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Article

State Adoption of Tax 
Policy: New Data and 
New Insights

Thomas J. Hayes1 and Christopher Dennis2

Abstract
This article examines the factors that influence two important areas of state 
tax policy—the adoption of an income tax as well as whether a state permits 
deducting federal income taxes against state individual income taxes. We 
focus on a factor that has largely been unexplored, the flow of income going 
to the Top 1% of earners. Using data from two different time periods (1916-
1937 and 1960-2003), we find that the share of income received by the 
richest 1% of taxpayers corresponds with both the likelihood states will 
adopt an income tax as well as whether states allow deductions of federal 
income tax against state individual income taxes.

Keywords
state politics, inequality, tax policy, state income tax, deductibility

Introduction

The link between state taxation and income inequality has been largely unex-
plored, owing to the unavailability of data. Yet, the progressivity of a state’s 
tax system can affect income inequality within a state substantially. An indi-
vidual state’s decision to adopt an income tax, for example, can have pro-
found implications on the distribution of income within a state as well as the 
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social safety net available to poor citizens. Although state tax policy has 
received attention over time (e.g., F. S. Berry & Berry, 1992, 1994; Hansen, 
1983; Nicholson-Crotty, 2008), our analysis adds an important factor that has 
been unavailable to researchers until recently—the percentage of income 
going to the wealthiest individuals in a state (Top 1% of earners).

Another key aspect of state tax policy that has not previously been studied 
is whether a state permits deducting federal income taxes against state indi-
vidual income taxes. States in which income taxpayers are permitted to 
deduct their federal income taxes from their state individual income taxes 
raise less revenue than if federal income taxes are not deducted from state 
individual income taxes. Furthermore, as the federal income tax is progres-
sive, permitting state income tax payers to deduct federal income taxes 
against their state individual income tax liability will disproportionately 
benefit upper-income individuals and will make a state’s individual income 
tax less progressive (Davis, Gardner, McIntyre, McLynch, & Sapozhnikova, 
2009, p. 9).

For the first time, we examine the extent to which massive concentrations 
of wealth affect state tax policy. To do so, we re-examine the adoption of state 
individual income taxes over the time period between 1916 and 1937, which 
was previously analyzed by F. S. Berry and Berry (1992). We also examine 
an aspect of state taxes that has a large impact on the amount of money states 
receive in taxes, but has been largely unexplored: the deductibility of federal 
income taxes against state individual income taxes. As an important way in 
which states can combat income inequality is through social programs that 
help the disadvantaged, examining adoption of an income tax and the deduct-
ibility issue are important topics.

The Politics of State Taxation

The literature examining the politics of state taxation has largely dealt with 
three questions. First, what political and economic factors affect the likeli-
hood that a state will adopt a particular tax (e.g., F. S. Berry & Berry, 1992; 
Hansen, 1983)? Second, what political and economic factors affect the distri-
bution of a state’s tax burden over various income groups (e.g., Berch, 1995; 
Chernick, 2005; Dennis, Medoff, & Stephens, 2011; Dennis, Moore, & 
Somerville, 2007; Hansen, 1983; Lowery, 1987; Morgan, 1994)? Third, how 
do state tax policies affect policy outcomes (e.g., state labor policies and 
employment, Hansen, 2006; the growth rate of state’s economy, Brace, 1993; 
and the stability of a state’s revenue, Hansen, 1983)?

The seminal work of F. S. Berry and Berry (1992) finds support for a 
political opportunity explanation of state tax adoptions in that the time until 
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the next election, presence of a fiscal crisis, and policy diffusion all create 
opportunities for politicians to shield themselves from the costs of imposing 
a tax increase on citizens. We extend the analysis by F. S. Berry and Berry 
(1992) to examine the degree to which income concentration influences the 
adoption of a state income tax, as well as whether a state permits deducting 
federal income taxes against state individual income taxes.

This study advances our knowledge of both the adoption by a state of an 
individual tax as well as the deductibility issue by using a variable that might 
be important but has only recently become to be available and has not been 
widely used: the share of income going to the richest 1% of taxpayers (i.e., a 
very high-income group). The percentage of income going to the Top 1% for 
1916-2003 by state can be seen in Figure 1. As the figure shows, there is 
considerable variation both between states as well as within states over time. 
Given that the U.S. Federal tax system has become less progressive while 
income inequality has increased (e.g., Bartels, 2008; Hacker & Pierson, 2011; 
Piketty & Saez, 2007a), there is reason to suspect that there is an important 
relationship between growing inequality and tax policy.

Expectations and Hypotheses

Our main set of expectations concern the concentration of income in a given 
state. We expect the concentration of income to influence the decision of 
whether a state adopts an income tax as well as permits the deduction of fed-
eral income taxes against state income taxes. The expectation that the con-
centration of wealth affects state tax policy can be manifested in a number of 
ways.

Larger shares of income going to the Top 1% and a highly concentrated 
share of income might lead to greater influence of the wealthiest Americans 
on policy. As scholars have begun to investigate the causes of rising inequal-
ity within the United States, this is one of the most common explanations, 
that increasing concentration of wealth leads to greater influence in the politi-
cal system (e.g., American Political Science Association Task Force, 2004). 
Given previous findings that show the wealthy are likely to receive better 
representation and have more influence on policy than the less well off, we 
expect the percentage of income going to the Top 1% of Americans to influ-
ence tax policy at the state level. This expectation stems from literature that 
finds the wealthy have benefited substantially over the course of American 
history (e.g., Hacker & Pierson, 2011; Phillips, 2003; Piketty & Saez, 2003) 
and that this group may receive disproportionate influence in American poli-
tics (e.g., Bartels, 2008; Carnes, 2012; Ellis, 2012; Gilens, 2005, 2012; 
Hacker & Pierson, 2011; Hayes, 2013; Kelly, 2009). We might expect this 
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influence and power of the wealthy to manifest itself in efforts to prevent the 
adoption of an income tax. Just as recent studies find politicians largely 
ignoring the preferences of the poor and instead responding consistently to 
the wealthy (e.g., Bartels, 2008; Hayes, 2013) or those that find both political 
parties responding more to wealth over time (e.g., Hacker & Pierson, 2011), 
we might expect this phenomenon to be present during an earlier period. A 
greater share of income going to the Top 1% might to lead to more power and 
influence among this group to resist efforts of a state implementing an income 
tax or for allowing deductions of federal income taxes against state individual 
income taxes. This power and influence should be observed at the policy 
level. Therefore, the Power of the Top 1% Hypothesis predicts that states will 
be less likely to adopt an income tax as the share of income flowing to the 
Top 1% of earners increases. Moreover, a state will be more likely to permit 
the deduction of federal income taxes against state individual taxes as the 
share of income going to the Top 1% of earners increases.

