain from moving 
to lower-taxing jurisdictions.
 As of 2019, nine states did not levy 
an income tax on earnings: Alaska, 
Florida, Nevada, New Hampshire, South 
Dakota, Tennessee, Texas, Washington, 
and Wyoming.5 With the exception of 
Alaska, each of these states had positive 
net migration rates. Conversely, the four 
states with the highest top marginal tax 
rates—Hawaii, New Jersey, California, and 
New York—each had net losses in taxpayer 
migration and AGI.
 With regards to tax policy and mobility, 
many things have changed over the last 
decade. The limitation of the SALT deduction 
clearly changed the migratory calculus 
for many U.S. households after 2017. The 
surge in remote work availability during the 
COVID-19 pandemic also generally increased 
mobility, further enhancing the incentives to 
move to low-taxing jurisdictions. It makes 
sense, then, to study how the relationship 
between the top marginal tax rate and 
migration has changed over time. Figure 2 
shows this value by reporting the slope of 
the regression line, as estimated in Figure 
1, for every year between 2010 and 2020 
(post-TCJA shaded in gray). In other words, 
the figure shows how the association 
between migration/AGI and state income 
taxation changed over that decade.
 The results presented in Figure 2 
highlight shifts in migration following the 
passage of the TCJA. In the years leading 
up to the TCJA, the association between 
net migration/AGI and state income tax 
rates had mostly stabilized. Then, in the 
first two years after the passage of the 
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SOURCE  IRS, American Legislative Exchange Council, and author’s calculations.
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TCJA, the amount of net migration and AGI 
loss associated with higher income taxes 
began to rise—i.e., the slope of each became 
more negative. Specifically, between 2017 
and 2019, the association of a 1 percentage 
point increase in the top marginal tax rate 
with net migration losses rose from 3.0 
to 6.1 taxpayers per 10,000—more than 
double the estimated value. For AGI, the 
value rose from $8.28 per $10,000 in 2017 
to $11.54 per $10,000 in 2019. In 2020, 
these relationships steepened sharply. 
The association in that year grew to 8.1 
taxpayers per 10,000 for net migration and 
$18.24 per $10,000 for AGI, indicating a 
surge in migration and resources from high 
income tax states to low income tax states.

THE ROLE OF THE SALT CAP

Before the passage of the TCJA, federal 
taxpayers could deduct property taxes 
and the greater of income or sales taxes 
paid to state and local governments. The 
TCJA, however, capped this deduction 
at $10,000 and expanded the standard 
deduction, significantly reducing both the 
magnitude of deductions taken and the 
number of taxpayers claiming the deduction. 
These reforms largely nullified the SALT 
deduction’s dampening effect on state and 
local taxation, thereby reducing the value of 
residency in high-tax jurisdictions.
 Understanding the economic effects of 
the SALT deduction requires consideration 
of the financial impact of the SALT cap on 
taxpayers. Figure 3 shows the average SALT 
deduction by AGI in the last year before the 
TCJA went into effect (2017) and the first 
year after (2018). The results highlight the 
regressive nature of the unfettered SALT 
deduction and the limiting impact of the cap 
instituted in the TCJA. The regressivity of the 
SALT deduction indicates that high-income 
taxpayers in high-tax states would be those 
most impacted by changes in the availability 
of the deduction. As a result, the mobility 
decisions of these high-income taxpayers 
are more sensitive to the implementation of 
the SALT cap.

DOMESTIC MIGRATION AND STATE TAX POLICY

FIGURE 2 — SLOPE OF THE RELATIONSHIP BETWEEN THE TOP 
MARGINAL TAX RATE AND MIGRATION, BY YEAR

SOURCES  IRS, American Legislative Exchange Council, and author’s calculations. 
NOTE  Numerical results provided in the appendix.
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 The SALT deduction includes state and 
local property taxes and the greater of 
income or sales taxes. Figure 4, however, 
shows why states with high income taxes 
were particularly affected by the SALT cap. 
As income increases, the share of state 
income taxes comprising the SALT deduction 
(by 2017 standards) increases dramatically.6 
For taxpayers in the highest AGI group, state 
income taxes comprised almost the entirety 
of the SALT deduction. This result highlights 
the increased incentives of high-income 
taxpayers to relocate to jurisdictions with 
lower income taxes after the SALT cap went 
into effect.

STATE FISCAL RESPONSES

In response to the heightened costs of 
levying state and local taxes—particularly 
income taxes, several states have reformed 
their tax structures. In 2021 alone, 10 
states reduced their individual income 
tax rates with nine of them reducing the 
top marginal tax rates.7 This trend has 
continued well into 2022, with several 
states currently considering major income 
tax reforms, including flattening the income 
tax or eliminating it altogether.8 Of course, 
income taxes are only one component of 
most states’ revenue sources, and reforms 
to other taxes, including excise, sales, and 
property taxes, are under consideration.
 While policy changes like the limitation 
of the SALT deduction played a role in 
motivating these tax reforms, states likely 
responded for other reasons as well. One 
major motivating factor, compounded 
by the SALT cap, has been the growth of 
remote work in the aftermath of the COVID-
19 pandemic. This sharp transition created 
the opportunity for several households to 
move to new locations with many choosing 
to live in lower-taxing jurisdictions.9 
Another factor motivating competitive 
tax reforms has been the recent surge in 
state revenues. Several states significantly 
outperformed pre-pandemic tax revenue 
growth, providing state governments with 
abundant resources.10 Many states have 
chosen to offset these robust budgets with 
tax reductions.11 
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FIGURE 3 — SALT DEDUCTION BY AGI: 2017 VS. 2018

