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Introduction

In 2017, Congress passed the Tax Cuts and Jobs Act (TCJA), which includes a provision
limiting the state and local taxes (SALT) deduction one can claim in their federal tax return
to $10,000. The SALT deduction was included in the original federal tax code to mitigate
the “double taxation™ people would face if they lived in a high tax state and now had to pay
federal taxes as well. This deduction enabled them to reduce their taxable income by the
amount of either annual property and state income taxes paid or sales taxes they paid in a
year. And now, with the cap in place, there has been an increase in outmigration from high-
tax states. The question that this paper aims to answer is whether the SALT cap is causing
this increase in outmigration or if there are other factors driving this exodus.

Objective

The objective of this paper is to create a model that determines whether the
enhanced financial burden the state and local tax deduction cap of $10,000 has
on higher-income taxpayers is causally influencing net interstate migration rates
or if underlying factors correlated with higher tax rates are driving this exodus
from high tax states.

Methodology

Ordinary least squares, fixed effects, and random effects models were constructed using

panel data in each state in each year from 2013 to 2022. Most control variables are lagged
by one year since it takes time to arrange to move to a different state. The tax rate
variables are not, however, because tax policy changes are not enacted until the following
year the bill is passed. The data was sourced from the US Census, the Tax Foundation, the
National Centers of Environmental Information, the FBI, and the Bureau of Economic
Analysis. 2020 and 2021 are omitted due to data availability issues that stemmed from the
pandemic.
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Bl Main Results and Discussion

The main results of these regressions show that, while the impact of property and sales tax on interstate migration has not changed much since the TCJA was enacted, the
deterrent effect of income tax has been enhanced by a statistically significant margin. The Hausman test determined fixed effects to be the most suitable model for this dataset.
Based on that model, the top marginal income tax rate previously had no effect on net interstate migration. However, under the TCJA, a 1% hike in the top marginal income tax rate
within a state decreases interstate migration by an average of 2,068 people annually. This result is statistically significant at the 1% level. Based on the scales of the variables, the
models constructed suggest violent crime and cost of living still have the strongest deterrent effects on interstate migration. Variable specification analysis was performed for
robustness and yielded similar results. The Breusch-Pagan test for heteroskedasticity was also performed, and variance inflation factors were calculated to determine collinearity.
Neither model is statistically heteroskedastic, but there is moderate collinearity between TCJA*Property and TCJA*SalesTax in the second model. This suggests that, since 2018,
states with higher sales tax rates tend to have higher property tax rates. Moreover, people are choosing to move out of states with higher income tax rates, even if it means they
will have to live in a state with higher property and sales tax rates.

Conclusion

With the TCJA set to expire in 2025, this result may be something for policymakers to consider in determining whether to repeal, modify, or retain the

SALT cap. If the cap is repealed, further research can be performed on this topic to more decisively determine if the SALT cap is the driving causal factor
behind the newfound enhanced deterrent effect of income tax rates on interstate migration or if the regressions are capturing the long-term changes to
migration trends caused by the pandemic, given that a much greater number of people work from home now. Additionally, researchers can look into how

the exodus of people from high-tax states is impacting the efficacy of state-funded programs or if this effect is offset by the reduction in population.
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