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Abstract

Even though metropolitan area governments have no control over state level
monetary, labor, or fiscal policies, they are able to enact policies designed to
enhance local living conditions—however determined. Such policies include
local taxes, labor and wage policies, and regulations that can differ substan-
tially from other metropolitan areas even within the same state. Collectively
such policies create differing levels of economic freedom, as measured by
standardized indices. We examine differences in levels of economic freedom
across United States metropolitan areas and explore how these differences af-
fect migration patterns and local aggregate and per capita income changes.
We find that those metropolitan areas with higher levels of economic freedom
tend to experience net in-migration and positive changes in aggregate and per
capita income, although the balance between in-state and out-of-state migra-
tion confounds these patterns.
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1. Introduction

On January 1, 2016, the billionaire head of Appalossa Management, David Tep-
per, moved his headquarters and personal residence from New Jersey to Florida.
What is interesting about this move is that it was immediately noticed by the
New Jersey Office of Legislative Services, which reported that the state will be
feeling the impact of this one move on their income-tax forecast (Dopp, 2016).
The state of New Jersey receives almost 40 percent of their revenue from person-
al income taxes and more than a third of that 40 percent comes from the top one

percent of taxpayers. Mr. Tepper, with a personal fortune of an estimated ten
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billion dollars, is at the top of that one percent (Dopp, 2016). According to the
Tax Foundation in Washington D.C., New Jersey has the country’s third highest
tax burden while Florida residents are free of any personal-income or estate tax-
es. As thousands of others before him, and undoubtedly as many more to come,
David Tepper voted in the most meaningful way possible on the state of New
Jersey’s tax policies—he left.

This anecdote suggests that the quality of institutions (e.g. local government
polies such as individual and corporate income tax rates) matters in how it af-
fects individuals, businesses, and the ability of local governments to enact and
carry-out particular policy decisions. At a global level, there is compelling evi-
dence that good institutions—particularly private property, rule-of-law, freedom
of entry and exit into occupations, and freedom to trade—create conditions that
foster economic growth and improvements in the quality-of-life (Galor, 2011).
Current research provides evidence that countries with lower capital and wage
tax rates, fewer barriers of entry into markets, and rule of law, along with politi-
cal stability and good governance, tend to have higher rates of economic growth,
employment and entrepreneurship (Goldsmith, 1995; Ali, 1997; Farr et al., 1998;
Ayal & Karras, 1998; Heckelman 2000; Heckelman & Stroup 2000; Ali & Crain,
2002; Carlsson & Lundstrom, 2002; Dawson 2003; Gwartney & Lawson, 2006;
Xu & Li, 2008; Faria & Montesinos, 2009; Bergh & Karlsson, 2010; Cebula &
Clark, 2012; King et al., 2012; Cebula, 2014; Kuckertz et al., 2016). With few ex-
ceptions, this research suggests that economic freedom is a key to prosperity.

Economic freedom is organized as a competitive market in which resources
are allocated through the private decisions of individuals rather than govern-
ment (decentralized versus centralized decision making). Important components
of economic freedom are similar to ideas of what constitutes good institutions—
limits on coercive property and income taxes, the extent of government control
over the private sector (e.g. regulations that restrict entry into markets), the li-
berty to work at the occupation and remuneration of one’s choosing (e.g. unne-
cessary licensing requirements), and the ability to buy or sell goods at prices de-
termined independent of the government (Friedman, 1962). It also includes pos-
itive aspects of government, including the protection of life, private property,
and the adjudication of disputes. Another important element of economic de-
velopment that is sometimes overlooked, however, is freedom of movement.
Acemoglu et al. (2005) suggest that population change, including and largely as a
result of migration, is both a signal of and a causal factor in local institutional
practices through Tiebout (1956) migration (i.e. “voting with their feet”) and the
resulting compositional mix of local populations.

Our goal in this paper is to explore how varying levels of government control
affect the size and direction of migration and income among metropolitan areas
within the United States—a federal state that contains multiple levels of gov-
ernments. In particular, we investigate the impact of local government policy on

revealed locational preferences using Tiebout’s (1956) “vote with their feet”
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model. In our analysis, we seek to provide an increased understanding of how
local levels of economic freedom affect population and income change through
migration. The analysis contributes to the existing literature on the link between
local government quality and sub-national or regional outcomes by providing
evidence that internal, interregional migration affects and is affected by the

quality of local government policies.

