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Article

Introduction

Growing economic inequality could be one of the most 
pressing problems facing American society (e.g., 
American Political Science Association Task Force 
2004). Although periods of inequality have long been 
part of American history, the recent growth in economic 
inequality in the United States is unique (e.g., Bartels 
2008; Hacker and Pierson 2010; Piketty and Saez 2003). 
While the recent growth in income inequality is largely 
due to the exponential growth of incomes among the top 
1 percent (e.g., Piketty and Saez 2003), many Americans 
struggle economically. Over the past thirty years, incomes 
have remained relatively stagnant for many, others live in 
abject poverty, and a growing number of citizens subsist 
on the verge of poverty—recently deemed the “near 
poor” by the Census Bureau (DeParle, Gebolff, and 
Tavernise 2011; Heggeness and Hokayem 2013).

Scholarship examining U.S. policy at the national 
level has found a limited response to these recent trends 
of rising inequality and widespread poverty (e.g., Hacker 
2004; Howard 1997; Mettler and Milstein 2002). This is 
perhaps not surprising, given the general attitudes toward 
welfare in the United States (e.g., Berinsky 2002; Gilens 

1999) as well as scholarship finding biased political 
responsiveness in favor of the wealthy at the national 
level (e.g., Bartels 2008; Ellis 2012; Gilens 2005, 2012; 
Hacker and Pierson 2010; Hayes 2013; Kelly 2009; Kelly 
and Witko 2012; Skocpol and Jacobs 2005). Moreover, 
many studies find biased responsiveness at the subna-
tional level as well (e.g., Flavin 2012; Hill and Leighley 
1992; Rigby and Wright 2011, 2013). There are, however, 
many layers of government at which policymakers can 
respond to problems such as economic inequality in a 
federal system. In certain cases, the national government 
provides incentives for states to redistribute incomes 
(e.g., Peterson 1995), and states may have become more 
active in influencing economic inequality since the 
Republican takeover of Congress in 1994 and devolution 
that has followed (Kelly and Witko 2012; Winston 2002).
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This study moves beyond previous research and exam-
ines the policy mechanisms that link political decisions 
with levels of inequality. We examine the extent to which 
state governments (through fiscal policy measures) influ-
ence economic inequality—by not only examining state-
level inequality but also the average family incomes of 
various economic groups. We find states (through the use 
of fiscal policy tools) are able to affect economic inequal-
ity and can significantly influence the incomes of differ-
ent economic groups. Most significantly, there are 
differential effects depending on how different fiscal 
tools are used. The results show that both spending 
(unemployment compensation and cash assistance) and 
tax revenue (corporate tax revenue) are found to reduce 
state-level inequality. We also find unemployment com-
pensation to positively benefit the poorest (bottom 10th 
percentile), while the inheritance tax helps most income 
groups. Corporate and income tax revenue is associated 
with higher middle- and upper-class incomes, whereas 
sales tax revenue benefits the wealthy. Higher property 
tax revenue is associated with decreased income for most 
groups. Thus, our results show that state fiscal policies 
can have a real impact on reducing inequality as well as 
aiding the incomes of the poorest citizens.

The rest of this paper is organized into five main sec-
tions. The first section “The Politics of State Taxing, 
Spending, and Income Inequality” reviews the literature 
on economic inequality and the role of subnational gov-
ernments in influencing social welfare policy with an eye 
toward the common pressures they face in this policy-
making arena. The second section “Expectations and 
Hypotheses” discusses our hypotheses in relation to the 
full effects of state fiscal policymaking—taxation and 
spending—on the level of inequality. In the third section 
“Data, Model Estimation, and Findings,” we discuss our 
data and findings from our two-part statistical analysis. In 
the fourth section, “Discussion: Effects of State Fiscal 
Policy on Economic Inequality,” we discuss the implica-
tions for our results. We conclude in the “Conclusion and 
Future Directions” section with a discussion of potential 
directions for future research.

The Politics of State Taxing, 
Spending, and Income Inequality

There has been a considerable focus on the degree to 
which governmental policies can impact economic 
inequality. Research suggests that inequality at the 
national level is affected by governmental actions that 
come through both redistribution and “market condition-
ing” (Hacker and Pierson 2010; Kelly 2005, 2009). 
Although redistribution generally occurs through the pro-
cesses of taxing and spending, “market conditioning” 
occurs when the government makes decisions, before 

redistribution, that affect economic outcomes. Common 
examples of such actions involve laws governing unions, 
public education, regulatory policies, and workforce 
development (Kelly 2009). While Peterson (1995) argues 
that the federal government focuses more on redistribu-
tion while states focus more on developmental policies, 
our research examines both dimensions of fiscal policy-
making at the subnational level to investigate the ways in 
which governmental policies can affect economic out-
comes and economic inequality in particular.

“Market Conditioning” and Redistribution at 
the Subnational Level

Scholars have recently begun to examine the role that 
state governments play not just in the redistribution of 
income but how policies may influence the market before 
redistribution occurs (Howard 1999; Page and Simmons 
2000). Studies find many instances in which these types 
of “market conditioning” policies influence the income 
distribution. Such decisions made prior to redistribution 
have been found to affect inequality, at both the state and 
federal levels (Kelly 2005, 2009; Kelly and Witko 2012). 
Similarly, Langer (2001) finds that states that adopt more 
demand-side policies (e.g., research and development, 
technology, exportation) rather than supply-side policies 
(e.g., tax and capital subsidies) are better able to redistrib-
ute toward equality. Freund and Morris (2005) find states 
with lotteries have more concentrated income than those 
without. Campaign finance laws are also found to influ-
ence distributional outcomes. Flavin (2015) finds that 
states with stricter campaign finance regulations devote 
larger portions of their budget to welfare spending and 
cash assistance programs. Recently, Kelly and Witko 
(2012) find a role for market conditioning of income dis-
tribution in terms of state minimum wage laws. Examining 
inequality in a period in which there was little action by 
the federal government on the minimum wage, the 
authors find that states with higher minimum wage laws 
experienced less inequality.

In addition to examining the policies of “market con-
ditioning,” many studies focus on the redistributional 
efforts of the government and how these efforts affect 
economic inequality. Although scholars find that the 
national government has a clear role in redistribution 
(e.g., Hibbs and Dennis 1988; Kelly 2005, 2009), there is 
more debate about the extent to which state-level policies 
can affect income distribution. Barrilleaux and Davis 
(2003) find states have little impact on inequality, and 
when they do, more generous welfare programs coincide 
with increases in income concentration (greater inequal-
ity). However, other studies find that states are able to 
influence income distribution (Langer 2001). Recently, 
Kelly and Witko (2012) find that states are able to affect 
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economic inequality even when controlling for actions of 
the federal government.

