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Executive Summary

Minnesota's population growth lags that of the
United States. Since the turn of the 21st centu-
ry, Minnesota has ranked 26th among the fifty
states and District of Columbia with population
growth of 14.7 percent over this period com-
pared to 16.8 percent for the United States.

Our state's population growth rate this century
has also lagged that of our neighbors to the
west, South and North Dakota, with growth of
18.1and 19.2 percent respectively.

Net domestic out-migration of Minnesota resi-
dents to other states accounts for some of this
slow population growth. Net domestic migra-
tion of people into Minnesota turned negative
in 2002 and remained negative until 2017. That
year and the following, our state actually gained
residents on net from other states, but this
inflow dried up as suddenly as it had come. In
2019, Minnesota lost 965 residents on net and
in 2020 the net loss was 9,757, the third largest
net loss of residents to other states in thirty
years.

Minnesota's net losses are driven largely by
people declining to move here. Both the in-
flow and outflow of population consistently
increased through the 1990s. However, in the
2000s the outflow of people leaving Minnesota
plateaued while the inflow of people dropped.
Thus, the decline in the net number of people
moving to Minnesota is primarily due to fewer
people moving into Minnesota.

As Minnesota has lost residents to other states,
it has also lost income to other states. Minneso-
ta began experiencing substantial annual losses
in Adjusted Gross Income (AGI) in 1997—five
years before net domestic migration turned
negative, suggesting that higher earners, on
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average, were at the forefront of this. Minnesota
has lost income to other states in every year
since then. Income losses to domestic migra-
tion held somewhat steady between 1996 and
2011, averaging $514.5 million annually in 2019
dollars. This loss then increased sharply up to
2014, peaking at over $1 billion, before declining
up to 2017 and then rising sharply again in the
last two years for which we have data.

For migration to boost per capita incomes,
Minnesota needs to attract/retain workers with
above average productivity. Data shows that
our state has seen net inflows of domestic mi-
grants in every income category below $50,000
annually but net outflows at every income level
above that. If we make the standard economic
assumption that income is driven by productiv-
ity, this means that Minnesota has experienced
a net loss among its most economically produc-
tive residents.

Losing high earners will also impact state
budgets because the rich pay a disproportion-
ate amount of state income taxes. In 2018, the
bottom 30 percent of Minnesota households
by income (who earned 5.8 percent of all
income earned in the state) paid no individual
income tax. By contrast, the top ten percent of
Minnesota households by income earned 43.0
percent of all the income earned in the state but
paid 59.4 percent of total income tax revenues
for an effective state income tax rate of 6.4
percent. For the top 1 percent, the disparity is
even greater: they earned 16.5 percent of all
income earned in the state but paid 27.1 percent
of all income tax revenues for an effective state
income tax rate of 7.7 percent.
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Many factors go into an individual's decision as
to where to live, work, and play. One of these is
the comparative tax burdens that different ju-
risdictions will subject them to. A recent paper
by economists Henrik Kleven, Camille Landais,
Mathilde Mufioz, and Stefanie Stantcheva that
“review[ed] what we know about mobility
responses to personal taxation” found that:
“There is growing evidence that taxes can affect
the geographic location of people both within
and across countries. This migration channel
creates another efficiency cost of taxation with
which policymakers need to contend when
setting tax policy.”

Research also finds that wealth taxes, such as
the estate tax, influence the migration decisions
of higher earners.

Examining the relationship between average tax
burdens in other states over the period 2009
to 2018 and the ratio of domestic in-migrants
to out-migrants over the period 2009-2010

to 2018-2019, we see a positive relationship
between the tax burden in a state and the ratio
of in-migrants to out-migrants from that state
to Minnesota: in other words, the higher the
other state's tax burden the greater, on average,
the ratio of in-migrants to out-migrants and the
lower the other state's tax rate the lower the
ratio of in-migrants to out-migrants. Put more
simply, the lower (higher) the tax burden in the
other state the greater our migration loss to
(gain from) it.

Minnesota's net domestic out-migration makes
sense given the findings of the empirical liter-
ature: our state has high income and wealth
taxes.
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At 10.2 percent in 2019, Minnesota had the 6th
highest ratio of state and local sales, property,
and individual incomes tax revenues to Personal
Income out of the fifty states and District of
Columbia. Our state's tax burden has ranked in
the top ten on this measure in every year since
at least 2009.