2. Conceptual Framework

Our analysis is based on the assumption that individuals’ reveal their locational
preferences by “voting with their feet” (Tiebout, 1956). Using previous research
as a guide (Faggian et al., 2012; Ferguson et al., 2007; Partridge, 2010), we as-
sume that persistent net migration rates show which locations are more-or-less
preferred, which can then be associated with varying levels of regional attrac-
tiveness. That is, migration may be a suitable predictor of individuals’ actual lo-
cational preferences. We also assume that individual behavior is utility max-
imizing relative to pecuniary as well as to non-pecuniary costs and benefits of
different locations.

Conceptually, high levels of economic freedom create conditions within which
innovation takes place, and innovation is a key driver of economic development
(Romer, 1990). Innovation occurs endogenously as individuals seek to improve
their human capital. As investments in human capital increase, so does speciali-
zation, which in turn raises the returns to those who specialize in new know-
ledge and technologies. Since new knowledge and technological skills are rare,
the returns are higher (Rosen, 1983). This process also increases entrepreneur-
ship because individuals seek to benefit from the application of their new know-
ledge in innovative ways, as long as the returns are not unfairly expropriated by
the political process (Romer, 1986, 1990). If the novel market opportunities are
removed or limited, then the returns to skills and the incentives to invest are di-
minished and economic growth slows (Lucas, 2002). Economic freedom also
enhances the efficiency by which productive inputs are converted into output via
increasing total factor productivity (vis-a-vis investments in human capital and
technological change) and by enhancing capital accumulation.

On the other side, local governments use tax competition as a way to promote
and attract productive activity. Tax competition is the freedom for a jurisdiction
to set lower taxes or put in place a different tax system. In the last three decades,
national governments have increasingly engaged in tax and regulatory competi-
tion by lowering trade barriers and decreasing capital controls. This has led
some states (national and international) to lower top tax rates, leading to a “tax
cut revolution” encompassing individual income, individual capital gains, divi-
dends, wealth, corporate income, corporate capital gains, and cross-border in-
vestment (Edwards & Mitchell, 2008). One important effect of tax competition is
its beneficial impact on saving, since lower taxes encourage capital accumulation.

This in turn leads to more investment, more jobs and more economic welfare.

DOI: 10.4236/cus.2018.61001

3 Current Urban Studies


https://doi.org/10.4236/cus.2018.61001

J. M. Shumway

Beyond its effects on prosperity by limiting the tax burden, tax diversity enables
the implementation of new practices and innovative institutional ideas at more
local levels. The need for individual, temporary and customized solutions is in-
creasing, while the need for coercive measures applying equally to all is decreas-
ing. Tax diversity takes into account this evolution arising from societal and
technological progress that allows new and increasingly smaller geographic units

to create a competitive advantage in an increasingly globalized world.

3. Federal States

The effect of freedom on economic growth is not limited to sovereign states. Re-
cent research illustrates that the same benefits can accrue within sovereign
countries that are federally organized (Holcombe & Lacombe, 2004; Ashby,
2007; Ashby & Sobel, 2008; Cebula, 2014; Heller & Stephenson, 2014; Compton
et al., 2011). In political states with federal systems of governments, the move-
ment of goods, information, and people are axiomatic (Weingast, 1995). For
example, one of the reasons for migrating across internal political borders is to
take advantage of local differences in political and economic regulations, taxes,
and public goods. Conceptually, spatial diversity of public goods is preferred be-
cause the governmental provision of local goods and services can be tailored to
particular local circumstances that will result in increased levels of economic
welfare when compared to a uniform national provision of equivalent goods and
services. Since costs and preferences vary across jurisdictional subunits, gov-
ernment provided goods and services are more efficiently provided locally, i.e.
where the sum of resident marginal benefits equal marginal costs, thus max-
imizing overall welfare (Oates, 2003). In Tiebout’s (1956) famous model, house-
holds “vote with their feet” by moving to jurisdictions that provide a set of local
public goods and services that align with their preferences. Migration is a signal
that citizens send to local governments indicating approval or disapproval of
public policy. The closer political decisions are taken to those most affected by
these decisions, the easier it is for residents to vote with their feet by moving to
another jurisdiction, resulting with public policies matching the residents’ actual
needs and preferences. This suggests that local jurisdictions with some control
over tax and regulatory policies will create varying types of tax and regulatory
systems, which will in turn influence who migrates in, migrates out, and who
stays, ceteris paribus. Thus, the decision to migrate or stay is the manifestation
of a household’s demand for a particular mix of public goods and local taxes
(Tiebout, 1956; Tullock, 1971). Current research is finding that subnational units
with greater degrees of economic freedom almost always experience higher rates
of economic growth, all other things equal (Ashby & Sobel, 2008).

