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ABSTRACT 

Migration has been a part of the American history and it continues at present time.  Naturally the 

location where people have migrated to have changed over time, as well as who is migrating.  While in 

the distant past many people migrated in search of work and opportunities related to employment, the last 

three decades show evidence of large migration of the near elderly or elderly (pre-retired and retired).  

One of the new trends is that the pre-retired cohort migrates as they seek employment opportunities in 

location where they hope to retire.  Of course quicker transportation and climate modifying technology 

made retirement possible in a variety of geographical areas (not populated earlier) as the lower cost of 

living attracted many to settle there.  Research literature has started to pay attention to migration of 

people as the number of migrants has become significant; there are many communities that have doubled 

in size in the last decade due to new arrivals.  Furthermore, the largest generations with respect to size of 

population, the so called baby boomers, are beginning to retire and in the next decade may flood many of 

the retirement communities. The attention of literature is well deserved as movement of people also 

means movement of resources that influence the increase or decrease of regional growth. Thus migration 

may cause inflows or outflows of capital that would affect communities depending on the direction of the 

flow of funds. At any time that people are leaving a location (out-migration) there could be others that 

may be moving in the same location (in-migration).  In the literature the term net-migration, the 

difference between out-migration and in-migration, has been adopted to describe the total flow of 

migration.  In New York, the population change reveals that while there was population growth due to the 

natural growth and arrival of foreign immigrants, the net domestic migration was negative as many as 

about 3 million left the state for the net domestic migration to be about 1.5 million.  A great proportion of 

those exiting New York are taxpayers age 55 and older.  Such out-migration has severe implications on 

state and local tax bases, budgets, and the composition of communities.  The objective of this paper is to 

examine the out-flow of capital from New York and whether the metro areas would benefit if the flow of 

capital could be altered through a tax policy.  In addition a discussion is presented to examine incentives 

that would alter the flow of capital in order to create a more sustained growth (for in-flows areas) by 

reducing the boom/bust intensity of the business cycle.  

 

INTRODUCTION 

Migration has been a part of the American history and it continues at present time.  Naturally the location 

where people have migrated to have changed over time, as well as who is migrating.  While in the distant 

past many people migrated in search of work and opportunities related to employment, the last three 

decades show evidence of large migration of the near elderly or elderly (pre-retired and retired).  One of 

the new trends is that the pre-retired cohort migrates as they seek employment opportunities in location 
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where they hope to retire.  Of course quicker transportation and climate modifying technology made 

retirement possible in a variety of geographical areas (not populated earlier) as the lower cost of living 

attracted many to settle there.  

 

Research literature has started to pay attention to migration of people as the number of migrants has 

become significant; there are many communities that have doubled in size in the last decade due to new 

arrivals.  Furthermore, the largest generations with respect to size of population, the so called baby 

boomers, are beginning to retire and in the next decade may flood many of the retirement communities. 

The attention of literature is well deserved as movement of people also means movement of resources that 

influence the increase or decrease of regional growth. Thus migration may cause inflows or outflows of 

capital that would affect communities depending on the direction of the flow of funds. At any time that 

people are leaving a location (out-migration) there could be others that may be moving in the same 

location (in-migration).  In the literature the term net-migration, the difference between out-migration and 

in-migration, has been adopted to describe the total flow of migration.  For example, Table 1 shows the 

population change in New York State from 2000 to 2008.  Note that, while there was population growth 

due to the natural growth and arrival of foreign immigrants, the net domestic migration was negative as 

many as about 3 million left the state for the net domestic migration to be about 1.5 million. 

 

Table 1:  Components of NY State population change, 2000-2008 (in thousands) 

Net

Natural Increase Foreign Immigration Domestic Migration

804 877 -1,576  
  
The number in Table 1 shows the net effect of migration for the New York state.  For the New York City 

Metro area (NYC plus Nassau and Winchester counties) those exiting the metropolitan area represent 

77% of the total number exiting (see Table 2 below).   Therefore, not only in New York but other large 

metropolitan areas experience the largest out-migration.  This is evidenced in Table 2 below: 

 

Table 2:  States with the Largest Out-Migration 

 (000) Percentage 

California 1,250 22.8 

Illinois 567 10.3 

Michigan 470 8.6 

New Jersey 430 7.8 

New York 1,538 28.0 

         Total 4,255 77.6 

 

Table 2 shows that 77.6 % of total out-migration originates from 5 states with large metropolitan areas, 

and the largest number out out-migrants originate from the metropolitan areas.  