To be sure, one key area in which state governments 
attempt to redistribute income toward the less well-off is 
through welfare policy. While the federal government 
retains a substantial amount of influence, state govern-
ments often hold important authority in governing wel-
fare policy (e.g., Bailey and Rom 2004; Martinson and 
Holcomb 2002; Plotnick and Winters 1985; Soss et al. 
2001). According to Howard (1999), states account for 
one-quarter of total public spending on welfare and are 
integral to spending on all means-tested and many social 
insurance programs. This is especially true since the pas-
sage of the Personal Responsibility and Work Opportunity 
Reconciliation Act (PRWORA) in 1996, which gave sub-
national governments wider autonomy in governing wel-
fare policy. This increase in state autonomy has led to 
wide variation in rules concerning welfare participation 
(e.g., Weil and Finegold 2002) and has created a situation 
in which state policymakers are more integral to redistri-
bution than ever before (e.g., Fellowes and Rowe 2004).

State policymakers also play a key role in setting tax 
policy. The literature examining the politics of state taxa-
tion has examined which political and economic factors 
affect the distribution of a state’s tax burden over various 
income groups (e.g., Berch 1995; Chernick 2005; Dennis, 
Moore, and Somerville 2007; Hansen 1983; Lowery 
1987; Morgan 1994). Moreover, researchers have exam-
ined how state tax policies affect policy outcomes (e.g., 
state labor policies and employment, Hansen 2006; the 
growth rate of a state’s economy, Brace 1993; and the 
stability of state revenue, Hansen 1983).

Political scientists and economists have also exten-
sively studied the degree to which political and economic 
factors affect the degree of progressivity of state tax sys-
tems (Berch 1995; Chernick 2005; Dennis, Medoff, and 
Stephens 2011; Dennis, Moore, and Somerville 2007; 
Lowery 1987; Morgan 1994; Newman and O’Brien 
2011). In terms of the effect of politics on the progressiv-
ity of a state’s tax system, typically Democratic Party 
strength in a state’s government results in a more progres-
sive state revenue system than Republican Party strength 
(Berch 1995; Chernick 2005; Dennis, Moore, and 
Somerville 2007). Recent research finds that regressive 
tax policies, especially in the South, hurt the poor 
(Newman and O’Brien 2011).

In sum, research has focused on many ways in which 
government decisions and actions can influence eco-
nomic outcomes through market conditioning, redistribu-
tion, and taxation. We contribute to this literature by 
focusing on the ways in which states can affect income 
distribution. However, we go beyond existing studies by 
examining how specific state government fiscal policy 
tools influence economic inequality in a given state over 

time. Moreover, our study enhances our understanding of 
these effects by examining how these tools affect citizens 
in different economic situations. We focus on the mecha-
nisms that state governments use that affect both “market 
conditioning” and redistribution. State policymakers 
must make decisions not just about overall tax levels but 
also about where and how to spend that revenue. These 
fiscal policy tools are therefore an important measure of 
the effectiveness of state government decisions to redis-
tribute wealth as well as create conditions that can lead to 
more (or less) equal economic outcomes for state 
residents.

Expectations and Hypotheses

The institutional features of U.S. federalism rely heavily 
on states for the delivery of social welfare services and 
programming aimed at alleviating poverty (Howard 
1999). Although we acknowledge the fiscal policy limita-
tions on states and their financial leverage vis-à-vis the 
features of the federal government and its policymaking 
process, it is important to recognize that the responsibility 
of addressing the problem of growing economic inequal-
ity is shared between federal and state policymakers. 
States have wide leverage in taxing and spending policies 
that affect inequality (Kelly and Witko 2012). As a strong 
determinant of income, tax policies in the states have a 
particularly important effect on inequality. Although the 
poor quality of education, low employment, and stagnant 
wages in the poorest states (especially in the U.S. South) 
have substantial effects on poverty, the effect of regres-
sive tax policies on the quality of life for those at the low-
est income levels is profound (Newman and O’Brien 
2011) and only reinforces income disparities and levels of 
inequality in the states.

Therefore, we position the levels of spending on social 
welfare programs and levels of taxation in previous years 
as the outputs reflective of state legislatures’ responsive-
ness to their states’ social welfare needs and to the level 
of economic inequality in their state. Drawing from pre-
vious literature on state taxing and spending, we develop 
a set of expectations about the effects of state-level 
inequality. Our most general expectation is that, while 
exogenous economic factors (such as the overall state of 
the economy or changes in federal policy) will likely 
affect changes in state-level inequality, state govern-
ments, through their sets of fiscal policymaking tools, 
wield a significant effect on redistribution.

To date, the most comprehensive studies of the effects 
of spending on the welfare state have been motivated by 
the view that the federal government and its set of fiscal 
and monetary policy tools are central to addressing eco-
nomic inequality (e.g., Kelly 2009). Erikson, Wright, and 
McIver’s (1993) composite measure of policy liberalism 
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in the states, comprised of eight social and fiscal policy 
indicators, is particularly sensitive to the reality that pol-
icy innovation in the states is highly responsive to federal 
fiscal policy mandates and regulations. Moreover, in case 
studies of three states—Maryland, Texas, and North 
Dakota—Winston (2002) identifies dominant reformer 
motivations and advocacy/interest group presence as crit-
ical to welfare policymaking in the early years of state 
control under devolution.

Following work exploring the effects of economic 
inequality on growth (Frank 2009; Panizza 2002; 
Partridge 1997, 2005), we maintain that establishing fis-
cal policies that sustain the welfare state is a responsibil-
ity shared by the federal and state governments and one 
that affects economic inequality. Like the federal govern-
ment, state governments have strong incentives for sus-
taining the welfare state to address poverty as well as to 
keep economic inequality at bay. We argue that the incen-
tives for addressing economic inequality could be even 
stronger for states. Although linked by the federal system, 
states must compete with one another for a domestically 
mobile pool of workers. Thus, states likely use a wide 
range of fiscal policy tools to address levels of economic 
inequality in their own jurisdictions.

In our analysis, we operationalize states’ role in address-
ing economic inequality as the change in levels of spend-
ing on three dimensions of state welfare state spending: 
Unemployment Compensation, Cash Assistance, and a 
third summary measure of state spending, Welfare. 
Unemployment insurance, a joint federal–state program 
providing unemployment benefits in the form of payments 
to eligible workers who have lost their jobs, is funded by 
both federal and state payroll taxes (Rafool 2011). Cash 
assistance, the direct cash payments from the state to ben-
eficiaries of public welfare programs, should likewise 
reduce inequality. Finally, welfare spending is a summary 
indicator of states’ commitments to supporting the welfare 
state and addressing economic inequality from the expen-
diture side of states’ fiscal policy tools. State expenditures 
under this heading include: cash assistance paid by the 
states directly to needy persons under the federal categori-
cal programs such as Old Age Assistance and Assistance to 
Families with Dependent Children (AFDC)/Temporary 
Assistance for Needy Families (TANF). It is important to 
note that state governments have significant influence over 
these policies as spending decisions for each of these pro-
grams are set by state legislatures and governors. Moreover, 
states have much more discretion over these policies than 
from federal programs such as social security.