Besides economic growth, varying levels of economic freedom also affect mi-
gration selectivity, i.e. who moves and where, and who doesn’t move. States with
higher relative levels of economic freedom attract retirees (Clark & Hunter, 1992),

labor force migrants (Ashby, 2007; Cebula, 2014), migrants with higher levels of
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education (Mulholland & Hernandez-Julian, 2013) and income (Shumway &
Davis, 2016). However, using state-level data can hide what may be large varia-
tions within a state (Stansel, 2013). In addition, since migration is highly sensi-
tive to distance, most moves are local. That is, there is more intrastate than in-
terstate migration. Thus “voting with your feet” is going to be more likely to oc-
cur between cities within the same state or within cities that cross state bounda-
ries that have different levels of economic freedom. Finally, because metropoli-
tan areas tend to emerge from the interactions of millions of economic agents,
they more resemble the actual geography of economic activity and thus provide
a better framework to examine differences in economic freedom and its effect on
migration than do states and nations—with the caveat that metropolitan areas
are unable to determine and must abide by monetary, fiscal and regulator rules
of their states and nations. Nevertheless, the differing levels of economic free-
dom at the metropolitan level provide a nice case study within which to examine
income migration.

This paper is a descriptive exercise for the purpose of examining changes in
aggregate and per capita income at the metropolitan level relative to differing
levels of economic freedom. Our expectation is that areas with greater levels of
economic freedom will have higher levels of net in-migration, aggregate and per

capita income.

4. Data and Methods

For this paper we use two main sources of data. First we use the Economic
Freedom Index for U.S. Metropolitan Areas (EFIMA) created by Dean Stansel
(Stansel, 2013). This index is a composite measure of ten variables measured in
three areas: 1) size of government, 2) takings and discriminatory taxation, and 3)
labor market freedom. It is patterned after the Economic Freedom of North
America index created by the Fraser Institute. For area one, the index is based
on the combined burden of state and local government as measured by size of
government (government spending on consumption, transfers and subsidies,
public pensions, and unemployment compensation all relative to local personal
income). Area two of the index is mainly composed of tax revenues (direct, in-
direct, and sales taxes) as a percentage of personal income. The labor market
freedom component of the index is made up of three components: minimum
wage annual income as a percentage of metro area per capita income, state and
local employment as a percentage of total employment, and union density. Sim-
ilar to the North American Index, each variable is standardized and scaled to be
between zero and ten. The variables are averaged in each of the three main areas,
thus creating sub-indices for each area, and then the three sub-area components
are averaged to create the overall economic freedom score for metropolitan areas
in the U.S. The final Index uses a ten-point scale with higher numbers indicating
more economic freedom. All variables are equally weighted. For a detailed de-

scription of the methodology and data sources see Stansel (2013).
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The EFIMA includes 384 metropolitan areas defined by the Census Bureau as
of 2009. Of these 384 metropolitan areas, 355 are defined as metropolitan statis-
tical areas (MSA) and 29 as metropolitan divisions (MD). MDs are component
areas of large MSAs. There are 43 metro areas that cross state boundaries. For
these, the EFIMA uses data from the state with the largest proportion of the city
within its boundaries. Here we use the EFIMA as a tool to categorize 361 met-
ropolitan areas (we only use the metro areas in the 48 contiguous states and
there were a few metro areas with incomplete data so our sample was reduced
from 384 to 361) relative to their levels of economic freedom. Metropolitan areas
are classified into three categories using standardized z-scores. We use the over-
all economic freedom index as well as each of the smaller area indices (size of
government, takings and discriminatory taxation, and labor market freedom) to
categorize metropolitan areas, using standardized z-scores, into one of three
categories: high, medium, and low levels of economic freedom. Once we have
categorized all of the metro areas, we then examine migration and income
change across the three categories.

For migration and income data we use the 2011 to 2014 county-to-county in-
come-migration data set created from administrative IRS data (US Internal
Revenue Service, 2015). The income-migration data matches individuals by their
social security numbers from one tax year to the next. The IRS data has several
advantages over other data sets for examining U.S. internal migration, including
providing year-to-year estimates over a long period, it is administrative and not
survey data, it includes a measure of income, and starting with the 2011 data the
IRS made a number of changes that improved the quality of the data, although
this discontinuity limits comparisons to pre-2011 data. To increase coverage, the
data now includes all tax returns filed between January 1 to December 31 whe-
reas previous data were based on tax returns only through the end of September.
The income-migration data also matches returns based not only on the primary
taxpayer identification number (95 percent of all matched returns), but also
secondary (two percent) and dependent tax filers (three percent) as well. One of
the best features of the new data reporting scheme is the inclusion of the age of
the primary taxpayer, although this information is only provided in the
state-to-state files and not the county-to-county files (the data users guide con-
tains additional details, IRS 2013).