This high burden is driven in large part by our
state’s high rates of individual income tax. Our
state had the fifth highest rate of state individu-
al income tax in 2021 at 9.85 percent on in-
comes over $166,040: Only California, Hawaii,
New Jersey, and Oregon have higher rates. Fur-
thermore, for both California and New Jersey,
the top rate only kicks in at an income threshold
of $1 million. Notably, Minnesota doesn't just
tax ‘the rich” heavily: our state’s starting rate of
personal income tax - 5.35 percent - is higher
than the top rate in 23 states.

Minnesota imposes high wealth taxes, too.
Ours is one of only twelve states and the
District of Columbia to impose an estate tax
(a further six impose an inheritance tax, and
Maryland imposes both). To compound this, of
these 13 jurisdictions, Minnesota's exemption,
$3 million, is lower than in eight. At 13 percent,
Minnesota has the second-highest minimum
rate of estate tax after Vermont. Minnesota's
top rate of estate tax, 16 percent, is tied for the
second highest.

CENTER OF THE AMERICAN EXPERIMENT « &
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Minnesota’s population
growth is below average

In April, Minnesotans breathed a sigh of relief
when numbers for the 2020 census showed that
the state would not lose one of its eight congres-
sional seats, as had been widely predicted. But
it was a close run thing: if the state of New York
had counted just 89 more people in the census, it,
rather than Minnesota, would have been allotted
the 435th of the 435 House seats."

Minnesota's population growth has long lagged
that of the United States. As Figure 1 shows,
since the turn of the 21st century, Minnesota has
ranked 26th among the fifty states and District of
Columbia with population growth of 14.7 percent
over this period compared to 16.8 percent for the
United States.

It has been argued that this is part of broader
phenomenon as a growing share of the United
States’ population is found in Southern and West-
ern states, driven to migrate there by things like
the invention of air conditioning.? But Minnesota's
population growth this century has also lagged
that of its neighbors to the west, South and North
Dakota. With growth of 18.1 and 19.2 percent
respectively, the Dakotas have also seen their
populations grow at a rate greater than the United
States. Neither of them has a climate much differ-
ent from Minnesota which suggests that geogra-
phy isn't necessarily destiny.

In fact, an annual Census Bureau survey asks
people who move any distance their main reason
for doing so. Of those who moved in 2020, just 0.4
percent cited ‘Change of climate’ as the main rea-
son for their move. The three most popular choices
were ‘Wanted newer/better/larger house or apart-
ment’ (14.6 percent), ‘New job or job transfer’ (11.4
percent), and ‘To establish own household’ (10.6
percent).?

4 - TAXES AND MIGRATION

Each of these relates to the opportunities of-
fered for employment or housing, which suggests
that state government policy in these areas could
influence migration decisions, either positively or
negatively.

From an economic standpoint, slow or even no
population growth need not spell doom. Per capita
economic growth is what matters for prosperi-
ty and that comes from greater productivity per
worker, not more workers necessarily. To boost the
rate of per capita economic growth, what Minne-
sota needs is more productive workers, either by
making those currently in the state more produc-
tive or attracting more productive workers from
elsewhere.

It is also the case that higher productivity work-
ers tend to earn higher incomes and, as a result,
pay higher taxes. State income tax revenues come,
disproportionately, from higher income residents.
Just as losing these people will hit state govern-
ment revenues, attracting them here will boost
them.

State economic policy falls into two broad
categories: fiscal policy, which relates to taxes
and spending, and regulatory policy. Building on
a previous report by my colleague Peter Nelson
which looked at the impact of state tax rates on
migration patterns into and out of Minnesota,* this
report begins by reviewing the evidence on the
impact of taxes on migration; looks at tax burdens
in Minnesota compared to other states; examines
patterns of net migration into and out of our state;
analyzes the effect of relative state tax burdens
on these movements; and finally explains why
the patterns we see offer cause for concern, both
for future economic growth and the state govern-
ment's fiscal sustainability. @
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Population change, 2000 to 2020

FIGURE 1
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Taxes affect where people

locate

Many factors go into an individual's decision
as to where to live, work, and play. One of these is
the comparative tax burdens that different ju-
risdictions will subject them to. There are those,
policymakers included, who deny this.> Empirical
research indicates that those people are wrong.