 

Nationally most people moving to another state are over 55; out of three million people that moved in 

2007-2008, about 466,000 moved to another state – or about 1/6 of the moving population. 

 

The objective of this paper is to examine the out-flow of capital from the major metropolitan areas and to 

examine whether the metro areas would benefit if the flow of capital could be altered through a tax 

policy.  

 

In addition a discussion is presented to examine incentives that would alter the flow of capital in order to 

create a more sustained growth (for in-flows areas) by reducing the boom/bust intensity of the business 

cycle.  
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EFFECTS OF IN-AND-OUT MIGRATION:  LITERATURE REVIEW  

As people migrate, resources move with them.  For that reason and for the purpose to evaluate necessary 

services many communities conducted impact studies that focused on these effects. 

 

Let’s first examine the impact on resources of out-migration that is presented is a simple way to show the 

effects clearly and to the point.  In 2006, a task force reported
1
 to the Governor of Maryland that:  

 

For every new elderly household moving out of Maryland: 

 over ½ of a job is lost, 

 over $70,000 in new income per household is lost, 

 over $6,000 in state and local tax revenues are lost, and 

 over $1,700 in local tax revenues are lost. 

 

That is a sizable loss for a state if the out-migration continues.    On average about 6.1% of the elderly 

population moved out of Maryland, a large loss of resources.  But what if the number of out-migrants 

increases? 

 

In a more technical paper, Peter B. Nelson (2004) decomposed income migration streams by looking at 

income migration efficiency with respect to social security payments (how migration serves to 

redistribute Social Security income by evaluating {SSeff = (SSin – SSout)/(SSin + SSout)} and 

borrowing from work of Plane (1999) to determined whether the sheer volume of  migration is 

contributing to income redistribution or is it the characteristic of migrants’ wealth that has the most 

influence.  He concluded: 

 

If metropolitan regions are losing sources of income through migration of baby 

boomers and their predecessors, the older population that remains in these 

regions will be characterized by lower levels of economic resources…. Second, 

in essence, migration serves as a metropolitan income subsidy for non-

metropolitan regions. Workers accrue both Social Security and investment 

income while working in metropolitan labor markets, but then transfer this 

income to non-metropolitan regions by migrating……metropolitan regions will 

suffer as migration continues to subsidize non-metropolitan areas. 

 

 

In 2007, Seryoug Park and Geoffrey J.D. Hewing, studying the Chicago economy that exhibits the same 

migration patterns as the one in New York City, examined the question ―does a change in retirement age 

affect a regional economy?‖  Through simulations and examining the Gross Regional Product they 

concluded that increases in the retirement age have many positive impacts.  An increase in the retirement 

age will: 

 

 Increase the economic growth of the Chicago region and lightens the tax burden for maintaining 

the current pension system. 

 It improves the welfare of all the current populations, especially younger generations who gain 

relatively more benefits. 

 

                                                 
1
 Task force report, 2006, p.8.  
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Park and Hewing also reflect on the policy to cut pension benefits.  They found that a cut in pension 

benefits will cause the current working-age generations to have a welfare loss and it will fuel the uneven 

distribution of income and wealth. 

 

As metropolitan areas are losing people and capital due to migration, another way to verify this is by 

observing that it has arrived somewhere else.  Wayne Miller (et al, 2000) studying the economic and 

fiscal impact of migration in Arkansas echo the sentiments experienced in many communities over the 

last 20 years: 

 

Arkansas has attracted retirees to the state for decades. Arkansas has benefited 

from in-migrating retirees who bring with them their time, talents and expertise. 

They also bring income from pensions, investments and social security, some of 

which they spend in Arkansas. This spending creates additional jobs and income 

for Arkansas residents. Retirees also add to local and state government revenues 

and, on average, contribute more that the cost of services provided to them. 

While people are migrating in and out of various states, what happens to the flow of funds resulting from 

these migrations?  Calculations from the internal revenue data show that New York state had a net loss of 

29.78 billion due to migration from 2000-2007.  Table 3 shows only the biggest outflows of funds from 

New York to other states: 

 
Table 3:  Outflow of Funds from NY State, 2000-2007 (in billions) 

STATE $ 

Florida 9.2 

New Jersey 5.7 

Connecticut 2.8 

North Carolina 1.8 

Pennsylvania 1.5 

California 1.3 

Georgia 1.1 

 
Needless to say that about $30 billion would come in handy in times of a recession, and certainly help NY 

state it its present budget crisis.  Moreover, elderly individuals generally do not cost as much to provide 

governmental services in many communities as they often do not have school-age children needing 

education and tend to not be as mobile as they get older.  Such taxpayers do have a significant impact on 

the state and local tax base and any significant out-migration movement and the accompanying out-flows 

of capital can adversely impact the local community.    