While the previous hypothesis predicts that increasing shares of income 
flowing to the wealthy will lead to increased power of this group manifested 
in preventing the adoption of state income taxes, we present an alternative 
explanation. As states have a need to take in revenue through taxation, 
increased concentration of income might lead to states targeting the wealthy 
as a way to raise funds. As research shows that the effect of income on politi-
cal preferences is not consistent across states (e.g., Gelman, Park, Shor, 
Bafumi, & Cortina, 2008), we argue that states with high concentrations of 
wealthy individuals might not uniformly oppose the institution of a state 
income tax. In fact, the very existence of large concentrations of income 
flowing to the wealthy might lead to the implementation of progressive taxa-
tion if the wealthy prefer such policies (e.g., Gelman et al., 2008). Moreover, 
scarcity has the potential to breed contempt and resentment. When wealth is 
scarce, people might be more resentful of those who are doing well. Therefore, 
high concentrations of wealth might create a political opportunity for state 
governments to impose a tax as the wealthy in some states may prefer pro-
gressive policies, resentment among the general public is high, and states 
have a need for revenue.

This explanation does not deny that the wealthy may receive dispropor-
tionate influence on policy. Rather, this perspective makes the case that this 
influence is likely to wane when income becomes so concentrated that either 
the public desires changes in policy or state governments have a need to 
increase revenue from this group receiving disproportionate shares of income. 
Moreover, this power and influence of the wealthiest individuals might also 
not be uniform in the sense that not all of the wealthy may stand against 
increases in taxes, especially in times of extremely high concentration. Our 
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contention is that massive concentrations of wealth toward the Top 1% lead 
to a desire of state governments to adopt an income tax to capture some of 
this income flowing to the wealthiest households. Rather than simply giving 
political power to the wealthiest, large flows of income to the Top 1% might 
create a stronger desire among states to adopt an income tax or resist efforts 
to allow deductions of federal income tax against state individual income tax. 
This expectation flows from research finding that state economic develop-
ment increases the likelihood of adopting a tax (e.g., Barro, 1986) and demand 
for government services (e.g., F. S. Berry & Berry, 1992; W. D. Berry & 
Lowery, 1987; Mann, 1980; Wagner, 1877). Moreover, good economic times 
might provide political opportunity to politicians seeking cover for instituting 
a tax on their constituents (e.g., F. S. Berry & Berry, 1992; Hansen, 1983).

Therefore, the Tax the Wealthy Hypothesis predicts that states will be more 
likely to adopt an income tax as the share of income flowing to the Top 1% of 
earners increases. A corollary to this hypothesis, the State Growth Hypothesis 
predicts that states should be more likely to adopt an income tax during good 
times (e.g., the Roaring 20’s) than bad times (e.g., Great Depression). Here, 
states will be more likely to follow the Keynesian prescription of resisting 
efforts to raise taxes during difficult economic times. Moreover, states should 
be less likely to permit deducting federal income taxes against state individ-
ual income taxes as the percentage of income flowing to the Top 1% is great. 
This is because permitting deductions decreases the revenue a state may take 
in.

In the next section, we detail the data used for this study, which encom-
passes a longtime period and examines both the politics surrounding the deci-
sion of a state to adopt an income tax as well as the deductibility issue.

Data and Method

We compiled a large data set drawing from multiple sources. All variables 
and their full descriptions used in the analyses can be found in Appendix A. 
As we are interested in the determinants of both a state’s decision of whether 
to adopt an income tax as well as whether to permit deducting federal taxes 
against individual taxes, we use two different dependent variables. First, we 
model the enactment of an individual income tax by a state over the entire 
1916-1937 period,1 with Adoption of an income tax as the dependent vari-
able.2 For the analyses covering the 1916-1937 era, we use data from F. S. 
Berry and Berry (1992) and W. D. Berry, Fording, Ringquist, Hanson, and 
Klarner (2010). For our purposes, the enactment by a state of an individual 
income tax is a nonrepeatable event (once a state enacts an individual income 
tax, its probability of future enactment drops to zero and the state is 

 at UNIV OF CONNECTICUT on September 23, 2014apr.sagepub.comDownloaded from 

http://apr.sagepub.com/


Hayes and Dennis 935

eliminated from further analysis).3 Second, we examine deductibility for the 
1960-2003 period. The dependent variable Deduct is coded “1” if a state 
permits deduction of federal income taxes against state individual income 
taxes and “0” otherwise. Data on the deductibility of federal income taxes 
against state income taxes was taken from Documentation for a Comprehensive 
Historical U.S. Federal and State Income Tax Calculator Program (category 
“dedfed”—Bakija, 2008). In these analyses, the dependent variable Deduct is 
coded so that a score of “1” means a state does permit deduction of federal 
income taxes against state individual income taxes while a score of “0” means 
a state does not permit deduction of federal income taxes against state indi-
vidual income taxes.