Since the 1970s, economist Richard Cebula has
published studies attributing interstate migration
flows to a range of factors, includ-
ing state economic growth, housing
costs, taxes, climate, crime rates,
and public school spending. He has
consistently found that income and
property tax burdens are statisti-
cally significant in explaining inter-
state migration.® Looking further
at overall burdens, economist Yu
Hsing calculated an ‘optimal’ value
for the state and local tax burden
and found that “Interstate in-mi-
gration rates are likely to increase
(decrease) given a change in tax
burdens, if the current level is be-
low (above) the optimal tax level."””
Economist Robert R. Preuhs exam-
ined “the effects of state policy on
net interstate migration” and found
that “states with low taxation lev-
els, high investment-consumption ratios, and more
liberal ideologies relative to other states, tend to
experience more population growth via interstate
migration."®

The effect of income taxes

One of the most studied taxes is the individual
income tax.

A study by economist Mark Gius found that
“income taxes have an effect on migration for
most races and age groups. Individuals move from

6 - TAXES AND MIGRATION

“States with low
taxation levels,
high investment-
consumption ratios,
and more liberal
ideologies relative
to other states,
tend to experience
more population
growth via interstate
migration.”

— Robert R. Preuhs,
economist

states with high income taxes to states with low
income taxes."? Economists Karen Smith Conway
and Andrew J. Houtenville looked at “whether el-
derly migration is affected by state fiscal policies”
and found that, in addition to other factors, “Low
personal income and death taxes also encourage
migration.”™ A study by economists David Clark
and William Hunter finds that “working males

in their peak earning years are
detracted by high income taxes.""
A paper by economists Antony
Davies and John Pulito concludes
that “higher state income-tax
rates cause a net out-migration
not only of higher-income res-
idents, but of residents in gen-
eral.””? The results of a study by
economists Roger Cohen, Andrew
Lai, and Charles Steindel “indi-
cate that variations in differential
average marginal tax rates are
associated with small but signif-
icant effects on net outmigration
from a state.”” In another paper,
Cohen, Lai, and Steindel found
that New Jersey's increase in its
top individual income tax rate in
2004 induced net out-migration
of 80 or more millionaires a year." This is a small
number of people, but given the progressivity of
income taxes, they have an outsized impact on
state tax revenues. These findings were supported
by research by economists Joshua Rauh and Ryan
J. Shyu which documented “a substantial one-time
out-migration response to increased state tax
rates” with “strong behavioral responses to income
taxation amongst high earners.”™ A recent paper
by economists Henrik Kleven, Camille Landais,
Mathilde Mufioz, and Stefanie Stantcheva that “re-


https://journals.sagepub.com/action/doSearch?target=default&ContribAuthorStored=Preuhs%2C+Robert+R
https://journals.sagepub.com/action/doSearch?target=default&ContribAuthorStored=Preuhs%2C+Robert+R
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“PEOPLE MOVE IN RESPONSE TO TAXES”
MORE ON INCOME TAXES AND MIGRATION

While Kleven, Landais, Mufioz, and Stan-
tcheva find that: “There is growing evidence
that taxes can affect the geographic location
of people both within and across countries”
and that “[t]his migration channel creates
another efficiency cost of taxation with which
policymakers need to contend when setting
tax policy,” they also offer two arguments
"against overusing these empirical findings to
argue in favor of an ineluctable reduction in
the level of taxation or progressivity.”

First, they point out that “while the mo-
bility responses documented in some of the
recent literature are striking and perhaps sur-
prisingly large, they pertain to specific groups
of people and to specific countries.” While
true, it is also true that high tax rates only
affect relatively small numbers of people of
which the groups studied are not unreason-
able samples and who research shows tend
to be more responsive to tax rates. It should

also be pointed out that four of the twelve
studies they cite relate to movement between
states of the union.

Second, they note that “the strength of
the mobility response to taxes...depends
critically on the size of the tax jurisdiction,
the extent of international or sub-national
tax coordination, and the prevalence of other
forces that foster or limit the movement of
people, all of which can also be affected by
policies.” While states remain free to set their
own tax rates, the scope for “sub-national tax
coordination” will be limited. Furthermore,
movement between the states is much easier
than movement between different countries,
so we ought actually to see greater mobility
responses resulting from state tax policy.