Therefore, our first hypothesis (H1) is that higher per 
capita levels of state spending will have a negative impact 
on income concentration, working to decrease inequality. 
Similarly, we expect state spending to affect families liv-
ing in different economic circumstances in different 

ways. State spending should positively affect the incomes 
of those in lower-income percentiles more than the 
incomes of those in the upper-income percentiles. 
Therefore, our second hypothesis (H2) is that higher per 
capita levels of spending should positively affect the 
incomes of those most in need (40th income percentile or 
below). We use the 40th percentile as a cutoff as those in 
or below this group are most likely to be considered poor 
or near poor (incomes less than 50 percent above the pov-
erty line).

We also expect state taxes to play an important role in 
influencing income distribution. We operationalize states’ 
role in addressing economic inequality via revenue col-
lection as the change in per capita revenue collected by 
states from taxes on Individual Income,1 Sales and gross 
receipts, Property, Corporation net income, and 
Inheritance and gift taxes. Generally, we expect the 
extraction of tax revenue—in particular, taxes of a regres-
sive nature—to have a negative effect on inequality. Once 
again, it is important to note that the actions of state poli-
cymakers in influencing revenue in these areas comes 
directly from their discretion to raise or lower taxes, 
which are separate from decisions made by the federal 
government.

An understanding of the effect of the regressive state 
sales and gross receipts taxes on inequality is also an 
important test of the effects of states’ approaches to rev-
enue extraction as a means of mitigating inequality. 
Property taxes are conditioned on ownership of property 
and measured by state-assessed values. This category of 
taxes includes general property taxes related to property 
as a whole, real and personal, tangible or intangible. 
Increases in property tax, as measured by per capita col-
lections contribute to inequality by extracting property 
tax revenue on an increasingly vulnerable working mid-
dle class. In many states, motor vehicles are considered 
tangible, taxable property, and by most accounts, such a 
tax is regressive. Corporate taxes are measured as taxes 
on the net income of corporations and unincorporated 
business, including taxes on financial institutions. An 
increase in per capita collections of corporate taxes also 
signals an increase in income among individual high-
income earners. Inheritance and gift taxes, taxes imposed 
on transfer of property at death or as a gift are also likely 
to have an effect on individuals with a higher likelihood 
of receiving unearned income in the form of an inheri-
tance or a gift.

We expect state tax revenues to impact the level of 
inequality (Gini) as well as different income percentiles. 
Thus, we hypothesize (H3) that higher levels of revenue 
generated from state taxes (in the areas of Income Tax, 
Corporate Tax, Inheritance Tax, Property Tax) will reduce 
state inequality (Gini) and increase the incomes of those 
in the 40th percentile of income or below (H4). We expect 
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higher levels of revenue gained from state sales taxes to 
increase state-level inequality (H5) and to negatively 
affect the incomes of the poorest (H6). In the next sec-
tion, we detail our data and methods used to test these 
hypotheses.

Data, Model Estimation, and Findings

We compiled a large data set drawing from multiple 
sources. Our data set encompasses information on indi-
vidual U.S. states from 1976 to 2006 (N = 50, T = 31). All 
variables and their full descriptions used in the analyses 
can be found in the appendix. To analyze the effect that 
state spending has on inequality, we use state-level 
inequality operationalized as the State Gini coefficient 
(multiplied by 100) for the dependent variable. To exam-
ine the effect of state policy tools on different economic 
groups, we also use average family income of six differ-
ent income percentiles as the dependent variable for our 
secondary analysis. Data on state-level inequality and 
income percentiles are taken from the Census March 
Current Population Survey (CPS), made available by the 
Russell Sage Program on Social Dimensions of Inequality 
for the years 1976–2006.2

Our main independent variables of interest are those 
measuring state spending on various social programs and 
tax revenues extracted by the states. Included in our anal-
yses are measures of Unemployment Compensation, 
Cash Assistance, and Welfare spending.3 We also include 
Income Tax, Property Tax, Sales and Gross Receipts Tax, 
Inheritance Tax, and Corporate Tax revenue. To control 
for the impact of federal government money used by the 
states, we include a measure of revenue transferred 
directly from the Federal Government to the states. These 
data were obtained from the U.S. Census Bureau archive 
of state financial data, based on censuses of governments 
and annual surveys of government finances.4

We include a number of covariates in each of our mod-
els. We include data on State Institutional Ideology, which 
measure the ideology of the state legislature. To control 
for constituent pressure, we include a variable that mea-
sures Citizen Ideology as well. This accounts for state 
policy responsiveness to state-level public opinion and 
preferences, with liberal public opinion contributing to 
more liberal public policy (Erikson, Wright, and McIver 
1993). Annual data on Citizen Ideology and State 
Institutional Ideology come from Berry et al. (2010). Each 
measure is on the same scale, ranging from higher values 
(more liberal) to lower values (more conservative).

We also include Labor Union Density, coded as the 
proportion of the nonagricultural workforce represented 
by a union, as a control for interest group presence in 
state policymaking (e.g., Kelly and Witko 2012). With 
labor unions being a key vehicle of representation for the 

working-class and low-income families, our labor union 
membership measure operationalizes advocacy presence 
or effectiveness in the welfare policymaking processes in 
the states (Winston 2002). To control for state electoral 
characteristics, we include a measure of whether or not 
there is a Gubernatorial Election, a dummy variable 
(coded “1” in the year of a gubernatorial election, 0 = 
otherwise; Berry and Berry 1992).

Given that the literature on state policy finds such an 
integral role for the strength of the political parties in 
shaping outcomes (e.g., Barrilleaux, Holbrook, and 
Langer 2002; Smith 1997), we also include measures of 
partisan control of state legislatures. We include two 
measures of party control of state government: 
Democratic Legislative Power (an additive scale of 
Democratic power in the legislature) and Party of 
Governor (coded 1 if governor is a Democrat).5 These 
data were made available from Klarner (2003, 2013).6

To control for the influence of local economic condi-
tions, we use a measure of real Income Per Capita, which 
is defined as “ . . . state per capita income in the nearest 
‘even’ decade year divided by national per capita income 
in the same year” (BEA 2013). In addition, we control for 
state economic growth, as State GDP is the percent 
change in gross domestic product (GDP) within a state 
from the previous year (current dollars).7 We also control 
for state race and age demographic characteristics by 
including percentage of state populations that are 
Nonwhite and Over age 65 as covariates. We also link the 
importance of change in state nonwhite population to 
effects of minority participation in shaping public policy 
in the states (Hero 1998; Hero and Tolbert 1996), health, 
educational, employment and income outcomes (Newman 
and O’Brien 2011), and generally to the more severe 
effects of measures of inequality on these ethnic/racial 
groups (e.g., Bureau of Labor Statistics 2012). We also 
control for the influence of the aging dependent popula-
tion. Each of these measures is taken from the U.S. 
Census.