We include a number of covariates in each of our models. First, we use a 
measure of real Income, which is defined as, “ . . . state per capita income in 
the nearest ‘even’ decade year divided by national per capita income in the 
same year.” We also measure the percent of the population living in an Urban 
area (multiplied by 100). We include two measures of the time until election 
Elect 1, a dummy variable (coded “1” in the year of a gubernatorial election, 
0 = otherwise) and Elect 2 (coded “1” if the year immediately following a 
gubernatorial election, 0 = otherwise). In addition, we include a variable 
Neighbor State Adoption, which measures the number of surrounding states 
that have enacted an individual income tax by the previous year.4 Annual data 
on citizen ideology and Institutional Ideology by state were supplied by W. 
D. Berry et al. (2010). As these data series do not begin until 1960, we do not 
analyze the 1938-1959 period.5

We also include a measure of partisan control of state legislatures as well. 
Given that the literature on state tax policy finds such an integral role for the 
strength of the political parties in shaping outcomes, we expect a significant 
influence by state political parties on both the adoption of an income tax as 
well as the decision to allow for deduction of federal income taxes against 
state individual income taxes (e.g., Alt & Lowry, 2003; Berch, 1995; 
Chernick, 2005; Dennis et al., 2007; for a review of the federal government 
literature, see Franzese, 2002).

F. S. Berry and Berry’s (1992) measure of state government ideology 
assumes all southern Democrats are conservative. While this is likely during 
an earlier period (e.g., pre-1970s), this is unlikely to be the case in all instances 
in the contemporary political era. Therefore, our measures of party control do 
not make this assumption. We use two dummy variables to measure party 
control of state government: Democratic control (1 if the governor and a 
majority of both houses of the state legislature are held by the Democratic 
Party, 0 if not) and Grand Old Party (GOP) control (1 if the governor and a 
majority of both houses of the state legislature are held by the Republican 
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Party, 0 if not). Following F. S. Berry and Berry (1992), we measure State 
Ideology with a scale ranging from 0 to 1 (southern states are scored as “0”; 
non-southern states receive a cumulative Democratic strength scores as fol-
lows: 0.5 for a Democratic governor and 0.25 for each house of the state 
legislature in which a majority of members are Democrats—thus a non-
southern state with a Democratic governor and one house of the state legisla-
ture controlled by the Democratic party would receive a score of 0.75).6 As F. 
S. Berry and Berry’s (1992) measure of state ideology is similar to our added 
measure of partisan control, we use Democratic Presidential Vote Share from 
the previous election as an alternative measure of state ideology as well. In 
addition, we control for Southern states (South).

As a state individual income tax has the potential to significantly redistrib-
ute the burden of state taxes toward upper income groups, we analyze the 
impact of the percentage of income going to the richest 1% of taxpayers as an 
independent variable (Top 1). Over the past several decades, income inequal-
ity in the United States has widened considerably. As Greenstein and Shapiro 
(2003) note, during the period from 1979 to 2000 the average after-tax income 
of the richest 1% of households increased by 201%, while the corresponding 
figures for the middle fifth and bottom fifth were 15% and 9%. The greatly 
increasing share of pre-tax income accruing to the richest 1% of households 
has led to the greatest disparity in incomes in the United States in the last 50 
years (Piketty & Saez, 2007b). The percentage of income going to the richest 
1% of taxpayers is a good measure of the effect of income inequality in the 
upper income ranges.7 Data on the percentage of income going to the richest 
1% of taxpayers were taken from Sommeiller (2006). This data series is annual 
from 1916 to 1937 and is a tax unit, not household-based data set.8 The data 
on the partisan composition of state legislatures and the governorship were 
supplied by Robert Lowery, Party Affiliations in the State Legislatures, and 
from various issues of the Statistical Abstract of the United States.

This study uses discrete history analysis (Allison, 1984; F. S. Berry & 
Berry, 1992). The event history analysis estimation technique has several sig-
nificant advantages over estimation by more conventional methods. First, as 
annual longitudinal variation over the time period of study is incorporated in 
the data set, the hypothesized determinants of the probability that a state will 
enact an individual income tax in that year vary substantially from year to 
year. Second, the pooled cross-sectional time-series approach of event his-
tory analysis allows the dependent variable—the enactment of an individual 
income tax by a state in a given year—to be a function of the independent 
variables in that given year. Third, event history analysis can explain an event 
that is relatively infrequent. Thus, the event history analysis estimation tech-
nique significantly improves the ability of a model to analyze the factors that 
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induce states to adopt the individual income tax.9 In the following section, we 
detail our findings, first for the adoption of a state income tax and next for the 
deductibility issue.

Findings: Adoption of State Income Tax

As the study of F. S. Berry and Berry (1992) is seminal in the literature on the 
influence on state income tax adoption, we begin by replicating this work over 
the time period between 1916 and 1937. In addition, we extend this analysis to 
investigate additional influences on state income tax adoption. For the depen-
dent variable Adoption, a state receives a score of “0” in each year it does not 
adopt an individual income tax. If a state adopts an individual income tax, it 
receives a score of “1” for that year and no score after that year.10

Table 1 shows the results of various models of the enactment of an indi-
vidual income tax by a state between 1916 and 1937. To assess how our 
empirical results differ from F. S. Berry and Berry (1992), the first column of 
Table 1 shows the results for our replication of F. S. Berry and Berry’s (1992) 
model. The results indicate that greater per capita Real Income and guberna-
torial election years (Elect 1) reduce the likelihood that a state will enact an 
individual income tax. In addition, the year following a gubernatorial elec-
tion (Elect 2) also reduces the likelihood a state will adopt an income tax. 
Conversely, the more liberal the ideology of a state’s government (State 
Ideology), the more likely a state will enact an individual income tax. These 
results, seen in the first column of Table 1, are virtually identical to those 
presented in F. S. Berry and Berry (1992, Table 1), indicating that our replica-
tion of the author’s results is successful.11

Our update to the F. S. Berry and Berry (1992) model provides an interest-
ing set of results. The second column of Table 1 displays the empirical results 
with additional control variables. Once again, the gubernatorial election year 
(Elect 1) and year following a gubernatorial election (Elect 2) are negative and 
statistically significant. Democratic Presidential Vote Share is positive and 
statistically significant at the 0.20 level, indicating more democratic states are 
more likely to adopt an income tax.12 Republican control (GOP control) and 
South are negative and statistically significant at the 0.20 level as well, show-
ing that Southern states and those controlled by the Republican party were less 
likely to adopt an income tax. The variable measuring the personal income 
going to the richest taxpayers (Top 1) is both positive and statistically signifi-
cant (at the 0.20 level), indicating that the greater share of income flowing to 
the wealthy increases the likelihood that a state will adopt an income state.