Neither of these points, then, should stop
us from applying the findings of empirical
research to Minnesota's tax policies: people
move in response to taxes.

view[ed] what we know about mobility responses
to personal taxation” found that:

There is growing evidence that taxes can af-
fect the geographic location of people both
within and across countries. This migration
channel creates another efficiency cost of
taxation with which policymakers need to
contend when setting tax policy.'

The effect of wealth taxes

Kleven, Landais, Mufioz, and Stantcheva look at
papers estimating mobility responses to personal
income taxes, but there is also evidence that taxes
on wealth and capital income drive migration.

In addition to Conway and Houtenville's find-

ings on the effects of the estate tax cited above, in
another paper they find that “all elderly age groups
avoid moving to states with high estate/inher-
itance/gift taxes” and that “the younger elderly
appear to be ‘shopping around’ for destinations
with a temperate climate and favorable govern-
ment policies regarding income taxes and welfare
spending, whereas the older elderly are more likely
to be ‘driven out’ of their origin state by a high
cost of living and income and property taxes.""”
Clark and Hunter, also cited above, find that “all
migrants aged 55 to 69 avoid counties in states
with high inheritance and estate taxes.””® A paper
by economists Jon Bakija and Joel Slemrod finds
that high inheritance and estate taxes have sta-
tistically significant, if modest, negative impacts

CENTER OF THE AMERICAN EXPERIMENT « 7
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on the number of federal estate tax returns filed

in a state.” A study focusing on individuals from
the Forbes 400 in the United States suggests that
mobility responses to estate tax incentives might
be larger at the very top of the wealth distribu-
tion. This paper, by economists Enrico Moretti and
Daniel J. Wilson, weighs the revenue brought in by
state estate taxes against the revenues lost when
people leave the state and take future payments of
income and sales taxes with them. They find that,
while “the [revenue] benefit [of an estate tax]
exceeds the cost for the vast majority of states,”
this was not the case for Minnesota. Ours is one
of four states where the costs in terms of lost
revenues from other taxes outweigh the benefits
in terms of estate tax revenues. Those states are
the ones with the highest top rates of income tax:
Hawaii, Minnesota, Oregon, and Vermont.?° This
echoes the findings of our own study in 20182' and
strongly suggests that a state can impose either
an estate tax or a high top rate of personal income

8 « TAXES AND MIGRATION

tax, but it cannot impose both without people
leaving and taking their revenues with them.

Taxes are (dis)incentives

These findings should not be surprising. Af-
ter all, taxes are (dis)incentives and much public
policy, from cigarette taxes to carbon taxes, is
based on the notion that people respond to the
(dis)incentives provided by taxation. But, while
policymakers generally embrace this logic when
it comes to the fight against smoking or global
warming, all too often many of those same poli-
cymakers abandon it when it comes to taxation of
incomes or wealth. For some reason, people who
think that smoking will decline if the tax on smok-
ing is increased think that there will be no effect,
that people will just go on working and investing
exactly as before, if taxes on labor or investment
income are increased. This discontinuity in logic is
hard to account for, but it is an obstacle to sound,
evidence based public policy. @
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Minnesota has high taxes

Minnesota is a high tax state.? When we look at other taxes which studies have

Minnesota’s overall tax burden is high. Census found drive migration patterns, such as the estate
Bureau and Bureau of Economic Analysis data, tax, we find that, once again, Minnesota imposes a
seen in Figure 2, show that, at 10.2 percent in 2019, high burden. The Tax Foundation reports that ours

Minnesota had the 6th highest ratio
of state and local sales, property,

and individual incomes tax reve- “Minnesota doesn’t
nues to Personal Income out of the just tax ‘the rich’

fifty states and District of Columbia. h iv: r state’
Our state’s tax burden has ranked in eavily: our state’s

the top ten on this measure in every starting rate of
year since at least 2009. personal income tax
This high burden is driven in - 5.35 percent - is

large part by our state’s high rates
of individual income tax. According
to the Tax Foundation, our state
had the fifth highest rate of state
individual income tax in 2021 at

higher than the top
rate in 23 states.”