Statistical Findings

Table 1 displays the results for our analyses of the influ-
ences on state-level inequality with the dependent vari-
able as State Gini coefficient. We use a Dynamic Fixed 
Effects Panel Error-Correction8 model (Blackburne and 
Frank 2007; Frank 2009).9 Error Correction Models 
(ECMs) are being used more commonly in political sci-
ence (De Boef and Keele 2008; Kelly and Witko 2012; 
Volscho and Kelly 2012) and offer many advantages to 
time-series analysis, specifically that they allow us to see 
differences within states as well as over time variation 
within states.10 Moreover, just as Frank (2009) examines 
the short- and long-term relationship between inequality 
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and growth, we are able to examine both the short- and 
long-term relationship between state-level inequality (as 
well as average family income of different economic per-
centiles) and spending.11

State-level inequality (Gini). Table 1 illustrates that for state 
spending, Cash Assistance (in the long run) and Unem-
ployment Compensation (in both short and long run) are 
negative and statistically significant, indicating that 
higher levels of spending by states in these areas reduce 
overall inequality. In terms of state revenue, we see a sta-
tistically significant long-term effect of Income Tax 
(which is positive) and the Corporate Tax (which is nega-
tive). The results indicate that states with higher income 
tax revenue tend to be more unequal whereas those with 
higher corporate tax revenue have reduced inequality.

The substantive results are displayed in Figure 1. This 
figure shows the expected change in the Gini index going 
from the minimum to maximum of each significant pre-
dictor for both the short (lightly shaded bars) and long run 
(darkly shaded bars). As might be expected, many of the 
short-run predictors show only slight effects on a change 
in state inequality (these variables are differenced). Many 
long-run predictors, however, have clear effects for 
reducing state inequality. In terms of the taxing and 
spending variables, the largest effect we observe is for 
Corporate Tax Revenue. Moving from the smallest to 
largest values, there is an expected decrease of about 
twelve on the state Gini index for Corporate Tax Revenue. 
This effect is about the same as other significant predic-
tors such as Union Density. The variables measuring 
Unemployment Spending and Cash Assistance also show 
a significant reduction in state inequality in the long run, 
with the magnitude of the effect slightly lower than that 
of Union Density. The figure also shows that revenue 
from the Income Tax in the long run is associated with 
increases in inequality. This figure demonstrates that 
these results are substantively meaningful as well as sta-
tistically significant—state fiscal policy tools do impact 
state economic inequality, most specifically in the long 
term.

Family income percentiles. Beyond state-level inequality 
(Gini), we are also interested in how state taxing and 
spending affects people in different economic situations. 
As measures of state inequality such as the Gini index are 
a measure of the distance between the rich and poor, yet 
they are limited in what they can tell us about differences 
between more nuanced groups of income earners, notably 
the working and middle classes. Moreover, as new mea-
sures of poverty developed by the Census Bureau demon-
strate, many families generally considered to be 
middle-class live paycheck to paycheck and struggle eco-
nomically as do those below the poverty level (DeParle, 

Table 1. Dynamic Fixed Effects Panel Error-Correction of 
State Inequality.

State Gini

Long-run coefficients
 Adjustment coefficient 0.122*** (0.0220)
 Welfare spending 0.00273 (0.00240)
 Cash assistance spending −0.0207*** (0.00738)
 Unemployment 

compensation spending
−0.0207*** (0.00669)

 Income tax revenue 4.293*** (1.615)
 Corporate tax revenue −5.396** (2.179)
 Property tax revenue −1.736 (4.348)
 Sales tax revenue 1.660 (1.881)
 Inheritance tax revenue 23.22 (22.18)
 Federal revenue −0.000668 (0.00180)
 Union density −33.10*** (8.663)
 State ideology 0.0221 (0.0383)
 Citizen ideology 0.0569* (0.0292)
 Governor party −0.166 (0.652)
 Democratic legislative 

power
−0.717 (0.921)

 Per capita income 1.080* (0.599)
 Δ GDP 0.00459 (0.0361)
 Gubernatorial election 

year
−0.0845 (0.174)

 Percent nonwhite 3.623 (5.752)
 Percent population over 

sixty-five
−89.99** (36.61)

Short-run coefficients
 Δ welfare spending −0.000183 (0.000301)
 Δ cash assistance spending −0.00218 (0.00147)
 Δ unemployment 

compensation spending
−0.00139* (0.000824)

 Δ income tax revenue 0.534 (0.354)
 Δ corporate tax revenue −0.492 (0.373)
 Δ property tax revenue −0.239 (0.454)
 Δ sales tax revenue −0.0712 (0.346)
 Δ inheritance tax revenue 2.245 (2.064)
 Δ federal revenue −0.000256 (0.000216)
 Δ union density −3.436*** (0.997)
 Δ state ideology −0.00295 (0.00227)
 Δ citizen ideology 0.00403* (0.00235)
 Governor party 0.0202 (0.0794)
 Democratic legislative 

power
0.0872 (0.116)

 Δ per capita income 0.0857** (0.0411)
 Δ GDP −0.000558 (0.00439)
 Gubernatorial election 

year
0.0103 (0.0211)

 Δ percent nonwhite 0.846 (0.978)
 Δ percent population over 

sixty-five
−46.64 (28.43)

 Constant −5.514*** (0.914)

Standard errors are in parentheses. All variables are mean-
differenced. GDP = gross domestic product.
*p < .10. **p < .05. ***p < .01.
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Gebolff, and Tavernise 2011). Fortunately, the data allow 
us to examine the ways in which state fiscal policy tools 
affect low-income earners (10th and 20th percentiles), 
middle-income earners (40th and 60th), and wealthy earn-
ers (80th and 90th).12 Therefore, taking the average family 
income of six different income percentiles as dependent 
variables, we are able to compare how state taxing and 
spending can influence families in different economic cir-
cumstances. Table 2 displays the results when the depen-
dent variable is the average family income for each income 
percentile. Once again we use Dynamic Fixed Effects 
Panel Error-Correction to examine the influences of state 
taxing and spending efforts as well as political and eco-
nomic controls for the entire 1976–2006 period.

As we are mainly interested in the effect of the key inde-
pendent variables of interest (e.g., taxing and spending), we 
focus our discussion of the results to these variables. Figure 
2 displays the expected change in family income for the 
lowest (P10) and highest (P90) income families with a 
change from the minimum to maximum value of each sig-
nificant predictor in the model for both the short (lightly 
shaded bars) and long run (darkly shaded bars).13 The 
results show that Unemployment Compensation has a posi-
tive and statistically significant influence in the long run on 
the incomes of the bottom income group (10th percentile). 
Moreover, as Figure 2 demonstrates, this is substantively 
meaningful as moving from a state with the lowest to high-
est Unemployment Compensation spending increases 
incomes of the 10th percentile quite substantially. Figure 2 
further illustrates that both Federal and Inheritance Tax 
Revenue have a positive and statistically significant impact 
on the incomes of the 10th percentile in the long run as well, 
as moving from the minimum to maximum value of each 
variable provides a large upward shift in incomes. Property 
Tax Revenue negatively affects the incomes of the 10th per-
centile in both the short and long run.