The purpose of this paper is to examine out-migration of retiree taxpayers in New York State by 

examining the primary economic factors that impact decisions to move to another jurisdiction:  mainly 

high local property taxes and state income taxes.  In addition, this paper develops a tax policy aimed at 

keeping retirees from leaving their communities.  In developing our proposed policy, we will first 

examine existing tax inducement policies in New York State aimed at reducing retiree property tax 

burdens.  

 

TAX INDUCEMENT POLICIES IMPACTING RETIREES 
One of the ways to slow the rate of out-migration and prevent out-flows of capital is to examine potential 

tax inducement policies developed at the state level targeted at retirees.  At the federal level, the 

government currently taxes (or exempts) specific items of income of retirees.  Three specific items of 

income commonly impact retirees at the federal level:   
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 Interest on municipal bonds is tax-exempt at the federal level (and oftentimes is exempt at the 

state level if the interest income is derived from a bond from that municipality).   

 Social Security Income (for some retirees, a portion of their benefits may be taxable) 

 Pension and annuity income is fully taxable if 1. the taxpayer did not contribute to the pension, 

2. the employer did not withhold contributions, or 3. the taxpayer received all contributions back, 

tax-free, in prior years.  Pension and annuity income is partially taxable if the taxpayer 

contributed to the plans.   

 

In addition to the federal government, states vary in the treatment of Social Security and pension income 

for tax purposes.   

 

THE IMPACT OF STATE INCOME TAXES ON RETIREES 

Of the states with large Out-Migration listed in Table 2, Table 4 below summarizes the state tax treatment 

of Social Security and Pension Income.   

 

Table 4: State Tax Treatment of Social Security Benefits 

Social Security Private Pensions State Pensions

CA Exempt Same as Federal Treatment Same as Federal Treatment

IL Exempt Exempt if Employer-funded Exempt

MI Exempt Up to $39,570, less any public Exempt

pension deduction claimed

(single) or $79,140, less any

public pension deduction 

claimed (married-filing-jointly)

is exempt

NJ Exempt Up to $15,000 (single) or Up to $15,000 (single) or 

$20,000 (married-filing-jointly) $20,000 (married-filing-jointly)

is exempt if income is is exempt if income is 

$100,000 or less; exempt $100,000 or less; exempt

if totally and permanently if totally and permanently 

disabled disabled

NY Exempt Up to $20,000 is exempt Exempt

(age 59 ½ or older)  
 
As Table 4 reveals, all five states exempt Social Security benefits.  In addition, Illinois, Michigan, and 

New York exempt state pension income, where New Jersey partially taxes such pensions and California 

taxes them the same as the federal government.   Private pension income is partially taxable in Michigan, 

New Jersey, and New York, where Illinois taxes only the employer-funded portion of the pension.  In 

California, private pension income is taxed the same as the federal government.   

 

In looking at New York, by exempting Social Security income, exempting all public employee pension 

income, and exempting a portion of private pension income, the state still has an out-migration rate of 28 

percent.  Each of the states listed on Table 4 has a relatively high income tax rate, which may contribute 

to the high out-migration rates of retirees.  Table 5 below summarizes these state income tax rates 

(Federation of Tax Administrators, 2010).   

 
Table 5: State Income Tax Rates 
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Tax Rate Low Tax Rate High Income Bracket

CA 1.25 9.55 $7,300 to $47,900;

1% tax over $1,000,000

IL 3.00 -- Flat Rate

MI 4.35 -- Flat Rate

NJ 1.40 10.75 $20,000 to $1,000,000

NY 4.00 8.97 $8,000 to $500,000;

NYC tax rate approximately

3.59 % + surtax  
 
State income taxes have been at relatively high levels since the mid-1980s and have not declined.  

Furthermore, Stonecash (2001) argues that New York State has resisted increasing income taxes and has 

instead increased fees, such as tolls, licenses and other services.  Other factors may be contributing to this 

out-migration.  In New York, and in many other states, property taxes are a significant burden to many 

retirees.   