is one of only twelve states and
the District of Columbia to impose
an estate tax (a further six impose
an inheritance tax, and Maryland
imposes both), as seen in Figure
4. To compound this, of these 13
jurisdictions, Minnesota's exemp-
tion, $3 million, is lower than in
eight. At 13 percent, Minnesota
has the second-highest minimum
rate of estate tax after Vermont.
Minnesota's top rate of estate

tax, 16 percent, is the joint second
highest.?*

9.85 percent on incomes over $166,040. As Figure Minnesota does not benefit from lower tax

3 shows, only California, Hawaii, New Jersey, and burdens in other areas, like property taxes and
Oregon have higher rates. Furthermore, for both sales taxes. While not among the highest ranked on
California and New Jersey, the top rate only kicks in these taxes, Minnesota is still higher than average
at an income threshold of $1 million. Notably, Min- on both, 19th on property and 17th on sales accord-
nesota doesn't just tax ‘the rich’ heavily: our state’s ing to the Tax Foundation. These taxes also contrib-
starting rate of personal income tax [5.35 percent] ute to Minnesota’s high overall tax burden. @

is higher than the top rate in 23 states.”

CENTER OF THE AMERICAN EXPERIMENT -« 9
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State and local sales, property, and individual incomes

tax revenues as a share of Personal Income, 2019
FIGURE 2
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Top rates of state personal income tax and

Minnesota’s lowest rate, 2021
FIGURE 3
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State Estate & Inheritance Tax Rate & Exemptions
FIGURE 4
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Minnesota loses residents to
other states

Given these two facts, that taxes affect where us that the net domestic migration of people into
people locate and that Minnesota has some of Minnesota turned negative in 2002 and remained
the highest taxes in the United States, we would negative until 2017.2° That year and the following,
expect to see Minnesota residents leave the state our state actually gained residents on net from
and residents of other states declining to move other states and some heralded this as a vindica-
here. That is, indeed, what the data show. tion of public policy here.?¢ However, this inflow

Movement of beoble dried up as suddenly as it had come: In 2019,
peop Minnesota lost 965 residents on net according to

The data shown in Figure 5 from both the Cen- the Census Bureau and in 2020 the net loss was
sus Bureau and the Internal Revenue Service tell 9,757, the third largest net loss of residents to oth-

Annual net domestic migration in Minnesota

FIGURE 5
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Minnesota’s annual inflow and outflow of taxpayers
and dependents

FIGURE 6
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er states in thirty years.? Interestingly, the migra-
tion numbers for the Census Bureau's American
Community Survey report clear and consistent net
outflows from Minnesota in recent years.

Comparing the three decades of the 1990s,
2000s, and 2010s, Minnesota experienced a
net gain of 86,847 people in the 1990s, but net
losses of 43,962 in the 2000s and 27,569 in the
2010s, according to the Census Bureau. Positive
net migration from abroad means that Minne-
sota still generally sees positive net migration
figures overall. But, once in Minnesota, these
people can then join the net domestic outflow of
migrants.

14 - TAXES AND MIGRATION

Net domestic migration is the number of
people moving to the state from elsewhere in the
United States minus the number of people moving
from it to other states. Data suggests that Min-
nesota’s net losses are driven largely by people
declining to move here. Figure 6 shows the inflow
and outflow of people as reported by the Internal
Revenue Service.? Both the inflow and outflow
consistently increased through the 1990s. How-
ever, in the 2000s the outflow of people leaving
Minnesota plateaued while the inflow of people
dropped. Thus, the decline in the net number of
people moving to Minnesota is primarily due to
fewer people moving into Minnesota.
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Annual net flow of Adjusted Gross Income in and out
of Minnesota, 1990-2018 (Millions 2019 Dollars)

SOURCE: INTERNAL REVENUE SERVICE

Movement of income

As Minnesota has lost residents to other states,
it has also lost income to other states.

Strictly speaking, income does not move; peo-
ple do. An individual's income may be higher or
lower after moving to a new state. Nevertheless,
saying that income is “moving” is useful shorthand
for saying that the earning power of those house-
holds is moving between states.?’