The degree to which the distribution of income going affects the likeli-
hood a state will adopt an individual income tax during the 1916-1937 period 
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Table 1. Event History Analysis Model of State Adoption of an Individual Income 
Tax Over the 1916-1937 Era.

F. S. Berry 
and Berry 
(probit; 
1992)

Additional 
controls 
(probit)

Probit 
interaction

Cox 
proportional 

hazards 
model

Cox model 
(with 

interaction)

Change PC 
income

−1.803** −1.946† −7.350*** −1.550 −13.35***
(0.892) (1.201) (2.248) (2.437) (5.102)

Urban 0.0165† 0.0132 0.0100 −0.0120 −0.0258
(0.0110) (0.0124) (0.0137) (0.0304) (0.0358)

Fiscal −1.212† −1.057† −0.364 −1.465 0.176
(0.801) (0.822) (0.841) (2.078) (2.010)

Elect 1 −0.925*** −0.941*** −1.156*** −2.255** −2.161**
(0.302) (0.316) (0.366) (1.062) (1.071)

Elect 2 −0.625* −0.583* −0.635* −1.815* −1.703†

(0.339) (0.338) (0.359) (1.059) (1.067)
Neighbor state 0.0189 0.0747 0.0818 −0.00324 −0.127
Adoption (0.123) (0.149) (0.165) (0.339) (0.362)
State ideology 0.788** — — — —

(0.319)  
Democrat 

presidential
— 0.0143† 0.0159† 0.00982 0.00386

Vote share (0.0110) (0.0122) (0.0256) (0.0280)
Democrat control — −0.401 −0.312 −1.053 −1.036
 (0.419) (0.442) (0.827) (0.848)
GOP control — −0.456† −0.552* −0.434 −0.902
 (0.308) (0.334) (0.689) (0.768)
Top 1 — 0.0428† −0.389*** 0.122** −0.685**

 (0.0312) (0.145) (0.0576) (0.332)
South — −0.669† −0.665 0.0270 0.485

 (0.516) (0.543) (1.105) (1.079)
Year counter — 0.00153 0.00249 — —

 (0.0257) (0.0287)  
PC income × 

Top 1
— — 0.450*** — 1.031***
 (0.142) (0.350)

Constant −0.915* −1.249 3.857* — —
(0.502) (0.989) (1.981)  

Observations 595 578 578 534 534
Pseudo R2 .163 .158 .22 — —
Log-likelihood −70.37 −67.4 −62 −69.32 −63.35

Note. Standard errors are given in parentheses. PC = per capita.
†p < .20. *p < .10. **p < .05. ***p < .01.
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can be seen in Figure 2. This figure shows the substantive significance of the 
income going to the Top 1% of taxpayers by providing the predicted values 
of the Top 1 variable, while holding other variables at their means (Fox, 
2003). The solid line indicates the predicted values of the percentage of 
income going to the Top 1% (Top 1) along with the dotted lines indicating 
confidence intervals for the predicted values. The tick marks along the x-axis 
show the distribution of the variable measuring the percentage of income 
going to the richest 1% of taxpayers.13 Therefore, Figure 2 shows that as the 
percent of income going to the Top 1% in a state increases, so too does the 
probability that a state will adopt an individual income tax. While the confi-
dence intervals are quite large, there remains a slight shift in probability of 
adopting an income tax as the percentage of income going to the wealthiest 
increases. This finding provides support for the Tax the Wealthy Hypothesis, 
as states are more likely to adopt an income tax if there is a substantial por-
tion of income going to the wealthiest citizens.

As discussed previously, there is reason think that the difference between 
“good times,” such as the Roaring 20s, and “bad times,” such as the Great 
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to Top 1% (1916-1937).
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Depression, might have an effect on the likelihood that a state enacts an indi-
vidual income tax. Therefore, column 3 of Table 1 reports the results for the 
probit model in which an interaction in included between the change in per 
capita Income and the percentage of income going to the Top 1%. While the 
interaction is positive and statistically significant, the substantive signifi-
cance of the interaction can be seen in Figure 3.

Figure 3 displays the probability a state will adopt an income tax (y-axis) 
for different values of the change in per capita Income, plotted against the Top 
1% variable on the x-axis. Substantively, this figure shows that the probabil-
ity of a state adopting an income tax is highest when the economy is strug-
gling (e.g., low values of per capita Income). However, this likelihood of 
adopting an income tax decreases as income becomes more concentrated. 
This interaction suggests little support for the State Growth Hypothesis, as 
the probability of adopting an income tax decreases as the state economy 
improves. Yet, there is some support for the Power of the Top 1% Hypothesis, 
as struggling states are less likely to adopt an income tax as the percentage of 
income flowing to the Top 1% increases.