The IRS income-migration data also has some characteristics that limit its
usefulness. One issue is population coverage. The IRS migration data coverage is
not complete and those left out may bias the results. For example, individu-
als/households that do not file tax returns are not included in the data. This
population is most likely to include the young, low-income, homeless, illegal
residents, felons, students, and even some retirees. The overall effect is likely an
undercount of actual migrants. These effects are likely to be compounded at

smaller geographic scales. While there are limited means of mitigating the bias
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issue, the point is to be cautious in generalizing beyond what the data gives us.

A second issue to be aware of is that the data does not measure the movement
of income, it simply matches addresses of those who file income tax forms with
the IRS. Thus, it is measuring the movement of people that includes their re-
ported incomes at the new location. Incomes earned in one county do not ac-
tually move to the new county. Households move and earn income in two dif-
ferent places, although unearned income, wealth, and human capital do change
locations. What we are actually examining is the changing level of aggregate and
per capita income at the county level (aggregated into corresponding metropoli-
tan areas) before and after migration. This is not simply the average income of a
metro area from one year to the next. Pre-migration income estimates include
the relevant population of each metro areas’ non-migrants as well as the income
of their out-migrants. Post-migration income includes non-migrants plus
in-migrants (Plane, 1999). Thus this data does not show the flow of income from
one metropolitan area to another, but instead reveals how income (aggregate
and per capita) changes as a result of migration. The difference (increase or de-
crease) in aggregate income associated with in- and out-migration is what Plane
refers to as income-migration.

Methodologically, we measure change in aggregate income as differences in
net migration and differences due to differential household incomes among in-
and out-migrants. For example, a metropolitan area’s change in aggregate in-
come due to migration consists of the interplay between net migration and the
differential income of in- and out-migrants. We first disaggregate income mi-
gration into its component parts, which are: differences due to net migration,
and differences due to differential household incomes among in- and
out-migrants. A metropolitan area’s change in aggregate income (due to migra-

tion) consists of these two components:

Y, =Y,NMC +Y, DIC (1)

where in- and out-migrant income can be further defined as:

Y, =yl and Y, =y,0 (2)

Here y,and y, are per capita income levels of in- and out-migrants and /and
O represent the gross number of in- and out-migrants. Further, the difference

between in-migrant and out-migrant per capita income, d'is:
d=y, - Yo (3)

and y is defined to be the average of in-migrant and out-migrant per capita in-
come:

Y tYo

5 (4)

y

With these equations, we then calculate income change due to net migration

as:
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Y,NMC =y"(1-0) (5)

This equation conveys what the gain or loss in aggregate income would hypo-
thetically be if in-migrants to and out-migrants from specific metropolitan areas
have identical levels of per capita income. The difference between this amount
and the actual change in aggregate income attributable to migration is then as-
cribable to the difference between in-migrant and out-migrant per capita in-

come, which is measured by:
1
Y,DIC = E dT (6)

where T is total migration. This component reflects the difference between
in-migrant and out-migrant per capita income weighted by the total volume of
migration (see Plane, 1999 for a more detailed discussion).

In summary, using the formulas developed by Plane (1999), we disaggregate
changes in aggregate income into two components: the net migration compo-
nent and the differential income components. We also disaggregate changes in
per capita income into its three components: in-migrant/stayer, out-migrant/
stayer, and in-migrant/out-migrants components.

In terms of census geography, the IRS income-migration data is only given as
state-to-state and county-to-county movements, the latter of which we are using
here. We match the county-to-county data with the EFIMR by aggregating the
data from the counties that constitute each of the 361 metropolitan areas found
in the EFIMR data. By matching the data from the counties with their metropol-
itan areas, we can show movements of households and their average pre-and

post-move incomes by metropolitan area.

5. Economic Freedom, Metropolitan Migration and
Income Change

Our 361 metropolitan areas are parsed into three groups based on their eco-
nomic freedom scores. We use standardized z-scores to assign each metro area
to one of three categories: High (+1 sd), Medium (0.99 to —0.99 sd) and Low (-1
sd) (Figure 1). Next, we calculate the total amount of migration and income
change as recorded in the 2011 to 2015 IRS data files across the economic free-
dom categories. Metropolitan areas with high levels of economic freedom expe-
rienced a net population gain through net in-migration of almost one million
people. On the other hand, the other two categories of metropolitan areas lost
close to a million people through net out-migration (Figure 2). We also disag-
gregated net migration of metropolitan areas into intra- and inter-state migra-
tion flows. The pattern is similar for both intra- and inter-state migration. We
should note at this point that these figures do not sum to zero because the data is
not symmetrical. That is, there are migrations in and out of smaller metropoli-

tan, micropolitan and non-metropolitan areas that are not included here.
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U.S. Metropolitan Economic Freedom Index
(categorized by standardized z-scores)

[ High EFI
] Medium EFI
[ Low EFI

Figure 1. Metro area economic freedom ranking.