Figure 7 shows that Minnesota began expe-
riencing substantial annual losses in Adjusted
Gross Income (AGI) in 1997—five years before
net domestic migration turned negative.®® This
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suggests that higher earners, on average, were at
the forefront of this. Minnesota has lost income
to other states in every year since then. Income
losses to domestic migration held somewhat
steady between 1996 and 2011, averaging $514.5
million annually in 2019 dollars. This loss then
deepened sharply up to 2014, peaking at over $1
billion, before declining up to 2017 and then rising
sharply again in the last two years for which we
have data. @
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Taxes are influencing
Minnesota’s migration

Looking at the data on the tax burdens in the
states that Minnesota is gaining residents from
and losing them to, we see that, as theory and the
empirical literature suggest, these flows are being
driven, in part, by our state’s high taxes.

Figure 8 shows where, over the last ten years
for which we have IRS data (2009-2010 to 2018-
2019) Minnesota has gained residents from and
where it has lost them to. The ten main sources of
residents over this period were Kansas, Indiana,
Ohio, Michigan, Nebraska, Wisconsin, New York,
North Dakota, lowa, and lllinois.
The net gain of 11,674 residents
from lllinois over this decade is es-
pecially striking: it is nearly double
the gain from second place lowa.
The ten leading destinations for
Minnesota residents over this peri-
od were California, South Carolina,
Oregon, Georgia, North Carolina,

“The net gain of
11,674 residents
from lllinois over this
decade is especially
striking: it is nearly

Figure 10 shows the average burden of state
and local sales, property, and individual income
taxes as a share of Personal Income in the 49
other states and the District of Columbia for the
period 2009 to 2018. Over this period, just seven
jurisdictions (highlighted in red) had tax burdens
higher than Minnesota: New Jersey, Rhode Island,
Maine, Vermont, Hawaii, the District of Columbia,
and New York.

It is striking that five of these jurisdictions with
tax burdens higher than ours, New Jersey, New
York, Vermont, Rhode Island, and
Maine, were among the top ten
sources of domestic migrants to
our state over the period 2009-
2010 to 2018-2019, as measured
by the ratio of residents moving in
to residents moving out. Indeed, a
broad look shows that the average
tax burden over this period of the

Washington, Colorado, Texas, Ari- double the gain top ten sources of migrants to
zona, and Florida. These ten years from second place Minnesota was 9.6 percent (the
saw 21,956 Minnesotans on net lowa.” median was 10.0 percent) while

move to Florida. In total, the states

in green on Figure 8 sent 51,177

residents to Minnesota between 2009-2010 and
2018-2019 while Minnesota sent 80,450 residents
to the states in red for a net loss of 29,273.

Of course, lllinois (population 12.7 million in
2019) has more people to send to other states
than lowa (population 3.1 million in 2019). To
account for this, we can look at the ratio of Min-
nesota’s in-migrants from a particular state to its
out-migrants to it. The ratios for these in-migrants
to out-migrants for the period from 2009-2010
to 2018-2019 are shown in Figure 9. A ratio above
1.0 means that Minnesota gained residents from
that state, a ratio below 1.0 means we lost resi-
dents to it.
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the average tax burden of the

top ten destinations of domestic
migrants from Minnesota was 8.1 percent (the
median was 8.2 percent).

Figure 11 shows the relationship between av-
erage tax burdens in other states over the period
2009 to 2018 (from Figure 10) and the ratio of do-
mestic in-migrants to out-migrants over the period
2009-2010 to 2018-2019 (from Figure 9). We see
a positive relationship between the tax burden in a
state and the ratio of in-migrants to out-migrants
from that state to Minnesota: in other words, the
higher the other state’s tax burden the greater, on
average, the ratio of in-migrants to out-migrants
and the lower the other state’s tax rate the lower
the ratio of in-migrants to out-migrants. Put more
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Net flow of domestic migrants into and out of
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Ratio of Minnesota’s domestic in-migrants to out-
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Average burden of state and local taxes as a share of
Personal Income, 2009-2018

FIGURE 10
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Tax burdens and Minnesota’s net migration rates
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simply, the lower (higher) the tax burden in the
other state the greater our migration loss to (gain
from) it.