SOURCES  IRS and author’s calculations.
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DOMESTIC MIGRATION AND STATE TAX POLICY

CONCLUSION

Lower state income taxation is shown to 
be associated with higher net taxpayer 
migration—a relationship that grows 
stronger with income. Since the passage 
of the 2017 tax reform, which increased 
the costs associated with state and local 
taxation by limiting the SALT deduction, 
taxpayers and earnings potential have both 
migrated to lower-taxing states at a faster 
rate. The corresponding fiscal competition 
coupled with state budget surpluses has 
motivated several states to reduce taxes—
particularly income taxes.
 Although lower state income taxation 
is associated with heightened migration 
rates, this relationship could be driven by 
other factors correlated with state fiscal 
policies. This was particularly true in the late 
stages of the pandemic, when several states 

diverged in COVID-19 mitigation efforts, 
such as vaccine mandates. For example, of 
the nine states that do not levy an income 
tax, eight of them (with the exception of 
Washington) did not implement a state 
vaccine mandate on businesses, and several 
even passed legislation prohibiting localities 
and businesses from mandating vaccines.12 
Conversely, of the four states that levied 
the highest state income taxes, only Hawaii 
did not implement a state vaccine mandate 
on businesses. This example highlights 
the possibility that state-level responses 
to the pandemic could be correlated with 
state fiscal policies in a way that influenced 
migration decisions.
 The relationship between state income 
taxation and migration was shown to 
strengthen after the implementation of 
the SALT cap. As a result, some might infer 
that the SALT cap caused harm to high-tax 

FIGURE 4 — PERCENT CONTRIBUTION OF STATE AND LOCAL INCOME TAXES TO THE TOTAL SALT DEDUCTION 
BY AGI IN 2017

SOURCES  IRS and author's calculations.
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states, disproportionately affecting them 
relative to other states. The corollary to this 
claim, however, is that the unfettered SALT 
deduction only existed to benefit high-tax 
states. As the SALT deduction debate grows 
in the coming years with new proposals and 
the pending expiration of the corresponding 
TCJA provisions in 2025, researchers will 
have to determine whether the pre-TCJA 
fiscal environment ever offered a proper base 
scenario, or whether a fiscal environment 
without any SALT deduction is the natural 
base case. By choosing the latter, the results 
of this study could be interpreted as the U.S. 
fiscal system’s natural environment, whereby 
the benefits of implementing state and local 
taxes are properly paired with the costs. From 
that perspective, any increase in the SALT 
cap would affect state tax consequences in a 
way that would likely distort migration rates 
in favor of high-tax states. Consequently, 
policymakers must consider how future 
reforms to the SALT deduction may distort 
domestic migration rates.
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APPENDIX 

YEAR INTERCEPT INTERCEPT S.E. TAXRATE TAXRATE S.E. F-STATISTIC P-VALUE

2010 0.00155 0.00138 -0.00014 0.00022 0.43010 0.51501

2011 0.00113 0.00125 -0.00018 0.00019 0.89082 0.34988

2012 0.00359 0.00128 -0.00055 0.00019 8.17916 0.00621

2013 0.00214 0.00142 -0.00033 0.00021 2.41516 0.12660

2014 0.00166 0.00150 -0.00039 0.00023 2.94133 0.09266

2015 0.00238 0.00118 -0.00039 0.00018 4.85867 0.03224

2016 0.00185 0.00195 -0.00036 0.00030 1.52563 0.22266

2017 0.00149 0.00315 -0.00030 0.00048 0.39465 0.53278

2018 0.00262 0.00194 -0.00037 0.00029 1.61240 0.21015

2019 0.00404 0.00177 -0.00061 0.00027 5.22496 0.02663

2020 0.00621 0.00245 -0.00081 0.00037 4.85165 0.03235

YEAR INTERCEPT INTERCEPT S.E. TAXRATE TAXRATE S.E. F-STATISTIC P-VALUE

2010 0.00460 0.00137 -0.00065 0.00022 9.05037 0.00414

2011 0.00352 0.00118 -0.00051 0.00018 8.04314 0.00662

2012 0.00437 0.00185 -0.00080 0.00028 8.11244 0.00641

2013 0.00517 0.00261 -0.00078 0.00039 3.93158 0.05301

2014 0.00543 0.00214 -0.00098 0.00032 9.26235 0.00375

2015 0.00479 0.00168 -0.00080 0.00025 9.97757 0.00271

2016 0.00499 0.00274 -0.00082 0.00041 3.97430 0.05178

2017 0.00581 0.00408 -0.00083 0.00063 1.74207 0.19301

2018 0.00644 0.00290 -0.00091 0.00044 4.26761 0.04415

2019 0.00804 0.00273 -0.00115 0.00041 7.83007 0.00733

2020 0.01525 0.00441 -0.00182 0.00067 7.49499 0.00860

TABLE 1 — SUMMARY OF ESTIMATES FROM THE NET MIGRATION REGRESSIONS

TABLE 2 — SUMMARY OF ESTIMATES FROM THE AGI REGRESSIONS