Turning to the results for middle-income earners (P40 
and P60), we see in Table 2 that there is quite a large 
effect for many of the revenue variables as Corporate, 
Income, Inheritance Tax, and Federal Revenue, each 
have a positive and statistically significant effect on mid-
dle incomes (P40 and P60) in the long run. As opposed to 
other percentiles, Corporate Tax Revenue shows a statis-
tically significant and positive influence on lower mid-
dle- and middle-income percentiles (P40 and P60). The 
results show a negative and statistically significant rela-
tionship in the long run for Property Tax Revenue for the 
40th percentile. Once again, statistically significant pre-
dictors in the short run have a more modest effect, but the 
results again demonstrate that fiscal policy tools, most 
especially in terms of tax revenue, have a substantively 
meaningful impact on lower middle- and middle-class 
incomes.

Turning to the results for upper-income families in the 
80th and 90th percentiles, Income, Sales, and Federal 
Revenue have a positive and statistically significant rela-
tionship on upper incomes in the long run. The upper-
income groups seem to be the primary beneficiaries of 
Sales Tax revenue, as these are the only groups for which 
this variable obtains statistical significance. Revenue 
from the Inheritance Tax positively influences the 
incomes of top earners in the long run. Property Tax 
Revenue has a statistically significant and negative impact 
on incomes for the 90th percentiles in the long run (short 
term only for P80). Once again, these results are substan-
tively meaningful as seen in Figure 2 (for P90). The larg-
est effect is for Federal Revenue, which is substantively 
large and positive and on par with other significant vari-
ables such as the elderly population. Income, Inheritance, 
and Sales Tax revenues all show a positive and substan-
tively meaningful impact on wealthy incomes while 
Property Tax revenue decreases incomes. In sum, the 
impact of these taxing and spending variables is therefore 
shown to affect income percentiles (albeit differentially) 
to a substantively significant degree, as the effects 
observed in Figure 2 are similar to other important pre-
dictors in each model.

Discussion: Effects of State Fiscal 
Policy on Economic Inequality

Taken as a whole, our results indicate a key role for state 
governments in influencing inequality as well as affect-
ing families in different economic circumstances. In 
terms of spending (H1), higher levels of cash assistance 
and unemployment compensation work to decrease state-
level inequality (Gini). We also found unemployment 
compensation spending to benefit the incomes of the bot-
tom 10th percentile, the group perhaps most likely to 
require such support (H2). Our findings in terms of 

Figure 1. Expected change in Gini index with a change from 
minimum to maximum values for significant predictors.
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Table 2. Dynamic Fixed Effects Panel Error-Correction of Influences on Family Income Percentiles.

(P10) (P20) (P40) (P60) (P80) (P90)

Long-run coefficients
 Adjustment 

coefficient
0.105*** 
(0.0133)

0.105*** 
(0.0153)

0.124*** 
(0.0168)

0.139*** 
(0.0208)

0.150*** 
(0.0300)

0.154*** 
(0.0268)

 Welfare spending −1.201  
(2.198)

−1.225  
(2.583)

−0.661  
(3.034)

0.591  
(4.170)

1.177  
(4.653)

−0.495  
(7.243)

 Cash assistance 
spending

10.61  
(11.66)

5.062  
(14.06)

0.301  
(15.52)

−5.606  
(18.11)

−35.45*  
(18.50)

−34.88  
(28.82)

 Unemployment 
compensation 
spending

16.82** 
(8.087)

12.18  
(9.551)

6.115  
(8.541)

12.22  
(8.821)

13.94  
(12.73)

20.24  
(16.57)

 Income tax revenue −453.8 
(1,177.5)

−10.61 
(1,576.6)

3,749.7** 
(1,762.5)

6,926.2*** 
(2,017.0)

12,472.3*** 
(2,518.4)

13,758.6*** 
(3,630.2)

 Corporate tax 
revenue

−1,747.3 
(1,299.1)

3,237.8 
(2,067.5)

5,392.4* 
(3,013.8)

6,204.5** 
(2,896.2)

5,764.9 
(4,666.9)

2,036.0 
(5,741.5)

 Property tax 
revenue

−5,825.3** 
(2,491.7)

−6,728.0* 
(3,742.1)

−9,977.0** 
(4,050.0)

−10,299.6 
(6,866.2)

−13,089.4 
(9,121.3)

−21,240.9** 
(10,658.0)

 Sales tax revenue −291.0 
(1,429.7)

1,103.1 
(1,967.0)

2,706.3 
(2,247.1)

3,906.5 
(2,548.8)

7,464.2*** 
(2,897.4)

8,248.8* 
(4,577.0)

 Inheritance tax 
revenue

42,853.6** 
(21,108.2)

75,476.4** 
(31,291.9)

69,111.9** 
(35,113.9)

71,687.8** 
(33,348.7)

1,36,191.0*** 
(50,592.6)

2,29,098.8*** 
(74,738.8)

 Federal revenue 3.505** 
(1.567)

4.902** 
(1.972)

5.149** (2.479) 5.710* (3.396) 8.600* (4.772) 14.50**  
(6.867)

 Union density 26,755.2*** 
(10,004.6)

43,400.8*** 
(11,576.8)

38,612.4*** 
(11,139.5)

25,041.3* 
(13,204.1)

17,016.9 
(19,948.3)

−12,403.9 
(27,031.7)

 State ideology 29.45  
(40.64)

53.09  
(59.19)

25.32  
(59.48)

55.71  
(82.00)

113.3  
(110.1)

168.0  
(152.5)

 Citizen ideology 15.60  
(27.88)

60.09*  
(30.74)

101.7*** 
(39.45)

121.1** 
(50.93)

103.6  
(70.14)

223.1**  
(94.34)

 Governor party −312.4  
(630.6)

−920.9  
(931.8)

−421.3 (966.5) −847.8 
(1,299.8)

−1,538.2 
(1,926.9)

−3,011.8 
(2,633.9)

 Democratic 
legislative power

−4.875  
(934.0)

−1,306.1 
(1,369.0)

−1,678.9 
(1,543.9)

−2,517.0 
(1,951.0)

−2,667.5 
(2,693.5)

−3,920.5 
(3,408.6)

 Per capita income −2,466.0*** 
(760.1)

−4,076.3*** 
(1,041.5)

−5,089.5*** 
(1,245.9)

−5,467.7*** 
(1,649.0)

−6,614.4** 
(2,571.6)

−7,351.7** 
(3,253.9)

 Δ GDP −81.34* 
(46.84)

−80.68  
(75.68)

−195.6** 
(84.77)

−224.7*** 
(85.97)

−266.9** 
(118.1)

−355.0** 
(168.3)

 Gubernatorial 
election year

299.4  
(240.0)

188.3  
(343.0)

144.5  
(414.5)

113.3  
(514.6)

287.4  
(822.1)

429.7  
(1,028.9)

 Percent nonwhite −8,885.9** 
(4,472.3)

−15,455.7*** 
(5,647.3)

−19,093.3*** 
(6,489.5)

−17,952.8*** 
(6,607.0)

−10,824.8 
(8,308.5)

−25,234.3* 
(15,009.4)

 Percent population 
over sixty-five

−1,12,740.6*** 
(35,624.8)

−1,21,747.5*** 
(40,529.4)

−1,18,211.6*** 
(44,220.7)

−1,70,745.7*** 
(61,797.7)

−2,65,702.6*** 
(72,625.1)

−4,13,469.5*** 
(1,14,657.7)