LOW (5.5) I
B
S
o0
2 | ‘ ‘
S
= MEDIUM (6.5) I
S
=
|
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=
HIGH (7.5) -
High (7.5) Medium (6.5) Low (5.5)
Between States 816,495 -708,392 -141,195
= Within States 169,503 -38,600 -47,208
Net Migrants
Between States ™ Within States

Figure 2. Total net migration in U.S. metro areas by economic freedom index.

5.1. Aggregate Income Change

Changes in aggregate income from migration for all metro areas follow a pattern
similar to net migration patterns. Metropolitan areas with high levels of eco-
nomic freedom had higher aggregate income from net-migration, while the me-

dium and low groups had lower levels of aggregate income due to migration.
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Because migration is selective we want to see if it is the net total number of mi-
grants causing income change or differences in income between in- and out-mi-
grants that is the main agent of change. In order to do this, disaggregated in-
come change into two components: a net-migration component (NMC) where
areas gain income due to more in- than out-migration, and a differential income
component (DIC) where in- and out-migrants have different levels of income.
The patterns of metropolitan area income change due to the size and composi-
tion of migration flows are shown in Figure 3. Across the three categories of
metropolitan area economic freedom, metro areas with high levels of economic
freedom had increases in aggregate income from both net migration and diffe-
rential income components, although net migration is clearly the largest agent of
income change. Metropolitan areas with medium and low levels of economic
freedom lost income due to both net and differential migration. This suggests
that people across the income spectrum are, on average, leaving areas with lower
levels of economic freedom and moving towards areas with higher levels of eco-

nomic freedom.

5.2. Per Capita Income

Differences in per capita incomes are not simply the differences between metro
areas in average income per person between one year and the next. For example,
year one per capita income estimates are derived from metro area residents as of
April 1 of the current year. Figure 4 includes all non-migrants from the previous
year and each metro areas out-migrants. Year two per capita income estimates
include both non-migrants and in-migrants. Thus, year one estimates are
“pre-migration” estimates and year two estimates are “post-migration.” Again,
following Plane (1999) if we denote the number of non-migrants (stayers) as S

and their income as y,, then

$300,000,000

$200,000,0004

$100,000,000

Net Migration Component
$0 g Differential Income Component
Aggregate Income Change

Aggregate Income

$-100,000,000

$-200,000,000

$-300,000,000

& 5 <
~

Economic Freedom Groups

Figure 3. Aggregate income change by income-migration component.
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300.00

200.00

100.00

g In_Stayer Component

§ 0.00 Out_Stayer Component

= In_Out Component

'E Change in Per Capita Income
S -100.00

]

o

-200.00

-300.00

-400.00 . -
Q~\§ b\\)& O$
Q@

Economic Freedom Groups

Figure 4. Changes in per capita incomes by income-migration component.

Ay =[(Yss+y,1)/(S+1)]=[(¥s5+Y50)/(S +0)]

S+ O is the population base at the beginning of the period and § + 7is the
post-migration population. We can now disaggregate metro area per capita in-
come change into income differentials between in-migrants and stayers, between
out-migrants and stayers and between in-migrants and out-migrants. Each
component is weighted differently according to its relative size of non-, in-, and

out-migrants,
Ay =[(v1 = ¥.)18 (Yo +¥s )OS +(y1 = ¥ ) IO]/(S +1)(S +0)

We have labeled these components as in-migrant/stayer, out-migrant/stayer,

and in-migrant/out-migrant components, and calculate their values by,
Ay = Ay'S + AYOSC 4 Ay'oC
where:

Ay =(y, ~ys)18/[(S+1)(S +0)]
AY* =(ys - ¥o)0S/[(S+1)(S+0)]

AY'° =(y, - ¥o)10/[(S+1)(S+0)]

Metro areas in the high category experienced, on average, an increase in per
capita income over the four years presented here while areas in the medium and
low categories had declines in per capita income, on average, due to migration.
A number of items stand out. First, it is unusual for in-migrants to have, on av-
erage, higher incomes than non-migrants due to the age-structure of migration
(young people are more likely to migrate than older people and they tend to
have lower incomes). In fact, this is what we see in the low and medium catego-

ries where the in-migrant/stayer component is negative, i.e. per capita income
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decreases because in-migrants have lower incomes than stayers. On the other
hand, metropolitan areas with a high economic freedom experienced an increase
in per capita income because in-migrants had, on average, higher incomes than
stayers, which is not what we expected. In fact, metro areas with high levels of
economic freedom saw increases in average per capita income from all three
components (in-migrants had higher incomes than stayers, out-migrants had
lower incomes than stayers, and in-migrants had higher incomes than
out-migrants). As would be expected, metro areas in both the medium and low
categories had increases in per capita incomes due to the outmigrant/stayer
component (out-migrants had, on average, lower incomes than stayers), but
these increases were not enough to offset the decreases from in-migrants having

lower incomes than both stayers and out-migrants.