Figure 3. Predicted margins of interaction effect (change PC income × Top 1).
Note. PC = per capita.
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As the original F. S. Berry and Berry (1992) study was criticized for fail-
ing to “control for time” (e.g., Mooney, 2001), we also include estimations 
using a Cox proportional hazard (CPH) model (Cox, 1972), which can be 
seen in columns 4 and 5 of Table 1.14 Here, the results are similar to that of 
the probit model. The gubernatorial election year (Elect 1) and year following 
a gubernatorial election (Elect 2) are negative and statistically significant. 
Once again, personal income going to the richest taxpayers (Top 1) is both 
positive and statistically significant. In addition, the interaction between per 
capita Income and the percent income going to the Top 1% is positive and 
statistically significant, just as it is in the probit estimation.

Our addition to the F. S. Berry and Berry (1992) model produces interest-
ing and important results. We find that the concentration of wealth matters. 
When examining the period between 1916 and 1937, we find a positive rela-
tionship between income going to the Top 1% and the likelihood a state will 
adopt an income tax. These findings lend support to the Tax the Wealthy 
Hypothesis and do not support the Power of the Top 1% Hypothesis. States 
are more likely to adopt an income tax when there are higher percentages of 
income flowing to the Top 1%. In addition, the interaction between Change 
in per capita Income and the percentage income going to the Top 1% demon-
strates some support for Power of the Top 1% Hypothesis yet little for the 
State Growth Hypothesis, as struggling states are less likely to adopt an 
income tax as the percent of income going to the Top 1% increases.

Findings: Deductibility

Thus far, we have examined the enactment of an individual income tax by 
states over time. The enactment of an individual income tax by a state is a 
highly visible and very salient issue. The impact of the factors we have been 
examining: party control of state government, institutional ideology, citizen 
ideology, the electoral cycle, and change in both the amount and distribution 
of income could be quite different on a very important, but more technical 
and less visible state income tax issue. To examine this possibility we look at 
the deductibility of federal income taxes against state individual income 
taxes. This is an issue that significantly affects both the amount of money a 
state raises through its income tax and the distribution of the tax burden.

Table 2 presents the empirical results from applying the similar models as in 
Table 1 to the deductibility issue. The dependent variable Deduct is coded so 
that a score of “1” means a state does permit deduction of federal income taxes 
against state individual income taxes while a score of “0” means a state does 
not permit deduction of federal income taxes against state individual income 
taxes. In addition, as states frequently change their policy on deducting federal 
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income taxes against state income taxes, the dependent variable receives a 
score for each year over the 1960-2003 period in which it has an individual 
income tax.15 Thus, only states that have an individual income tax appear in the 
analysis that follows.

Table 2. Estimates for Event History Analysis Models of Deducting Federal 
Income Taxes Against State Individual Income Taxes Over the 1960-2003 Era.

Probit 
model

Probit 
interaction 

GDP

Cox 
proportional 

hazards model

CPH 
interaction 

GDP

Institutional 0.0212*** 0.0212*** 0.0238*** 0.0239***
Ideology (0.00644) (0.00644) (0.00804) (0.00804)
Citizen ideology −0.0293*** −0.0293*** −0.0321*** −0.0322***

(0.00347) (0.00347) (0.00405) (0.00406)
Change PC −0.122† −0.159 −0.170* −0.0300
Income (×1,000) (0.0751) (0.241) (0.0870) (0.266)
Elect 1 −0.0389 −0.0401 −0.0300 −0.0254

(0.0896) (0.0899) (0.117) (0.117)
Elect 2 0.0720 0.0713 0.00828 0.0104

(0.0806) (0.0807) (0.104) (0.104)
Top 1 −0.0814*** −0.0848*** −0.468*** −0.456***

(0.0240) (0.0319) (0.0311) (0.0381)
Democrat control −0.510*** −0.511*** −0.145 −0.148

(0.111) (0.111) (0.142) (0.142)
GOP control 0.422*** 0.422*** 0.477*** 0.475**

(0.144) (0.144) (0.185) (0.185)
South −0.164† −0.164† −0.0382 −0.0412

(0.104) (0.104) (0.126) (0.126)
State GDP −0.0166* −0.0165* 0.0408*** 0.0409***

(0.00850) (0.00850) (0.00765) (0.00766)
Year counter −0.0175*** −0.0175***  

(0.00366) (0.00367)  
GDP*Top 1 0.00659 −0.0273

 (0.0408) (0.0491)
Constant 0.992*** 1.010***  

(0.335) (0.353)  
Observations 1677 1677 2008 2008
Pseudo R2 .101 .101 .062 .062

Note. Standard errors are given in parentheses. CPH = Cox proportional hazard; PC = per 
capita.
†p < .20. *p < .10. **p < .05. ***p < .01.
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Column 1 of Table 2 presents probit results for the factors that influence 
the deductibility of federal income taxes against state individual income 
taxes. The results are noticeably different than for the adoption of an indi-
vidual income tax. A more liberal state government (Institutional Ideology) 
increases the likelihood a state will permit deducting federal income taxes 
against individual state income taxes. Citizen Ideology is negative and highly 
statistically significant: The more liberal the state’s citizens, the less likely 
the state is to permit deducting federal income taxes from state individual 
income taxes. As expected, Democratic control of the state legislature 
decreases the likelihood of states permitting deductions while Republican 
control of the state legislature increases the likelihood. Southern states are 
less likely to permit deductions than other states.

Furthermore, both income variables are statistically significant. The 
greater the increase in real disposable Income per capita, the less likely a state 
permits deducting federal income taxes against state income taxes. In addi-
tion, the greater the share of income going to the richest 1% of taxpayers, the 
less likely a state permits deducting federal income taxes against state indi-
vidual income taxes.16 Thus, both an increase in real disposable income per 
capita and the share of income going to a very high-income group effects 
reduces the likelihood that a state with an individual income tax will permit 
taxpayers to deduct federal income taxes from their state individual income 
taxes. This finding gives support to the Tax the Wealthy Hypothesis, which 
predicts that states will be less likely to permit the deduction of federal 
income taxes against state individual income taxes, if the percentage of 
income flowing to the Top 1% is great.