Short-run coefficients
 Δ welfare spending −0.194  

(0.239)
−0.405  
(0.354)

−0.616  
(0.564)

−1.082  
(0.776)

−1.291  
(1.202)

−2.017  
(1.595)

 Δ cash assistance 
spending

−0.870  
(1.456)

−0.557  
(2.072)

0.238  
(2.434)

0.971  
(3.469)

−2.791  
(5.400)

−1.760  
(7.460)

 Δ unemployment 
compensation 
spending

0.321  
(0.656)

0.421  
(0.662)

−0.539  
(1.012)

−0.407  
(1.199)

−0.917  
(1.612)

−1.420  
(2.261)

 Δ income tax 
revenue

−11.36  
(398.8)

207.6  
(626.2)

387.5  
(844.3)

965.7 
(1,157.8)

692.0  
(1,835.9)

225.4  
(2,507.6)

 Δ corporate tax 
revenue

−206.1  
(398.9)

−426.5  
(603.6)

−446.8  
(791.6)

−513.4 
(1,099.7)

−10.27 
(1,766.6)

−200.6 
(2,492.6)

(continued)

 by guest on May 18, 2015prq.sagepub.comDownloaded from 

http://prq.sagepub.com/


400 Political Research Quarterly 68(2)

(P10) (P20) (P40) (P60) (P80) (P90)

 Δ property tax 
revenue

−478.8** 
(207.6)

−327.2  
(397.7)

−952.1  
(629.6)

−809.4  
(798.2)

−2,783.9*** 
(1,064.4)

−641.8 
(1,507.2)

 Δ sales tax revenue 28.67  
(338.9)

502.3  
(391.1)

648.8  
(658.9)

1,235.2 
(1,090.4)

1,909.6 
(1,410.3)

2,564.3 
(1,659.8)

 Δ inheritance tax 
revenue

4,711.6* 
(2,609.0)

7,834.0** 
(3,047.5)

10,503.3*** 
(4,014.9)

16,148.8*** 
(5,870.8)

23,785.2*** 
(9,071.3)

30,032.3** 
(11,992.4)

 Δ federal revenue −0.0536 
(0.195)

−0.0827 
(0.246)

−0.313  
(0.426)

−0.308  
(0.596)

−0.813  
(0.998)

−1.135  
(1.316)

 Δ union density 1,090.6  
(899.4)

1,265.1 
(1,141.4)

1,724.8 
(1,258.2)

−880.1 
(1,627.6)

−3,794.3* 
(2,200.0)

−5,190.3 
(3,783.8)

 Δ state ideology −0.584  
(2.374)

0.783  
(2.522)

−0.207  
(3.575)

−1.754  
(5.368)

6.225  
(6.299)

3.407  
(9.004)

 Δ citizen ideology 0.243  
(2.149)

4.395*  
(2.510)

6.507*  
(3.623)

12.82** 
(5.511)

6.714  
(9.229)

18.22  
(12.33)

 Governor party 32.80  
(65.77)

96.80  
(97.60)

52.39  
(120.2)

117.7  
(182.7)

230.3  
(293.8)

463.0  
(416.2)

 Democratic 
legislative power

0.512  
(98.09)

137.3  
(146.1)

208.8  
(194.5)

349.5  
(285.8)

399.4  
(437.4)

602.7  
(563.1)

 Δ per capita income −103.4*** 
(34.60)

−177.0*** 
(52.23)

−267.3*** 
(71.06)

−299.8*** 
(93.43)

−365.5** 
(146.0)

−354.0*  
(206.9)

 Δ GDP 8.542*  
(4.918)

8.481  
(7.931)

24.33**  
(10.49)

31.20*** 
(11.98)

39.96**  
(18.19)

54.58**  
(27.39)

 Gubernatorial 
election year

−31.45  
(25.37)

−19.80  
(36.92)

−17.97  
(52.65)

−15.73  
(73.16)

−43.04  
(129.4)

−66.06  
(165.3)

 Δ percent nonwhite −1,504.9* 
(815.4)

−2,984.2** 
(1,338.7)

−6,621.0*** 
(1,197.5)

−5,755.7*** 
(1,476.8)

−3,231.8 
(2,550.0)

−877.2 
(2,623.8)

 Δ percent 
population over 
sixty-five

−19,268.6 
(16,760.3)

−46,134.8** 
(22,754.1)

−65,323.1** 
(31,233.1)

−97,284.4** 
(38,094.6)

−1,68,268.0*** 
(49,951.4)

−1,29,796.1 
(88,992.4)

 Constant −2,376.3*** 
(644.0)

−2,857.9*** 
(766.5)

−5,113.3*** 
(1,021.4)

−8,412.8*** 
(1,658.2)

−12,991.9*** 
(2,809.8)

−18,657.7*** 
(3,420.4)

Standard errors are in parentheses. All variables are mean-differenced. GDP = gross domestic product.
*p < .10. **p < .05. ***p < .01.

Table 2. (continued)

spending on social programs (such as unemployment) 
demonstrate that states are able to influence both inequal-
ity and the incomes of people in different economic cir-
cumstances are important, given that these are areas that 
states are increasingly responsible for (Howard 1997, 
1999; Winston 2002).

Similarly, for state tax revenue, we find income and 
corporate taxes to impact state-level inequality (H3) in 
the long run. We find a positive relationship between 
income tax revenue and state-level inequality, but a nega-
tive relationship for corporate tax revenues. While we 
find states with higher levels of income tax revenue have 
higher inequality, other studies (e.g., Leigh 2008) find 
redistributive taxes do not reduce per capita personal 
income. We do find that states with higher levels of rev-
enue raised through corporate taxes have lower inequal-
ity. This is most likely because corporate taxes limit the 
earnings of the wealthiest earners (e.g., the top 1 percent). 

However, in examining the effect of corporate tax reve-
nue on different income groups, it is not clear the degree 
to which this money is redistributed toward those in the 
lower classes. We found revenue from this tax largely 
benefits those in the 40th and 60th income percentiles. 
There remains significant debate in the economics litera-
ture about who pays the burden of the corporate tax (e.g., 
Clausing 2013; Cronin et al. 2013; Gravelle 2013; Liu 
and Altshuler 2013). As some argue the corporate tax is 
paid by consumers, the distributional effects might be 
similar to sales tax, which is regressive. We do not think 
this finding indicates higher taxes for corporations neces-
sarily hurt those at the bottom (our data record corporate 
tax revenue, not corporate tax rates), but rather such find-
ings raise a concern about which income groups are made 
to benefit from this source of revenue. Similarly, we find 
Sales Tax Revenue to benefit those in the upper-income 
percentiles (80th and 90th) while having no detectable 
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impact on lower-income groups (leading to no support for 
H5 and limited support for H6).

We also find interesting results for revenue raised 
from the inheritance tax in terms of benefits for economic 
classes. We find all income groups benefit from inheri-
tance tax revenue gained by states in both the short and 
long term. Given that the inheritance tax (or “death tax” 
to opponents of the policy) is levied on only the wealthi-
est families (top 2 percent), it is not surprising that reve-
nue gained from this source would benefit most income 
groups. There seems to be a clear redistributive effect, at 
least in terms of average family incomes.