To see whether this relationship is ‘significant’

- i.e. whether or not the apparent relationship
between tax burdens and the migration patterns
we see is causal (deterministic) rather than

the result of randomness (stochastic) - we can
calculate a p-value. A lower p-value indicates

a stronger relationship and the rule of thumb is
that p-values less than 0.05 indicate a relation-

20 + TAXES AND MIGRATION

ship strong enough to be noteworthy. For our
data set, the p-value is 0.000, indicating a highly
significant relationship between state tax bur-
dens and migration patterns.3 R? measures what
fraction of variations in the outcome variable

- migration patterns - is explained by variations
in the factor variable - state tax burdens. For
the data in Figure 11, the R%is 0.1357, meaning
that 13.6 percent of the variation in migration
ratios can be attributed to variations in state tax
burdens.



AmericanExperiment.org

Tax burdens and net migration rates
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This is part of a broader pattern, as Figure 12
illustrates. This shows the relationship between
average tax burdens in the fifty states and District
of Columbia over the period 2011 to 2018 (calcu-
lated as in Figure 10) and the ratio of domestic
in-migrants to out-migrants from each of the fifty
states and District of Columbia over the period
2011-2012 to 2018-2019 (calculated as in Figure
9). Consistent with the existing literature, we see a
negative relationship between the tax burdenin a
state and the ratio of in-migrants to out-migrants:

in other words, the higher the state's tax burden
the greater, on average, the ratio of out-migrants
to in-migrants. Put more simply, again, the lower
(higher) the tax burden in the state the greater its
migration loss (gain).

Once again, the data indicate a highly signifi-
cant relationship between state tax burdens and
migration patterns, with a p-value of 0.000.32 For
the data in Figure 12, the R? is 0.2581, meaning that
25.8 percent of the variation in migration ratios can
be attributed to variations in state tax burdens. @
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Why this matters

There are two main reasons why Minnesota's
loss of domestic migrants poses a problem for the
state. One is that it will lead to lower rates of per
capita economic growth in the future. Another is
that it will place increased pressure on state gov-
ernment budgets.

Losing high productivity workers

Per capita economic growth is what matters for
material well-being and it comes from increases
in productivity per worker, not more workers per
se. So a loss of residents need not indicate a de-
cline in per capita GDP and living standards. It all
depends on how productive those leaving are. If a
worker who is more productive than the average of
workers resident in a state leaves that state, that
worker will decrease GDP (the numerator in the
equation GDP / population = per capita income)
by a greater increment than they decrease the
population (the denominator) which leads to low-
er GDP per capita.

Sadly, the data here give Minnesotans cause for
concern. Figure 13 shows IRS data for the average
AGI per return coming into and moving out of
Minnesota in 2019 dollars. It shows that tax filers
leaving Minnesota have consistently had higher
incomes than those moving to our state. In 2018-
2019, the average AGI per return of Minnesota's
in-migrants was $66,322, for those leaving our
state it was $80,684.

Since 2011-2012, the IRS has broken down
migration data by income of the primary taxpayer
and this allows us to see the net flows of domestic
migrants into and out of Minnesota by income
group. These numbers, shown in Figure 14, tell us
that our state has seen net inflows of domestic
migrants in every income category below $50,000
annually but net outflows at every income level
above that. If we make the standard economic
assumption that income is driven by productivity,
this means that Minnesota has experienced a net

22 + TAXES AND MIGRATION

loss among its most economically productive res-
idents. This makes no judgment on those in or out
migrants except to say that, from the standpoint
of per capita economic growth, Minnesota has
been losing and/or failing to attract residents who
would add relatively more to the numerator of our
per capita income equation and gaining those who
would add relatively more to the denominator. The
result will be lower per capita incomes.

‘The rich’ pay a disproportionate
amount of tax

A second reason to worry about the net outflow
of higher earners from Minnesota is that state tax
revenues come disproportionately from ‘the rich'.

IRS Data also allow us to see the net flows of
AGl into and out of Minnesota by income of the
primary taxpayer for the period from 2011-2012
to 2018-2019. As shown in Figure 15, this tells
us that the net 5,838 people with AGI of $1to
$10,000 annually who moved to Minnesota over
this period shown in Figure 13 brought a net gain
in AGI of $11.9 million (an average of $2,039 per
return). Meanwhile, the 18,466 Minnesotans on
net with incomes of upwards of $200,000 who
left over this period took with them $3.8 billion of
AGI ($207,553 per return). A total of $5.5 billion
of AGI left the state between 2011-2012 and 2018-
2019, driven by the loss of higher earning Minne-
sotans.