Figure 4 shows that the percent of income for the Top 1% in each state has 
quite a large impact on whether deductibility is permitted. This figure con-
tains a solid line that indicates the predicted values of the percentage of 
income going to the Top 1% with the dotted lines indicating confidence inter-
vals for the predicted values. The tick marks along the x-axis show the distri-
bution of the variable measuring the percentage of income going to the richest 
1% of taxpayers. The figure shows a clear negative relationship between the 
share of income for the wealthy and the likelihood a state will allow taxpay-
ers to deduct federal income taxes from their state taxes.

Just as in the previous analysis, we include the results from a CPH model, 
which can be seen in column 2 of Table 2. In this model, we include a mea-
sure of state economic growth (State GDP). The statistical results of this 
model are similar to those of the probit analysis, although the Democratic 
control and Southern states variables do not retain statistical significance in 
this model. State GDP is positive and statistically significant, indicating that 
as states do better economically, they are more likely to permit deductions. 
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The results from each model provide support for the Tax the Wealthy 
Hypothesis as states are less likely to permit deductions when there is a 
greater share of income flowing to the Top 1%.

We also include an interaction in both models (columns 2 and 4 of Table 2) 
between State GDP growth and the income going to the Top 1%. While the coef-
ficient measuring the interaction is not statistically significant, graphically the 
results of the interaction are similar to those in the previous model. Figure 5 
displays the predicted margins for the interaction between State GDP and the 
Top 1 variables. As the figure shows, the probability of states allowing deduc-
tions of federal taxes from state taxes decreases for various levels of state GDP 
growth as the concentration of income increases. While states with higher 
growth are less likely to permit deductions (likely due to a desire to keep reve-
nue), the probability decreases as income becomes more concentrated. Once 
again, there is little support for the State Growth Hypothesis, although there is 
some support for the Power of the Top 1% Hypothesis. States are no more likely 

Percent Income for Top 1%

P
ro

ba
bi

lit
y 

of
 D

ed
uc

tib
ili

ty

0

0.1

0.2

0.3

0.4

0.5

0.6

5 10 15

Figure 4. Probability of deductibility by percent income going to Top 1% (1960-
2003).

 at UNIV OF CONNECTICUT on September 23, 2014apr.sagepub.comDownloaded from 

http://apr.sagepub.com/


Hayes and Dennis 945

to permit deductions when the economy is doing well. However, the efforts of 
states to continue to capture revenue (by resisting efforts of allowing deduc-
tions) become less likely as income becomes more concentrated.

Discussion

This study tested important hypotheses about the degree to which percentage 
of income going to a wealthy population influence state tax policy. 
Specifically, this study examined these hypotheses in relation to two funda-
mental questions of state taxation policy: First, should a state have an indi-
vidual income tax? Second, if a state does have an individual income tax, 
should it permit taxpayers to deduct federal income taxes against state indi-
vidual income taxes? Both of these questions materially affect both the size 
and distribution of a state’s tax burden as well as the ability of states to com-
bat the negative effects of wealth inequality.

The impact of the share of income going to the richest 1% of taxpayers 
provides interesting results. In each of the models tested, whether for the 

Figure 5. Predicted margins of interaction effect (GDP × Top 1).
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adoption of state income taxes or for the deductibility issue, the percentage of 
income going to the Top 1% was statistically and substantively significant. 
Rather than demonstrating that this flow of income to the wealthiest led to 
increased power among this group (at least in terms of resisting the imple-
mentation of an income tax), states were more likely to adopt an income tax 
when the percentage of income going to this group was large.

Similarly, the share of income going to the richest 1% of taxpayers was a 
significant predictor in every model of the willingness of states to permit 
deducting federal income taxes against state individual income taxes. The 
relationship was always negative. The greater the share of income going to 
the richest 1% of taxpayers, the less likely a state was to permit deducting 
federal income taxes against state individual income taxes. As with the adop-
tion of a state individual income tax, the results support a desire of states to 
retain revenue from wealthy individuals.

In terms of the deduction models, the countervailing effects of liberal 
government being more likely to enact deductions, while liberal citizens 
opposing such efforts might be explained by the fact that governments are 
increasingly using the tax code as a way to distribute benefits to citizens 
(e.g., Mettler, 2010, 2011). Liberal governments could be using the intro-
duction of deductions as a way to benefit wealthy contributors or to counter 
claims they want to raise taxes (even though the state will raise less reve-
nue), and liberal citizens oppose such policies because less revenue is 
raised.

The interactive effect between state growth and the concentration of 
income demonstrated important findings as well. Low growth states were 
more likely to adopt an income tax, yet this likelihood decreased as the per-
cent flowing to the Top 1% increased. Similarly, states were more likely to 
permit deductions when economic growth is sluggish, but the probability of 
adopting decreases as the percent income flowing to the Top 1% increases. 
To the extent to which the wealthy oppose an income tax or desire deduc-
tions of federal taxes against state income taxes, their power seems to wane 
somewhat during bad economic times. That power, however, seems to 
increase as the concentration of income increases. Therefore, it seems that 
while states have a desire to use the political opportunity of sluggish eco-
nomic growth, which might fuel resentment against the wealthy, the likeli-
hood of either adopting an income tax or resisting efforts to permit deductions 
decreases under circumstances in which income is highly concentrated. 
Thus, overall we have support for the Tax the Wealthy Hypothesis, no sup-
port for the State Growth Hypothesis, and some support for the Power of the 
Top 1% Hypothesis.
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Our results both support and extend the important work of F. S. Berry and 
Berry (1992), which find state tax policy depends on the political opportunity 
for state politicians to receive cover to implement a tax. Our results indicate 
that large shares of income going to the Top 1% may contribute to that cover, 
as states seem to want to capture some of the wealth flowing to the wealthi-
est. While the wealthy may have disproportionate influence on the political 
system, it seems that this influence is not absolute—states still need to take in 
revenue and the wealthiest citizens are prime targets as income concentra-
tions grow. Moreover, the preferences of the wealthy are not likely to be 
uniform and may vary by state (e.g., Gelman et al., 2008).