Although our data do not allow us to trace exactly how 
each source of revenue is converted or redistributed into spe-
cific spending categories, our results raise questions about 
how states are redistributing tax revenue from various 
sources, many of which are aimed at helping those at the 
bottom of the economic rung. Given that we are able to 
examine the relationship between levels of revenue (and 
spending) and state inequality (or average family income), 
we find many instances in which taxing and spending efforts 
work differentially by economic class. Revenue from the 

inheritance tax, for example, tends to raise all incomes, 
while corporate tax revenue benefits are limited to middle-
income percentiles. Perhaps the key difference is that inheri-
tance taxes do not affect productive labor or commerce. 
Sales tax revenue, the product of a regressive tax, was found 
to positively benefit only wealthy earners (P80 and P90). 
Moreover, the only group we detected to benefit from unem-
ployment compensation spending was the lowest income 
percentile (P10). This is likely because this group is often 
most in need of such a benefit, while other groups use the 
benefit more intermittently or during recessions.

Although not the main focus of our paper, several of 
the covariates in our models demonstrated interesting 
results as well and are therefore worth mentioning briefly. 
For instance, we find that union density matters greatly in 
terms of state inequality as well as for the incomes of 
lower- and middle-income families. Long an important 
vehicle for workers’ rights, union density’s decline over 
time has led to greater inequality within states. Moreover, 
our results show that higher union density positively ben-
efits the incomes of all but the wealthiest earners (in the 
long term). Not surprisingly, unions and union strength 
have a clear relationship to both state inequality and the 
economic well-being of the working and middle classes. 
While it is worth mentioning the importance of union 
density in its relation to inequality, we should point out 
that in examining the degree to which our findings about 
state fiscal tools were substantively meaningful, we dis-
covered that key fiscal policy tools of both taxing and 
spending often had a larger effect than that of union den-
sity. This is important to note because it demonstrates the 
power that state governments can yield when working to 
combat inequality or widespread poverty. State fiscal 
policy tools can influence state-level inequality and the 
economic fortunes of residents in substantial ways.

Conclusion and Future Directions

This paper finds that state governments are able to influ-
ence the level of inequality within a state as the economic 
fortunes of families in different economic circumstances 
through the use of a variety of taxing and spending tools. 
Although we find a role for state governments in influ-
encing inequality, this effect is likely not as large as the 
potential impact of the federal government, which has 
wider authority over redistribution (e.g., Kelly 2009). 
Certainly the federal government has more power and 
resources to address widespread problems like poverty 
and growing economic inequality. Yet the importance of 
state government fiscal policy decisions should not be 
taken lightly, as our results demonstrate tools such as 
Cash Assistance and Unemployment Spending as well as 
Corporate Tax Revenue can significantly reduce income 
inequality in a given state. In terms of the incomes of 

Figure 2. Expected change in family income (P10 and 
P90) with a change from minimum to maximum values for 
significant predictors.
GDP = gross domestic product.
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families in different economic circumstances, we also 
find a clear role for state fiscal policy tools. Inheritance 
tax revenue, for example, is one policy that we find to 
positively impact all income percentiles. While we also 
find states reliant on federal tax revenue (found to posi-
tively benefit all income groups in the long run), different 
taxing and spending methods affect families in different 
circumstances in different ways. Corporate tax revenue 
was found to aid the incomes of those in the middle class, 
while having no detectable influence on those with lower 
incomes (P10 and P20).

Although our findings are in line with others that 
have examined the role of federalism and inequality 
(e.g., Kelly and Witko 2012), our study moves beyond 
this work by examining the policy mechanisms that 
link political decisions with levels of inequality. While 
previous research finds policies such as the minimum 
wage can influence inequality, our results find a much 

wider array of policy tools available to state policy-
makers can influence state-level inequality. In a sys-
tem of shared power, and one in which states have 
increasing control of welfare policy (e.g., Howard 
1999), the role of states and redistribution is an area 
that researchers must continue to examine. Political 
decisions made in the state legislatures and by gover-
nors in each state can have a profound impact on state-
level inequality.

In an era of increasing economic inequality, researchers 
must examine ways in which the government reverses (or 
exacerbates) such trends. Although discussions of inequal-
ity may be most salient at the national level, states certainly 
can affect unequal outcomes—especially through policies 
that affect growth or redistribution. Because of this, future 
research must take into account the degree to which state 
and local governments, not just the federal government, 
can address growing economic inequality.

Appendix

Table A1. Variables Used in the Analysis.

Variable name Source Coding

State inequality (State 
Gini)

Russell Sage Program on Social 
Dimensions of Inequality. March 
CPS, smoothed data. http://www.
inequalitydata.org/. State Gini 
Coefficient 1970–2003

State Gini scores × 100. Lower values are most equal, 
higher values are most unequal

Total family income Russell Sage Program on Social 
Dimensions of Inequality. March 
CPS, smoothed data. http://www.
inequalitydata.org/

10th, 20th, 40th, 60th, 80th, and 90th percentiles

Unemployment 
compensation spending

Fiscal data downloaded using the 
file State_Govt_Fin.zip: http://
www2.census.gov/pub/outgoing/
govs/special60/

Payments made to beneficiaries under basic provisions of 
unemployment compensation

Cash assistance spending Direct cash payments to beneficiaries of public welfare 
programs.

Welfare spending U.S. Census Bureau. “Government 
Finance and Employment 
Classification Manual: Covering 
the Activities of the Federal, 
State, and Local Governments” 
http://www.census.gov/govs/
definitions/

Support of and assistance to needy persons contingent 
upon their need. Expenditures under this heading 
include: Cash assistance paid directly to needy persons 
under the categorical programs “Old Age Assistance,” 
TANF, and under any other welfare programs; 
Vendor payments made directly to private purveyors 
for medical care, burials, and other commodities 
and services provided under welfare programs; and 
provision and operation by the government of welfare 
institutions. Other public welfare includes payments to 
other governments for welfare purposes, amounts for 
administration, support of private welfare agencies, and 
other public welfare services

(continued)
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Table A1. (continued)

Variable name Source Coding

Income tax revenue Taxes on individuals measured by net income and taxes 
distinctively imposed on special types of income (e.g., 
interest, dividends, income from intangibles, etc.)