5.3. Within and between State Income Migration

One further decomposition that we thought would be interesting is examining
patterns within and between states. That is, are in-state migrants and out-of-
state migrants similar in terms of where they move relative to levels of economic
freedom? The short answer is—it depends. The longer answer is that there are
some new patterns, but the overall results are generally the same. First, however
it is important to point out that most of the net gains or losses for both migrants
and income are primarily from out-of-state migrants. The net gains or losses are
smaller within states because there is more bi-lateral migration (thus a smaller
net change) whereas longer distance migration tends to be more efficient or ef-
fective in redistributing people and income.

For changes in aggregate income, the patterns pretty much mirror the overall
change—except for the differential income component for within state movers.
Here the pattern is reversed with metropolitan areas with high levels of econom-
ic freedom losing income because, on average, in-migrants had lower incomes
than out-migrants, while for metropolitan areas in the low category the differen-
tial income component was actually positive. However, the net aggregate income
gained was not enough to offset losses in the net migration component and thus
the overall aggregate income change is the same (although of a significantly
lower magnitude).

Changes in per capita income, however, are more varied. For example, in the
in-state migration Table 1(a), we can see that in all three groups per capita in-
come declines due to in-migrants having lower incomes than stayers, and in-
creases because out-migrants have lower incomes than stayers, which is what we
would expect to see if migrants have lower incomes (because they are younger)
than those who do not migrate. These two processes more-or-less offset each
other so the deciding factor as whether or not per capita income increased or
decreased from within state migration is primarily due to differences in income
between in-migrants and out-migrants. As we saw earlier the end result is the

same. The between state migration changes in per capita income are just the
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Table 1. (a) Within state aggregate and per capita income change; (b) Between state ag-
gregate and per capita income change.

(a)

Net Differential Income PClnc
migration Income Change 1SC OosC IoC Change
(billions) (billions) (billions) &
High 3.6 -1.2 2.5 =321 350 26 56
Medium -1.7 -0.45 -2.1 -262 248 -14 =27
Low -1.7 1.2 -0.5 -335 327 -5 -13
(b)
Net Differential Income
. . PClInc
migration Income Change ISC 0oSC IOoC Change
(billions) (billions) (billions) &
High 26.7 6.2 32.9 533 =272 -13 248
Medium -27.5 -9.3 -36.7 103 -229 -99 -225
Low -3.6 -3.1 -6.7 -47 -111 —43 -200

opposite of the within state movements (Table 1(b)). Here metropolitan areas in
all groups gained income because in-migrants had higher incomes, on average,
than non-migrants but only metro areas with low levels of economic freedom
had declines in per capita incomes due to in-migrants having lower incomes
than stayers. In the end, similar to the overall pattern, only metropolitan areas
with high levels of economic freedom experienced, on average, net increases in
per capita incomes as a result of migration.

One observation that stands out is what appears to be a large selectivity dif-
ference of within-state and between state-migrants. Within-state migrants tend,
all else being equal, to have lower incomes than between-state migrants. The
broad pattern shown here does suggest that people are aware of differences in
the mix of government size, taxation, and regulatory regimes among metropoli-
tan areas. This awareness may come indirectly through employment growth and
cost-of-living differences, or it may come directly through knowledge of specific
policies, regulations, and taxes. However such knowledge is gained, it does ap-
pear that people do “vote with their feet” to indicate preferences. The most im-
portant votes, however, are made by out of state migrants. A second observation
is that metro areas with high levels of economic freedom actually lost income
through differential migration within the state, although overall aggregate in-
come increased. This suggests, at least in terms of intra-state migration, that mi-
grants who either have or can command higher incomes are less sensitive to tax

and regulatory burdens than those with lower incomes.

6. Example Metropolitan Areas

Using the EFIMR we identified at least one metropolitan area from each free-

dom category, with two from the high group and two from the low group. The
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metro areas included here were chosen because they reveal the complexity of
how total-migration and the composition-of-migrating populations interacting
with sending and receiving areas can affect spatial patterns of income change.
Table 2 contains the results showing aggregate income change due to the net
migration and differential income components of total, within-state, and be-
tween-state income-migration for selected metro areas and Table 3 shows
changes in per capita income by component.