 
THE IMPACT OF PROPERTY TAXES ON RETIREES 

Shan (2010) argues that property taxes may affect moving decisions of the elderly due to ―liquidity 

constraints,‖ since many may live on a fixed income with most of their wealth invested in the home.  The 

housing boom across the nation that began in the late 1990s through 2005 has resulted in housing prices 

rising significantly, with property tax burdens proportionately rising.  This is particularly true in New 

York.  Shan suggests that significant increases in property taxes nationwide may cause elderly 

homeowners to ―liquidate their housing wealth,‖ even if property owners value their home more than the 

―marginal buyer in the local housing market‖ (194).  The findings in Shan’s study reveal that higher 

property tax burdens raise mobility among elderly homeowners.  The author estimates that every $100 

increase in annual property taxes results in a 0.73 percentage point increase, on average, in the two-year 

mobility rate.  Shan concludes that if property taxes cause mobility and is driven by demand adjustment, 

such tax relief policies would ―keep [them] from relocating to places where the marginal price of local 

services matches the marginal benefit‖ [insert] (204). Further, Shan also concludes that if the property tax 

effect on mobility is due to liquidity constraints, providing ―generous property tax relief programs may 

alleviate such constraints‖ (204).   

 

While property tax rates and portion of the assessed value that is taxed varies throughout New York State, 

there exists a property tax savings program aimed at all New York homeowners called the STAR (School 

Tax Relief) Exemption; in addition, retiree homeowners are eligible for the Enhanced STAR Exemption.  

The two programs provide a homestead exemption that reduces the valuation of a principal residence, 

resulting in a reduction in the amount of property taxes owed.  The Enhanced STAR provides a greater 

exemption for elderly homeowners.    

 

The two STAR exemptions were a product of the 1997 New York State legislature and one of then-

Governor George E. Pataki’s legislative initiatives.  The policy was specifically aimed at reducing 

property taxes of seniors and wealthy suburbanites (Stonecash, 2001).  Stonecash summarizes the effect 

of the STAR exemption: 

 

A certain amount of the value of a home is defined as exempt from local taxation.  The taxes lost 

to the local school district (or local government for school districts funded by the cities) because 

of the exemption are then made up by state reimbursement to the local government.  This $2 

billion program will take some of the fiscal pressure off local school districts by increasing the 

amount of money the state contributes to education spending (Stonecash, 2001). 
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The Enhanced STAR exemption is available for the primary residences of senior citizens (age 65 and 

older) with yearly household incomes not exceeding a statewide standard.  For qualifying senior citizens, 

the 2009 Enhanced STAR program works by exempting the first $60,100 of the full value of their home 

from school property taxes.  For property owned by a husband and wife, or by siblings, only one of them 

must be at least 65 years of age as of December 31 of the year in which the exemption will begin to 

qualify for the Enhanced exemption.  There is some variation in how the exemption applies: 

 

 New York City:  Seniors age 65 and older may be entitled to an additional exemption, providing 

approximately $400 in savings per year. 

 

 Nassau County:  Not all municipalities allow for the enhanced exemption.  For the school district 

of Glen Cove, the first $147,170 of assessed property valuation is excluded. 

 

 Westchester County:  Not all municipalities allow for the enhanced exemption.  For example, the 

school district of Rye, NY, the first $3,820 of assessed property valuation is excluded.  For the 

Village of Bronxville, NY, the first $202,930 of assessed property valuation is excluded 

(http://www.orps.state.ny.us/star/index.cfm).   

 

While this property tax exemption program benefits many retirees, taken with other tax benefits indicated 

in Table 3, the evidence indicates that it is not nearly enough to induce residents to remain in the New 

York State once they reach their retirement age.  Brunori (2001) argues that taxes on real estate are often 

quite burdensome on ―fixed-income owners of property,‖ particularly when property values continue to 

rise.  In high property tax states, many which are located in the Northeast (NY, NJ, CT, MA), retirees find 

it challenging to pay such taxes.  Shan (2010) reveals that in 2000, the benefit derived from the Enhanced 

STAR exemption in New York State, per household, was $367.  To what extent does this tax savings 

policy induce elderly homeowners to continue to maintain their residences in New York?  Is the 

Enhanced STAR exemption actually slowing or reducing migration behavior?    