Property tax revenue Taxes conditioned on ownership of property and 
measured by its value. Includes general property taxes 
related to property as a whole, real and personal, 
tangible or intangible, whether taxed at a single rate 
or at classified rates, and taxes on selected types of 
property, such as motor vehicles, or on certain or all 
intangibles

Sales and gross receipts 
tax revenue

Taxes, including “licenses” at more than nominal rates, 
based on volume or value of transfers of goods or 
services; upon gross receipts or upon gross income; and 
related taxes based upon use, storage, production (other 
than severance of natural resources), importation, or 
consumption of goods

Corporate income tax 
revenue

Taxes on net income of corporations and unincorporated 
businesses (when taxed separately from individual 
income). Includes distinctively imposed net income taxes 
on special kinds of corporations (e.g., financial institutions)

Inheritance tax revenue Taxes imposed on transfer of property at death, in 
contemplation of death, or as a gift

Federal revenue Revenue received by states as transfers from the federal 
government

State ideology State NOMINATE scores ranging from 23.64 (minimum) to 
79.15 (maximum) (Berry and Berry 1992)

Citizen ideology 0 (most conservative) to 100 (most liberal) (Berry et al. 
2010)

Change in per capita 
income

Berry and Berry (1992) Change in real disposable income per capita multiplied by 
1,000

Gubernatorial election 
year

Berry and Berry (1992) 1 = year of gubernatorial election, 0 = otherwise

Democratic legislative 
power

Klarner (2013) Additive scale of democratic power in the legislature
Democratic control of both chambers (1); Republican 

control of both chambers (0); Democrats control 
one chamber (.5); Republicans the other, Republican 
control of one chamber, split control of the other (.25); 
Democratic control of one chamber, split control of the 
other (.75)

Party of governor Klarner (2013) Democrat (1), Republican (0), nonmajor party governor (.5)
Labor union density Kelly and Witko (2011) Proportion of the nonagricultural workforce represented 

by a union
Minimum = 0.023, Maximum = 0.387

State GDP Statistical Abstract of the United 
States, Green Papers, Dubin 
(2007)

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

Percent nonwhite 
population

Kelly and Witko (2011) Percent of total state nonwhite population

Percent population over 
sixty-five

Kelly and Witko (2011) Percent of total state population over age sixty-five

CPS = Current Population Survey; TANF = Temporary Assistance for Needy Families; GDP = gross domestic product.
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Table A2. Summary Statistics.

Variable M SD Minimum Maximum

Gini coefficient (×100) 36.86 2.90 29.78 45.74
10th percentile 16,100 2,678 10,541 25,657
20th percentile 25,043 3,845 17,352 37,883
40th percentile 40,922 5,856 27,858 59,318
60th percentile 58,094 8,314 39,173 87,114
80th percentile 82,492 12,537 54,097 126,321
90th percentile 105,578 17,313 70,946 168,318
Welfare spending 519.64 395.76 36.62 2,259
Cash assistance spending 49.96 41.00 0 294.53
Unemployment compensation spending 81.56 56.24 8.19 467.69
Income tax revenue 0.46 0.36 0 2.16
Corporate tax revenue 0.09 0.12 0 2.14
Property tax revenue 0.03 0.09 0 1.33
Sales tax revenue 0.60 0.35 0.06 2.36
Inheritance tax revenue 0.01 0.01 0 0.10
Tax ratio 1.33 2.29 −8.48 5.67
Federal revenue 674.00 465.11 106.32 3,815.94
Union density 0.16 0.07 0.02 0.39
State ideology 52.73 12.03 23.64 76.44
Citizen ideology 47.66 15.49 8.45 95.97
Governor party 0.55 0.49 0 1.00
Democratic legislative power 0.63 0.42 0 1.00
Per capita income 0.39 0.48 −2.87 4.82
GDP 7.10 4.35 −26.63 42.81
Gubernatorial election year 0.27 0.44 0 1.00
Percent nonwhite population 0.19 0.14 0.01 0.71
Percent population over sixty-five 0.12 0.02 0.02 0.19

GDP = gross domestic product.
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Notes

 1. The states of Alaska, Florida, Nevada, South Dakota, 
Texas, Washington and Wyoming do not levy a state tax on 
individual income.

 2. For two years (2005 and 2006), we used linear interpola-
tion procedures in STATA (ipolate) to estimate values. The 
results remain the same when these estimated years are not 
included in the analysis.

 3. While we maintain that education policies are important 
instruments, states can use to address economic inequal-
ity, with no theoretically meaningful justification to lag 
state spending on education by any discrete number of 
years, and therefore we omit state spending on education. 
The practice of including multiple-year lags also reduces 
the usable observations of state spending from which to 
reliably predict levels of income inequality in the states 
(Newman and O’Brien 2011).
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 4. While the state spending data were available as a per capita 
measure, the revenue data were in thousands of dollars and 
not per capita. Therefore, we needed to divide the revenue 
data by state population to create a per capita measure. 
See the appendix for additional information on variable 
sources.

 5. As some states have super-majority requirements for tax 
increases and/or budget adoption, it is possible that a state 
political party might lack financial control even when con-
trolling the state legislature and governorship. Therefore, 
in addition to incorporating data on partisan control of the 
state government, we tested the extent to which super-
majority tax and budget requirements might affect state-
level inequality using additional data from Klarner (2013). 
Unfortunately, there was too little variation in these data to 
estimate these effects.

 6. See http://academic.udayton.edu/SPPQ-TPR/klarner_data 
page.html, accessed on (November 4, 2014).

 7. A reviewer suggested we test the impact of the tax burden 
(e.g., the ratio of taxes on the bottom 20 percent to the top 
1 percent) on state inequality. As data were available for 
two of the years in the data set (1995 and 2003), we tested 
this potential influence among a cross-section of our data; 
however, we did not detect a significant effect the tax ratio 
on our dependent variables of interest. Ultimately, incom-
plete data prevented us from fully testing such an effect 
across a longtime range.

 8. We follow Blackburne and Frank (2007) and use the xtpmg 
command in STATA 13.

 9. As Baltagi, Griffin, and Xiong (2000) demonstrate, fixed 
effects (FE) models can be subject to a simultaneous equa-
tion bias from endogeneity between the error term and 
the lagged dependent variable. However, a Hausman test 
reveals this bias is minimal and FE model is preferable to 
a mean-group (MG) model.

10. Also see Beck (2001) or Kelly and Witko (2012) for a 
discussion of Error Correction Modeling techniques. See 
Blackburne and Frank (2007) for a discussion of dynamic 
fixed effects (DFE) modeling.

11. We acknowledge the debate regarding the appropriate-
ness and adequacy of lagging dependent variables in 
modeling dynamics in time-series cross-sectional data 
(Achen 2001; Beck and Katz 2011; Keele and Kelly 
2006). Like Achen (2001), we find no theoretically mean-
ingful justification for using lagged dependent variables. 
In alternative model, specifications with the dependent 
variables Gini and the Family Income Percentiles lagged 
one year (t − 1) and the statistical findings lead us to 
highly inaccurate inferences and substantively illogical 
results. Therefore, we elect to difference the dependent 
variable for short-run models but retain level values in 
the long-run models.

12. The average family income for each percentile is as 
follows: P10 (US$16,100), P20 (US$25,043), P40 
(US$40,922), P60 (US$58,094), P80 (US$82,492), and 
P90 (US$105,578).

13. We consistently find a large and negative impact for 
changes in per capita income for all economic groups when 
shifting from the minimum to maximum of this variable. 

As we found in the models on state inequality, the rela-
tionship is positive, suggesting large shifts lead to greater 
inequality. Thus, we suspect this variable might be picking 
up on increasing concentration of income to the wealthy 
(e.g., top 1 percent or top 0.01 percent).
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