One thing that these example cities illustrate is that there is not a direct corre-
lation between levels of economic freedom, net migration and positive changes
in local aggregate income (including the Miami (high EFI category), Austin
(medium high EFI category) and Sacramento (low EFI category) metro areas.
For example, Miami lost income because more people moved to other areas in
the state and to out-of-state locations than moved there (see the net-migration
column in Table 3). So how then did Miami actually gain income through mi-
gration? The column on Differential Income in Table 2 provides the answer:
massive amounts of income gain due to the higher incomes of in-migrants when
compared to out-migrants and stayers. Miami is a good example of a metropoli-
tan area that attracts higher income earning individuals from out-of-state and

sends lower income earning people mostly to other regions of the state. Austin,

Table 2. Aggregate income change by metropolitan area and component of change.

Net migration component Differential Income Income Change
(millions) Component (millions) (millions)
Metro Area EFI
Same Different Same Different Same Different
Total Total Total
State State State State State State
Nashville-Davidson-Murfreesboro-Franklin 8.0 130 960 972 40 92 249 170 1052 1221
Miami-Fort Lauderdale-West Palm Beach 7.5 -1118 —-861 -2128 157 7604 7910 -961 6743 5783
Austin-Round Rock 7.3 728 6147 6629 361 911 -303 1089 5237 6325
Chicago—NaperVille—Elgin 6.4 -319 —4910 —4763 264 —2692 —2893 -55 -7602 7656
Sacramento-Roseville-Arden-Arcade 5.6 603 -151 463 132 -167 —45 736 -318 418
Los Angeles-Long Beach-Anaheim 5.2 -3010 -2058  -5125 610 -501 166  —2400 —2559 —4959

Table 3. Per capita income change by metropolitan area and component of change.

Same State Different State Total
Metro Area pe inc
EFI ISC  OST 10C g:a:; ISC  OST  10C g:ai; change
Nashville-Davidson-Murfreesboro-Franklin 8.0 850 -778 73 144 3102 -2325 174 951 1095
Miami-Fort Lauderdale-West Palm Beach 7.5 714 -693 113 133 7705  -2684 5550 10571 10704
Austin-Round Rock 7.3 -226 460 902 1136 —644 537 —2341 —2447 -1311
Chicago-Naperville-Elgin 6.4 —449 489 354 394 -1968 928 —4022 -5062 —4668
Sacramento-Roseville-Arden-Arcade 56  —1355 1359 77 81 —-810 555 -59 -314 -233
Los Angeles-Long Beach-Anaheim 5.2 —-670 894 12 236 -29 57 -7 -93 143
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Texas is just the opposite of Miami. According to the IRS migration data, Austin
received the greatest number of net migrants between 2011/12 and 2014/2015.
This pattern is reflected in Austin’s increase in aggregate income due to net mi-
gration. However, Austin, unlike Miami, experienced a decrease in total aggre-
gate income due to the compositional flow of migrants with in-migrants having
lower incomes than stayers or out-migrants. Nevertheless, total income change
was positive for both Miami and Austin even though the increases were gained
through different types of migration patterns.

Los Angeles is similar to Miami except its increase in income from the diffe-
rential income component is not large enough to offset the large decrease in ag-
gregate income from the net-migration component. Aggregate income in Los
Angeles declined due to net out-migration both to in-state and out-of-state loca-
tions, but actually gained aggregate income through the differential income
component from in-state migration. This suggests that for in-state migration,
lower income people leave Los Angeles for other areas of the state, and higher
income individuals move to Los Angeles. For out-of-state migration, Los An-
geles loses aggregate income from both income migration components.

Sacramento presents an interesting case of a large metropolitan area with a
relatively low economic freedom score that still gained population from net-
migration and experienced an increase in aggregate income, which is not what
we expected. However, once we disaggregate between in-state and out-of-state
migration it is easier to explain. All of Sacramento’s gains in aggregate income
come from within state migrants. Sacramento actually loses aggregate income
from migration to other states. The gains from the in-state migration more than
offset the losses due to out-of-state migration. Sacramento is relatively more at-
tractive to in-state rather than out-of-state migrants and is a good indicator of
why it is important to disaggregate by intra- and inter-state migration. Nashville
and Chicago represent examples of metro areas with a large number of net
in-migration (Nashville) and net out-migration (Chicago) and the concomitant
changes in aggregate income expected from their level of economic freedom.
Whether or not it is in-state or out-of-state migration, Nashville increases in
population and income while Chicago declines.