 

Policy makers are concerned with the out-migration patterns and the revenue losses that result.  Some of 

the tax expenditure programs discussed above (and summarized in Table 3) and property tax exemption 

programs in New York were passed into law to induce retirees from moving.  Steuerle (2004) argues that 

federal expenditures can be structured in two ways, either as revenue expenditures or tax expenditures.  

Revenue expenditures are those expenditures that are made through the procurement process where the 

government purchases goods and services using federal tax dollars.  This is the most common manner in 

which the government spends money on social programs (as well as all government programs).  Another 

method in which social policy monies are spent is through tax expenditures.  Tax expenditures are 

indirect payments for social policy expenditures and are accomplished by tax deductions, income 

exemptions, and credits in the tax code.  Howard (1997) argues that policy makers find tax expenditure 

programs beneficial in that they avoid governmental bureaucracy as in direct spending programs.  One of 

the results of a tax expenditure, such as a property tax exemption, is that ―the government uses the [tax 

policy] to entice market actors to consume in socially desirable ways‖ (Howard, 1997, p. 30).  Developing 

a tax expenditure policy that would slow out-migration of retirees would preserve and retain capital, 

which would provide a more stable tax base. 

 

 

METHODOLOGY 

The methodology that is developed in this paper is a tax policy model used to measure the extent (if any) 

of taxpayer benefit (TB) derived as a function of:  

 

TB = f (Average of Td, Pd, Cd), where, 
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TB = Taxpayer (individual) benefit derived 

Td = Tax (individual) differentials between two states 

Pd = Property value differentials (including property taxes) 

Cd = Cost of living differentials 

 

This model is based on a cost-benefit analysis model, which can be used in a variety of evaluations, 

including policy outcome analysis.  Stokey and Zeckhauser (1978) argue that cost-benefit analysis is the 

principal analytical framework used to evaluate public expenditure programs (134).  The rationale for 

cost-benefit analysis is economic efficiency:  ―it aims to ensure that resources are put to their most 

valuable use, including the significant possibility of leaving them in private hands . . . . [and is used] in 

assessing well-defined projects‖ [insert] (Stokey and Zeckhauser, 1978, p. 134). Levin and McEwan 

(2001) use cost-benefit analysis to evaluate the net benefit (costs) of educational program and can be used 

to evaluate other types of government programs, measuring the monetary benefits and costs, combined, to 

―gauge the overall worth of a program or policy . . . [and measure] the overall size of the net benefits—

that is how much benefits exceed costs‖ [insert] (Levin and McEwan, 2001, p. 15).   

 

As for this proposed cost-benefit model, we are attempting to measure the net benefits (costs) of moving 

from New York State to another state, examining three major factors that would most likely impact such a 

decision, including state income tax differentials, property value and tax differentials, and cost of living 

differentials.  We selected variables that could be easily and reliably measured when comparing 

differentials between two states.  Other costs and benefits were excluded from our analysis, specifically 

those that are more difficult to measure, including opportunity costs that often can factor into a retiree’s 

personal decision-making to move to another location:  including family relationship adjustments 

(moving away from family and/or moving to be closer to family, or a combination of both), the 

surrendering of personal ties to their home community, the perceived sentimental value of the home and 

community, the physical strains and costs of moving, health related issues, weather, and other factors.  It 

must be noted that some of these opportunity costs may be the primary reason(s) for deciding to relocate 

from one home to another.  However, to keep our proposed model workable, we excluded such variables 

from our analysis. 

 

Using a hypothetical example, if we compared New York and Florida, if the income tax differential is 7% 

(Florida does not have an income tax), and the property value differential is 40%, and the cost of living is 

20%, then the average of these three variables would be approximately 22% and thus the income tax 

incentive at retirement to remain an individual in New York is about 22%. 

 

Given this hypothetical result, a tax policy structured as an inducement policy could be developed and 

given for 5 years, so that it is significant, and then it could be scaled down each year for the next 10 years; 

as the desire is to retain the very elderly is rather costly.  Such tax policies might include an exemption 

from part or all of New York income taxes, a higher Enhanced Star property tax exemption, a sales tax 

exemption, or a combination of all three in a single proposal.   

This proposed policy is being developed for a future paper. 

CONCLUSION 

As New York State is impacted by slowing tax revenues, the steady and relatively high out-migration of 

retirees will further contribute to the draining of resources state-wide.  This will have a significantly 

adverse impact on New York State.  Further research needs to be conducted using this net benefits model 

to determine the extent to which an income tax incentive can be used as an incentive to likely retain a 

retiree in the state.   
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