The Minnesota Department of Revenue's Tax
Incidence Studies show why this could lead to
problems for state finances. They break down the
share of all income earned in the state and the
share of total tax revenue paid by each population
decile by household income. As Figure 16 shows,
in 2018 the bottom 30 percent of Minnesota
households by income (who earned 5.8 percent
of all income earned in the state) paid no indi-
vidual income tax: indeed, after tax credits, they
were negative contributors to state income tax
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Average AGI per return of Minnesota’s in-migrants
and out-migrants, 2019 dollars
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Net flow of taxpayers and dependents to Minnesota
by income of primary taxpayer, 2011-2018

FIGURE 14
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revenues with an effective state income tax rate
of 0.2 percent. By contrast, the top ten percent

of Minnesota households by income earned 43.0
percent of all the income earned in the state but
paid 59.4 percent of total income tax revenues for
an effective state income tax rate of 6.4 percent.
For the top 1 percent, the disparity is even greater:
they earned 16.5 percent of all income earned in
the state but paid 27.1 percent of all income tax
revenues for an effective state income tax rate

of 7.7 percent. To put it another way, the 27,882

households in the top ten percent of Minnesota
households by income paid more state income

tax than the 2,230,008 households in the bottom
80 percent of Minnesota households by income.®
These shares of income earned and tax paid are
strikingly stable over time and are little affected by
changes in top tax rates.®*

This is not to elicit sympathy for ‘the rich,’ but
it should highlight how state policymakers cannot
afford to wish away the evidence of ‘tax flight’
when formulating fiscal policy. @

Net flow of AGI 2011-2012 to 2018-2019,

millions 2019 dollars
FIGURE 15
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Share of Minnesota’s income earned and individual

income taxes paid by income decile, 2018
FIGURE 16
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Conclusion

This report has noted Minnesota’s below
average population growth since the turn of the
century. It has quantified the role played in that by
a persistent net loss of residents to other states. It
has summarized the findings of a sizable body of
empirical research which finds that people move
in response to taxes. It has demonstrated that our
state’s taxes are high, relative to those of other
states, so that we should expect to see the net
loss of residents to other states that we do. We
have demonstrated this relationship between tax
rates and migration flows with data specifically
relating to Minnesota. Finally, we have explained
why this might cause problems for our state in
coming years: first, through deskilling our labor
force by driving higher productivity workers from
the state leading to lower per capita incomes, and
second by driving out of Minnesota higher earners
who contribute a disproportionate amount of state
income tax revenues.

This analysis recommends a clear course of
action to help remedy our state's persistent net loss
of residents: to reduce domestic out-migration from
Minnesota, to retain people and attract new ones,
state policymakers should cut our state's taxes.

Concerns that this would lead to ‘austerity’ for
the state's government can be addressed by noting
two factors.

The first is that in per person, inflation adjusted
terms Minnesota's state government has never
spent more money than it is spending right now.

26 - TAXES AND MIGRATION

Minnesota's state government spent $4,203 per
resident in 2020, a 27.4 percent real terms in-
crease over 2011's figure.

The second factor is that tax revenues do not
appear to be driven by tax rates. In the 1970s and
into the 1980s, Minnesota's politicians tried to
claim a large share of their citizens’ income with
top rates of tax up to 17.0 percent. But Minneso-
tans did not respond to these rates by handing
over a greater share of their money: as a share
of GDP, state income tax revenues were more or
less flat. Indeed, they handed over a larger share
of their incomes to the government in the 1990s,
with top income tax rates of 8.50 percent, than
they did in the 1970s, when rates were 17.0 per-
cent. The same is true of revenue more broadly.
Between 1974 and 2018, the mean average of state
tax revenues to state GDP was 6.6 percent and
the median was 6.7 percent. In other words, there
is very little variation in these numbers in spite of
very different tax rates.

There is an important policy lesson here. The
dollar amount of tax revenue seems far more likely
to be a function of the size of the state’s economy
than of its tax rates. This means that if you want
more money to fund government services, you
should look to increase the state's GDP rather
than hike its tax rates. And, again, the balance of
empirical research on the effects of state tax rates
on economic growth is clear: high tax rates and tax
hikes slow economic growth.*> @
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