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Research Question

 Do progressive state taxes redistribute 
income?

 Do states with more progressive taxes have 
fewer welfare cases?
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Possible Outcomes

 Progressive tax systems may lower the need 
for the temporary income support offered by 
welfare programs

 OR, progressive tax systems may generate 
revenue for a more generous welfare 
program, resulting in more cases

Introduction

 Income redistribution is usually (and best) 
undertaken by the federal government

– Prevents perverse sorting of low-income and high-
income individuals among states

 In reality, income redistribution does occur at the 
state level 

– Income taxes, sales taxes, property taxes
– Health programs, education, welfare

 Is this redistribution purely political, or does it 
serve a purpose?
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Prior Literature

 Chernick (2005)
– Measure of progressivity is the ratio of the total 

state and local tax burdens of the highest quintile 
of a state’s income distribution to that of the 
lowest quintile

– Distributional patterns of expenditures and 
taxation are not closely linked
 States with a strong taste for welfare tend to increase 

the tax burden proportionally

Prior Literature

 Bahl, Martinez-Velazquez, and Wallace 
(2002)
– Estimate a “revenue distribution index” that 

proxies for progressivity – share of state taxes 
collected through personal income taxes and 
corporate income taxes

– Proxy for pro-poor expenditures with the share of 
the budget devoted to welfare and K-12 education

– State and local governments use revenue and 
expenditure policies as complements



4

Empirical Analysis

 State well-being is estimated using TANF or AFDC
cases per capita 
– Number of welfare recipients per month, 

averaged over each year, and divided by the 
state’s population

 Two measures of progressivity are tested
– Revenue Distribution Index (Bahl, et al.)

 [PIT collections + CIT collections]/total tax revenue

– Average Tax Rate Progressivity
 Change in the average tax rate relative to a $20,000 change 

around a state’s median income

Data

 State-level data from 1990-2002

 Demographic variables that affect welfare 
caseloads:  % unemployed, % age 0-14, % 
age 65 and above, % non-white, % female, 
% with a HS degree, median income, 
population density

 TANF and tax variables: Lifetime limit, work 
requirement hours, State Earned Income 
Tax Credit and refundability
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Summary Statistics

Regression Results
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Results

 Relationship between tax progressivity and welfare 
cases per capita is sensitive to specification

– If progressivity in a given state, as measured by RDI, 
increases to 36% from the mean of 35%, the number of 
welfare recipients per capita decreases to 99.4% of the 
previous level.

 Common determinants of welfare caseloads are 
significant, such as % female, % age 0-14, % non-
white, and work requirement hours

 A refundable EITC seems to be key in reducing 
welfare cases