Conclusion

This study allowed us to thoroughly test the impact of the share of income 
going to the richest 1% of taxpayers on both a highly visible and easy to 
understand taxation issue (the adoption of a state individual income tax) as 
well as a related issue of tremendous importance but less visible and more 
difficult to understand (the deductibility of federal income taxes against 
state individual income taxes). As a result of this research, we can more 
confidently say that the percentage of income flowing to the Top 1% at the 
state level “matters” in a predicable way, particularly on important economic 
issues at the heart of a parties’ philosophy and which are less visible to 
citizens.

The results show that the share of income received by the richest 1% of 
taxpayers does have an impact on the likelihood states will adopt an income 
tax and permit deductions of federal taxes against state taxes. As the Top 1% 
has seen most of the benefits of increasing inequality, our findings suggest 
that future studies should continue to take into account the degree to which 
the wealthy have significant influence on policy (e.g., Hacker & Pierson, 
2011; Winters & Page, 2009), as well as the degree to which states are able to 
respond to this growing concentration of wealth.

Finally, as researchers continue to examine the causes and consequences 
of growing wealth inequality in the United States, our findings suggest schol-
arship should examine the degree to which partisan differences in policy mat-
ter not just at the national level, but also at the sub-national level. Individual 
states are often the key governmental actor for citizens in many areas of 
social welfare policy, as welfare is largely run through the states. Therefore, 
future research must focus on the ways in which state governments, and the 
tax policies they adopt, respond to growing wealth inequality.
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Appendix A
Variables Used in the Analysis.

Variable name Source Coding

Real income F. S. Berry and Berry 
(1992), Bureau of 
Economic Analysis

State per capita income in 
divided by price deflator 
for personal consumption 
expenditures

Change per capita 
income

F. S. Berry and Berry 
(1992)

Change in real disposable 
income per capita multiplied 
by 1,000

Urban F. S. Berry and Berry 
(1992)

Percent living in urban 
population multiplied by 100

Elect 1 F. S. Berry and Berry 
(1992)

1 = year of gubernatorial 
election; 0 = otherwise

Elect 2 F. S. Berry and Berry 
(1992)

1 = year immediately following 
gubernatorial election; 0 = 
otherwise

Neighbor state 
adoption

F. S. Berry and Berry 
(1992)

Total number of neighboring 
states that enacted individual 
income tax by previous year

State ideology F. S. Berry and Berry 
(1992)

Cumulative scale: 0 = southern; 
0.5 Democratic governor; 
0.25 for each house of state 
legislature in which majority 
are Democrats

Democratic control Statistical Abstract of 
the United States 
(2010), Green Papers

1 = Governor and Majority of 
Both Houses State Legislature 
Controlled by Democratic 
Party (0 otherwise)

GOP control Statistical Abstract of 
the United States 
(2010), Green Papers

1 = Governor and Majority of 
Both Houses State Legislature 
Controlled by Republican 
Party (0 otherwise)

Top 1 Sommeiller (2006) Percent income going to Top 
1% in each state

Institutional ideology W. D. Berry, Fording, 
Ringquist, Hanson, and 
Klarner (2010)

State NOMINATE scores 
ranging from 23.64 (minimum) 
to 79.15 (maximum)

Citizen ideology W. D. Berry et al. 
(2010)

0 (most conservative) to 100 
(most liberal)

Democratic 
presidential vote 
share

American Presidency 
Project, http://www.
presidency.ucsb.edu

Percent Democratic

(continued)
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Variable name Source Coding

Deductibility Documentation for 
a Comprehensive 
Historical U.S. Federal 
and State Income Tax 
Calculator Program 
(Bakija, 2008)

0 = does not permit deduction; 
1 = permit deduction

Adopt income tax F. S. Berry and Berry 
(1992), Garrett and 
Wagner (2004).

0 = no adoption; 1 = adoption

State GDP Bureau of Economic 
Analysis

Percent change in GDP from 
previous year (current 
dollars) for years 1963-2003

South Statistical Abstract of 
the United States 
(2010)

1 = southern state; 0 = non-
southern state

Appendix (continued)
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Notes

 1. In their study of state adoption of individual income taxes, F. S. Berry and 
Berry (1992) focus their attention on the 1916-1937 period. They choose this 
time period for three reasons: (a) to study the politics of early adoption (i.e., a 
state adopting an individual income tax when very few states had); (b) some of 
the independent variables required in their model were not available until 1915, 
which precluded using the two earliest adopting states—Wisconsin, 1911, and 
Mississippi, 1912; and (c) no state adopted an individual income tax over the 
1938-1948 time frame. Therefore, if the focus is on the politics of early adoption, 
the period from 1916 to 1937 is the logical time period to select.
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 2. Following F. S. Berry and Berry (1992), our analysis of the 1916-1937 excludes 
future states that had not joined the union at that time (Alaska and Hawaii) or 
had enacted an individual income tax prior to 1916 (Mississippi, Oklahoma, 
and Wisconsin). When we use models that contain variables measuring unified 
Democratic and Republican control of a state’s government, we omit Nebraska.

 3. We follow the same procedure as F. S. Berry and Berry (1992): We examine the 
enactment of an income tax, but not subsequent repeal and reenactment. Repeal 
and reenactment is not a frequent occurrence. Only two states, Oregon and 
Alaska, have repealed state income taxes. Oregon enacted an individual income 
tax in 1923, repealed it, and reenacted it in 1930. Following F. S. Berry and Berry 
(1992), we treat Oregon as having enacted an individual income tax in 1923 and 
do not examine the politics of repeal and reenactment. After repealing their indi-
vidual income tax, Alaska has not subsequently reenacted an individual income 
tax.