We also examined per capita income changes disaggregated by in-, out-, and
non-migrants both within-and between-states. These results can be seen in
Table 3. Just as a quick reminder, changes in metropolitan wide per capita in-
come due to migration is determined by differences between inmigrant/stayer
income, out-migrant/stayer income, and in-migrant/out-migrant income. The
data is also grouped by within- and between-state migration. Examining per ca-
pita income is important because it can be positive even if aggregate income
change is negative, and negative even if aggregate income change is positive.
This is exactly what we see happening with Austin, Sacramento, and Los Angeles.
Austin and Sacramento both experienced increases in total aggregate income but

had rather large declines in per capita income due to the compositional mix of
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in- and out-migrants. In Austin’s case, the largest contributor to the decline in
per capita income was in-migrants having significantly lower average incomes
than out-migrants, together with lower incomes than stayers.

Although Austin is a large metropolitan area, it is also the state capitol and
houses the University of Texas’ main campus, which may explain the large in-
flow of people with lower incomes. Sacramento is a bit different in that almost
all of the decline in per capita income is due to the in-migrant-stayer compo-
nent. Los Angeles experienced just the opposite impact when aggregate income
declined, but per capita income increased. The increase came from the relatively
lower incomes of out-migrants compared to stayers and in-migrants, but only
for in-state migration. Both Sacramento and Los Angeles had larger impacts
from in-state as opposed to out-of-state migration. All of the other metro areas
studied had larger impacts from migration between states rather than within
state, although all of metros increased in per capita income from within state
migrants and four of the six had losses in per capita incomes from out-of-state
migrants. The two exceptions were the two cities with the highest EFIs: Nashville
and Miami. These two metro regions were also distinctive in that per capita in-
come increased because in-migrants had higher average incomes than both
stayers and out-migrants, but both had declines in per capita income because
out-migrants also had higher income than stayers. This certainly begs the ques-
tion of why would both in- and out-migrants have higher incomes than stayers?
It may have to do with the size and structure of the metropolitan areas and their
neighbors, but without finer grained geographical data, it is impossible to de-

termine.

7. Conclusions

Patterns of migration are influenced by not only individual/family characteris-
tics and circumstances, but also by the characteristics of sending and receiving
locations. The purpose of this paper is to examine the effect of differing levels of
economic freedom among U.S. metropolitan areas on migration and income
change. While economic freedom is only one of many factors that affect migra-
tory patterns, previous research, as discussed earlier in the paper, has shown
that, all else being equal, economic freedom has both direct and indirect effects
on where people move from and where they move to.

This research supports previous findings by showing that individuals/families
tend to move away from metropolitan areas with lower levels of economic free-
dom and move to metropolitan areas with higher levels of economic freedom, all
else being equal. However, this relationship is not completely linear and it is
confounded by whether or not the move is within or between states. We also
find that both aggregate and per capita income change due to migration are
generally positive for metropolitan areas with greater levels of economic free-
dom and negative for metropolitan areas with lower levels of economic freedom.

For most metropolitan areas the increases or losses in aggregate and per capita
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income are due to differences in net migration (i.e. Nashville). Differences in
income between in- and out-migrants (differential income) also play an impor-
tant role for some metropolitan areas, for example Los Angeles experienced net
out-migration and a decline in aggregate income, but actually gained in per ca-
pita income due to in-migrants with higher average income than out-migrants,
all of which was due to in-state not out-of-state migrants. Overall economic
freedom seems to be an important determinant of migration and have positive
effects on aggregate and per capita income.

There are a few caveats. First, this research only covers four years and may not
represent longer-term trends. How the IRS gathers this data set changed signifi-
cantly in 2011/2012 and thus created a discontinuity with previous year’s data.
The good news is that current data collection methods are more comprehensive
and inclusive and thus provide a better, although still somewhat murky, picture
of migration and income change in the U.S. Second, we simply exam
net-migration disaggregated by intra- and interstate moves between metropoli-
tan areas controlling only for differences in economic freedom. There certainly
are other factors that influence spatial migration patterns, and many of these
factors are more important than economic freedom (see literature discussed ear-
lier). A more rigorous modeling approach is needed in order to control for other
important variables and determine their relative contribution to variations in
spatial mobility, as well as controlling for specific geographic context (see
Shumway & Davis, 2016). Nevertheless, this research does suggest that economic
freedom is important and should be considered one of the core variables in-
cluded within any extensive examination of spatial mobility. It is also important
relative to policy as a number of the components that determine levels of eco-
nomic freedom can be influenced by local and state governments, particularly
those relating to entry barriers to certain types of economic activities, local tax
levels, transfer payments, and size of local government payrolls. Judicious use of
regulatory and fiscal instruments in order to enhance local economies is within
the purview of metropolitan and state governments. Finally, and most impor-
tantly, this research supports the idea that, in a federal system that allows some
level of autonomy among its sub-units, people can and do use migration as a
means of expressing their preferences for different types of governments, gov-

ernment programs, and government interventions in the market.
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