 4. We also used a model that accounted for Neighbor State Adoption as a percent-
age of neighboring states that have adopted a policy rather than the total number. 
These results (available on request) are unchanged.

 5. We choose this time period because no state enacted an income tax from 1938 to 
1959.

 6. While a government ideology measure based in part on party control of various 
parts of the state legislature are is potentially problematic, updated measures 
of state ideology for the years 1960 onward still rely, in part, on party control 
and have been found to be reliable (e.g., W. D. Berry, Ringquist, Fording, & 
Hanson, 1998). Moreover, the correlation between the state ideology measure 
and party control variables is quite low at .08 (for Democratic control) and .45 
(for Republican control).

 7. Using a broader “high-income range” (e.g., richest 5% or richest 10%) obscures 
the fact that a disproportionate share of income growth over the past several 
decades has gone to the highest 1% of the income distribution. Inequality mea-
sured based on the entire income distribution, such as the Gini ratio, do not tell 
where inequality is greatest (i.e., between the top and the middle, the middle and 
the bottom, etc.). As the share of income going to the richest 1% of taxpayers 
increases, the percentage of campaign funds coming from this group is likely to 
increase, which makes elected officials more financially dependent on the richest 
1% of taxpayers. This is also likely to skew public policy more in the self-interest 
of very high-income individuals (Bartels, 2008; Hacker & Pierson, 2011).

 8. Tax units can be smaller than households. For example, a married couple would 
be one household. However, if they filed two individual tax returns this same 
couple would represent two tax units. By contrast, a household is all those living 
in the same unit. Thus, three unrelated persons living in the same household and 
filing separate tax returns constitute one household but three tax units.

 9. Following F. S. Berry and Berry (1992), we use maximum likelihood probit to 
estimate a discrete event history analysis. However, as probit estimation requires 
strong assumptions about the underlying duration dependence we also use a Cox 
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Proportional Hazard (CPH) model to account for potential drawbacks of a probit 
estimation. The Cox model allows the duration dependency to vary and makes 
no assumptions as to its shape.

10. To explain the adoption of an individual income tax by a state over the 1916-
1937 time frame F. S. Berry and Berry (1992, pp. 739-740) test the following 
hypotheses: (a) the higher the income level of a state, the more states can afford 
to enact an individual income tax and, hence, the more likely they will enact 
an individual income tax; (b) as urbanization increases, individuals are more 
isolated from family, and, hence more likely to need state provided services, and 
thus the more urbanized a state the more likely it will enact an individual income 
tax; (c) as taxes are unpopular, an income tax is less likely to be enacted in a 
gubernatorial election year than a non-gubernatorial election year; but (d) for the 
same reason (greater time until the next election) more likely to be enacted in 
the year following a gubernatorial election than in any other year in the election 
cycle; (e) the more surrounding states have enacted an individual income tax the 
lower the political “cost” of enacting an individual income tax (i.e., less likely 
to lose citizens and business to a neighboring state), and hence, the more likely a 
state will enact an individual income tax; and (f) as liberals are more egalitarian 
and more supportive of social welfare programs than conservatives, the more 
liberal the ideology of a state’s government the more likely that state will enact 
an individual income tax.

11. The differences in our results and those presented by F. S. Berry and Berry 
(1992) vary slightly due to rounding differences.

12. The results for models including State Ideology (e.g., the F. S. Berry & Berry, 
1992 measure) provided similar results. These results are available on request.

13. We also examined models that omitted the outliers for the Top 1 variable. As the 
Top 1 variable ranges from 1.14 (minimum) to 46.97 (maximum), we dropped 
the top six observations for this variable, which created a new maximum of 
29.18. The results (available on request) show the Top 1 variable remains statis-
tically significant in both probit and CPH models.

14. In this model, we substitute the percent of Democratic Presidential vote share in 
the place of the State Ideology used by F. S. Berry and Berry (1992) to try to bet-
ter capture the ideological makeup of the state. The results were similar for both 
measures, with State Ideology and Democratic vote share both failing to achieve 
statistical significance.

15. Data limitations preclude a rigorous test of the deductibility of federal income 
taxes against state individual income taxes over the 1916-1937 period. Depending 
on the model, we have only 17 to 42 observations. Even with this very small 
number of observations, in some of the models party control of state government 
is statistically significant and signed as in the findings for the 1960-2003 period. 
The results are available on request.

16. One could question whether it is the share of income going to very high-income 
groups that is important or the income level of the state. The share of income 
going to the richest 1% of taxpayers is not statistically significant if we replace 
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the change in real disposable income per capita with the amount of real dis-
posable income per capita. However, as several econometric experts have told 
us, any variable with a linear time trend would be related to a dependent vari-
able with a liner time trend. The correlation between year (beginning in 1960) 
and permitting deducting federal income taxes against state individual income 
taxes is −.24. Given that there is a time trend in all of the income measures, it is 
preferable to use the change rather than the amount of income. This is why we 
use change in real per capita disposable income. A consistent median household 
income series is only available from 1984 to 2003. So, we would lose over half 
of the observations. To further examine the impact of whether it’s the percentage 
of income going to the richest 1% of taxpayers or the change in the percentage of 
income going to the richest 1% of taxpayers, we re-estimated each of the models 
in Table 2 using the change in the percentage of income going to the richest 1% 
of taxpayers. The change in the percentage of income going to the richest 1% 
of taxpayers is always negatively signed and statistically significant at the 0.05 
level. The results for the other independent variables are very similar to those 
reported in Table 2. However, unlike the other income measures, the share of 
income going to the richest 1% of taxpayers is a zero-sum variable. Thus, if 
the share of income going to the richest 1% of taxpayers increases, the share of 
income going to the remaining 99% of taxpayers must decrease. The zero-sum 
nature of this variable makes using the absolute percentage much more reason-
able than using the absolute amount of a non-zero sum time trending variable 

(e.g., real disposable income per capita).
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